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EXECUTIVE SUMMARY 
  
 Sri Lanka is emerging from two decades of civil conflict. Over this period, and aside from 
the enormous human cost, the conflict has had an acutely debilitating effect on the economy. It 
has reduced the level of resources available for economic and social development, damaged 
the domestic climate for investment (especially foreign investment), and suppressed tourism. As 
a result, it has reduced gross domestic product (GDP) growth by about two percentage points a 
year, curbed expansion in productive employment, and contributed greatly to poverty and fiscal 
pressure. 
 
 With the chances of peace now significantly enhanced, and a radically changed 
government strategy published, the country’s development context is fundamentally different. 
The Government is now moving positively toward introducing a comprehensive reform agenda 
that, as it continues to develop, promises a major socioeconomic peace dividend. It is in this 
context of the Government’s reform proposals on the one hand, and the peace process on the 
other, that this country strategy and program (CSP) is framed. 
 
 Despite relatively good GDP growth over many years and an average GDP per head of 
some $870, poverty—and rural poverty in particular—remains extensive. It is the link between 
GDP growth and poverty reduction that has been weak, and it is this that has now to be 
strengthened. In addition, job creation has lagged behind labor supply, causing high 
unemployment and growing overseas employment. Making matters especially complex is the 
burden of Sri Lanka’s public debt, with its level by the end of 2002 standing at over 105% of 
GDP (up from 87% in 1997).  
 
 The Government’s reform program is found in Regaining Sri Lanka and it proposes 
radical initiatives that represent a marked change in the strategy for achieving GDP growth and 
poverty reduction from the earlier emphasis on state control, redistributive transfers, and welfare 
payments. The Government’s strategy now involves raising economic growth by removing the 
barriers to increased productivity and by instituting a basic change in the relationship between 
the public and private sectors, with a central role for the private sector as the engine of growth. 
 

Given the chronically large fiscal deficits, the capital contributions to development 
projects from domestic government revenue are very limited. In reality, virtually the entire public 
investment for development projects is financed by external assistance, which renders the role 
of external funding of paramount importance to Sri Lankan development. This is seen not only in 
the financing of physical projects but in the support provided for institutional and policy reform, 
and this will continue as an integral aspect of the financing of the rehabilitation of the North and 
East, and of the Government’s development program more generally. 
 
 The principal development challenge of the Asian Development Bank (ADB) is to 
support the Government’s efforts for reconstruction and development of Sri Lanka particularly 
through implementing the Government’s reform program to reduce poverty. These entail 
targeting support at pro-poor economic growth, with emphasis placed wherever possible on 
backward regions or on those facing particular hardship: by improving infrastructure, raising the 
quality and relevance of education, increasing access of the poor to social services, rebuilding 
the conflict areas and reintegrating them into the national economy, removing legislative and 
regulatory barriers to private investment, and promoting enhanced rural livelihoods and 
commercialization. As part of this, ADB will support the Government in improving the 
effectiveness and efficiency of public services, public policy management, and a service delivery 
system that ensures services are equitable, accessible, efficient, and sustainable. 



 ii

 The Government‘s far-reaching reform agenda, which focuses on promoting private 
sector development and balanced regional development, will be supported by ADB. 
Comprehensive structural reforms are critical to achieve strong and sustained economic growth, 
which is necessary to reduce poverty. In supporting poverty reduction through broad-based 
growth, sectors of intervention have been chosen on the basis of their potential impact on these 
reform measures and on the basis of ADB’s operational experience, and because they offer the 
best prospects for addressing the specific development challenges noted above. The chosen 
sectors of intervention are agriculture and rural development; transport (roads and ports); 
energy (including rural electricity); financial sector and small and medium enterprises (SMEs); 
education (especially skills and vocational training); and water supply and sanitation. 
 
 In terms of its thematic interventions, ADB’s ongoing assistance in environment and 
natural resources management is focused on promoting rural development and enhancing rural 
incomes in a range of subsectors. Future intervention will depend on the consolidation of policy 
reforms and institutional capacity building supported under the ongoing portfolio. In governance, 
ADB will support the Government’s ongoing agenda to raise the effectiveness of public sector 
management, the quality and efficiency of public service delivery, and the impact of external 
assistance and government programs. Gender concerns will be addressed by projects in 
education and in water and sanitation, and by projects directly addressing the poor in backward 
regions, including the North and East. Of importance will be efforts to improve access to 
technical and vocational education and information technology for women and, thereby, to raise 
the position of women in the labor market. Private sector development, a central tenet of the 
Government’s strategy, will also continue to be supported in policy dialogue and as a part of 
sector interventions. 
 
 It is proposed to increase the overall lending level to Sri Lanka to $700 million in 2004–
2006 from $600 million in the last planning cycle (2003–2005), of which Asian Development 
Fund lending is to be $400 million and that from ordinary capital resources increased to 
$300 million. The proposal to increase the overall lending level is a response to the increased 
degree of economic activity arising from the peace process thus far, the needs of reconstruction 
and development as peace evolves, and the publication of the new government strategy 
outlining major reforms and a more intensive effort to reduce poverty. But it is contingent upon 
the continuation of peace and upon progress in project performance, without either of which the 
lending level scenario will be reviewed accordingly. Both the lending level and the pipeline 
program will be monitored and evaluated in consultation with the Government and other 
stakeholders as part of the annual process of CSP updating. The nonlending program amounts 
to $12.8 million for 2004–2006, with $2.8 million cofinancing envisaged. 
 
 A worrisome feature of the portfolio performance, as of the Government’s aid utilization 
more generally, is the delay in the implementation of many projects. To combat project 
implementation deficiencies more broadly, there will be greater use of sector and sector 
development program loans. They provide more flexibility to the process of project execution, 
and allow greater attention to be paid to potential policy and institutional obstacles prior to, or 
alongside, the physical investments. ADB will facilitate up-front project activities—such as 
environmental clearances, land acquisition, and resettlement—by providing, for relevant 
sectors, technical assistance loans to prepare projects, followed by investment loans to improve 
and strengthen linkages between project planning and implementation. More importantly, the 
Government has put high priority on improving project performance and strengthening its own 
management. The Government is taking steps to reorganize its project planning and monitoring 
activities through establishment of a new development agency with private sector 
representation. 
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I.     CURRENT DEVELOPMENT TRENDS AND ISSUES  
 
A. Development Context 
 
1. Sri Lanka is emerging from two decades of civil conflict. Over this period, and apart from 
the enormous human cost, the conflict has had an acutely debilitating effect on the economy. It 
has reduced the level of resources available for economic and social development, damaged 
the investment climate, in particular in terms of its capacity to attract foreign direct investment 
(FDI), and suppressed the rise in tourism during a time when Asian tourism in general has taken 
off. As a result, it has reduced gross domestic product (GDP) growth by about 2 percentage 
points a year, curbed expansion in productive employment, contributed significantly to fiscal 
pressure, and weakened the fight against poverty. 
 
2. In the North and East, in particular, hostilities cut the regional contribution to GDP from 
15% in the 1980s to 7.5% in 2001, and caused 65,000 deaths, internally displaced 800,000 
people,1 and caused countless injuries and major damage to infrastructure (roads, bridges, 
harbors, health facilities, buildings, schools, etc.). They also led to extensive relocation of 
people and investment from the area to elsewhere nationally or abroad; major losses of 
productive assets; little new investment in the region for 20 years; pervasive disruption in the 
movement of people, goods, services, and trade; and breaks in marketing, distribution, and 
agency systems. Every sector and innumerable people have been affected; psychological 
disorders—especially among children—have been extensive; and food security has fallen.  
 
3. With the chances of peace now significantly enhanced, and the issuance of a radically 
changed government strategy—Regaining Sri Lanka2—the country’s development context is 
radically different from what it was. There should be a decline in physical destruction, 
opportunities for transferring war-related expenditures to civilian and social uses, a more helpful 
setting for reducing poverty, and a less unsettling backdrop for domestic and foreign investment 
and for tourists. Although the advent of peace will not remove underlying growth constraints, it 
presents a more conducive atmosphere for growth and poverty reduction. And it augurs well 
that the present Government has moved positively toward introducing a comprehensive reform 
agenda that, as it continues to develop, promises a major socioeconomic peace dividend for the 
country. It is in this development context of radical reform proposals on the one hand, and the 
ongoing peace process on the other, that this country strategy and program (CSP) is framed. 

B. Economic Growth 

4. During the 1980s and 1990s, the annual real growth rate of Sri Lanka’s GDP fluctuated 
at around 5%. It rose to 6% in 2000, driven mainly by the services and industry sectors, which 
now account for almost 80% of GDP. GDP fell in 2001 for the first time since independence (by 
1.5%), and recovered in 2002 (Table 1). This has been quite good growth in the face of 
prolonged conflict, and stems largely from the policy reforms of 1977 and 1989 and from the 
privatization and corporatization of the 1990s. But the country has not lived up to its growth 
potential and economic performance has lagged well behind East and Southeast Asia. 
Moreover, reform slowed in the late 1990s, unemployment remained high, the public debt 
position deteriorated, and the fiscal situation weakened. The Government now seeks to attain 
greater stability and annual rates of real GDP growth of 8–10% rather than the more typical 

                                                 
1  This represents about 42% of the 1.9 million people estimated to be in the areas of conflict in 2001. 
2  Government of Sri Lanka. Regaining Sri Lanka: Vision and Strategy for Accelerated Development. May 2003. This 

document, which includes the country’s national poverty reduction strategy, is also considered as the Poverty 
Reduction Strategy Program (PRSP). 
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rates of 4–6%. While ambitious, this could be within reach if reforms are as radical as the 
Government plans and, crucially, if the reform momentum is sustained over time. 
 

Table 1:   Selected Macroeconomic Indicators, 1980–2002 
 

 1980–
1989 

(Avg.) 

1990–1997 
(Avg.) 

1997 1998 1999 2000 2001 2002 

Real GDP Growth (%) 
Unemployment (%) 
Colombo Consumers’ Price Index (%) 

   4.2 
    — 

    12.8 

 5.2 
13.2 
12.3 

 6.3 
10.5 
  9.6 

 4.7 
 9.2 
 9.4 

 4.3 
 8.9 
 4.7 

 6.0 
 7.6 
 6.2 

 -1.5  
  7.9 
 14.2 

  4.0 
   9.2 
  9.6 

Overall Budget Balance (% of GDP) 
Government Debt (% of GDP) 
  Of which Foreign Debt (% of GDP) 
Gross Domestic Investment (% of GDP) 
Gross Domestic Savings (% of GDP) 
Foreign Savings (% of GDP) 
Current Account (BOP) Deficit (% of GDP) 

-12.4 
 86.1 
44.3 
 26.2 
 12.9 
 13.3 
  -8.1 

-9.6 
 96.3 
53.6 
24.4 
15.0 
  9.7 
-5.7 

-7.9 
87.2 
43.7 
24.3 
17.3 
  7.0 
 -2.6 

-9.2 
91.5 
46.0 
25.1 
19.1 
 6.0 
-1.4 

-7.5 
95.6 
46.5 
27.3 
19.5 
  7.8 
 -3.6 

-9.9 
98.3 
44.5 
28.0 
17.4 
10.6 
-6.4 

-10.8 
103.0 
  45.1 
  22.0 
  15.7 
    6.2 
  -1.5 

  -8.9 
105.3 
  45.4 
  21.3 
  14.6 
    6.7 
  -1.6 

— = not available, GDP = gross domestic product, BOP = balance of payments.     
Source: Central Bank of Sri Lanka, Annual Report, various issues, and Appendix 1, Table A1.2. 
 
5. In the 1950s and 1960s, government policies led to serious fiscal deficits, a depressed 
domestic and foreign investment climate, severe inefficiency, a narrow range of exports, and a 
repressed financial sector. Moreover, absorbing job seekers into the civil service led to an overly 
large bureaucracy. While liberalization has taken place since the late 1970s, albeit unevenly, 
and privatization has moved reasonably well since the early 1990s (especially in plantations), 
the earlier socialist policy bias has contributed to fairly high achievement in social indicators but 
also has left a legacy on the modern economy that Regaining Sri Lanka directly seeks to tackle: 
inefficiency, low productivity, state ownership, distrust of private enterprise, uncompetitiveness, 
and political interference.   
 
6. Two critical aspects of the current situation concern debt and unemployment. In the case 
of debt, the Government recognizes that “…Sri Lanka is in the thick of an economic crisis–a 
crisis born of deep indebtedness.”3 Large expenditures on security, civil service salaries, 
government pensions and, increasingly, domestic debt service, exert undue strain on the budget 
balance and crowd out payments on other recurrent and capital expenditure items. Public debt 
by the end of 2002 stood at over 105% of GDP (up from 87% in 1997) and public debt service 
payments stood at 109% of government revenue (up from 51% in 1997). While over 80% of 
such payments are on domestic rather than foreign debt, their size is unsustainable, thus 
making policy reform and improved governance critical. Challenges for the Government include: 
reforming central and local governments, widening the revenue base and strengthening fiscal 
management, accelerating the privatization and corporatization of state-owned enterprises and 
commercial activities, reducing the weight of subsidies, and boosting the overall efficiency of 
government. The Government is actively addressing these issues and this is reflected in its 
reform agenda and in its medium-term macroeconomic targets agreed with the International 
Monetary Fund (IMF).4 
 
7. Moreover, job creation has lagged behind job demand, causing high unemployment and 
growing overseas employment. While unemployment fell from 16% of the labor force in the early 
1990s to about 9.2% in 2002, two of the principal reasons for this were the increase in 
government service employment during the 1990s (of over 200,000) and the rise in the security 
forces required by the conflict (of around 150,000). Neither of these safety valves remains a 
viable option, the first because it is unsustainable in the present fiscal situation, and the second 
                                                 
3  Government of Sri Lanka, ibid, Part I, page 1. 
4  IMF's Poverty Reduction and Growth Facility (PRGF) and Extended Fund Facility (EFF) amounting to $567 million 

(2003–2006) was approved on 18 April 2003, of which $369 million is under PRGF and $198 million under EFF. 
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because it is incompatible with emerging peace. There is also doubt over whether employment 
abroad can continue to increase as rapidly as in the past to ease domestic job pressure. There 
are 750,000 Sri Lankans working in the Middle East—11% of the labor force—but there are 
rising technical qualifications required for overseas jobs which Sri Lankans often do not have, 
while domestic labor supply could swell if overseas workers return home as peace continues. 
 
8. Unemployment is a highly emotive economic and political issue, and a major goal of 
Regaining Sri Lanka is the creation of 2 million jobs. Over 650,000 people were unemployed in 
2002, 50% with General Certificate of Education ordinary level qualifications or higher and 77% 
having been unemployed for more than a year.5 Moreover, unemployment was already some 
31% among 15–19-year-olds and about 21% among 20–29-year-olds, both rates having 
increased since 1998. The Government recognizes that absorbing these productively will not be 
easy, particularly if there is to be a parallel reduction in the numbers working in government and 
semi-public positions in line with the needs of administrative reform and improved efficiency. 
High unemployment, even when it is not an obvious cause of poverty, is a potential source of 
social discord, even of renewed ethnic violence. In consequence, the Government’s reform 
agenda places considerable stress on improving the investment climate, raising productivity and 
efficiency, and upgrading the quality of education in line with the needs of a modern economy. 

C. Political Environment 

9. In late 2001, the President dissolved Parliament and called for Parliamentary elections in 
December 2001. The United National Front (UNF) won these elections and formed a 
Government with a three-seat majority. The President, leader of the People’s Alliance, is 
Commander-in-Chief of the armed forces while the Prime Minister is the head of Parliament and 
Cabinet of Ministers. The UNF has continued the efforts of the previous Government, which was 
led by the current President, to bring about peace and resolve the prolonged ethnic conflict. 
 
10. The key achievements of the UNF Government are the signing of a ceasefire agreement 
in February 2002 between itself and the Liberation Tigers of Tamil Eelam (LTTE), and the 
attempts at peace talks. The cessation of hostilities is in its second year of implementation. This 
is the third and longest attempt at ceasefire; the two previous attempts in 1989 and 1994 
ultimately failed. The Government is in discussion with the LTTE about ending the conflict and 
establishing a federal structure in the North and East of the country, within the framework of a 
unitary state. The Government of Norway is facilitating the peace talks which began in 
September 2002. Six rounds of peace talks had been conducted up to early April 2003, but the 
LTTE has temporarily withdrawn from the process for a number of reasons. Among these is 
their insistence on an interim administration for the North and East that ensures political and 
economic freedom for the people there. To date, the Government has removed most economic 
and travel sanctions imposed in those areas, including the restriction on movement of people, 
tradable goods, and building materials; and the ban on fishing. The Government has released 
some of the high-security zones, particularly in the Jaffna peninsula, for resettlement and 
agricultural activities. The Government is also considering the release of other high security 
zones for resettlement on a case-by-case basis. 
 
11. The Sri Lanka Muslim Congress (SLMC), a minority party in the coalition UNF 
Government, has also made its demands for Muslim people in the North and East. The SLMC 
also participated as representatives of the Muslim people at the peace talks. The constitution 
provides for the President to dissolve Parliament anytime one year after parliamentary elections 
(starting December 2002). The President, along with her party, the People’s Alliance, has had 
discussions with the socialist Janathi Vimukthi Peramuna (People’s Liberation Front) on a 
                                                 
5  Estimates for 2001, Ministry of Employment and Labour, Draft National Employment Policy for Sri Lanka, page 11.  
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memorandum of understanding for a future political coalition, which may lead to a possible 
dissolution of Parliament and elections. 

D. Poverty 

12. Reducing poverty is a major theme of Regaining Sri Lanka. The most recent official 
poverty survey was undertaken in 20026 but results have not been finalized. Prior to this, the 
most recent surveys date from the 1990s but omit the North and East.7 These show that poverty 
was relatively high during the period and that it was higher in parts of the South and in the North 
and East than elsewhere. This picture remains broadly accurate8 (Appendix 3). But, whatever 
the poverty situation in the rest of the country, poverty and human deprivation in the North and 
East are aggravated by the destruction, dislocation, and emotional stress of protracted conflict.  
 
13. About 20% of Sri Lanka’s population in the early and mid-1990s was poor according to 
the lower poverty line, and over 30% according to the higher poverty line. In overall terms, 
poverty is overwhelmingly a rural issue, especially where access to social infrastructure is least 
developed. Rural poverty and income disparity also stem from the fact that agricultural growth 
has averaged 2.3% a year in the past 20 years, in contrast to GDP increasing at over double 
that rate. The incidence of poverty also varied inversely with urbanization: Western, Central, and 
Southern provinces were the most urbanized and had the lowest incidences of poverty, while 
Uva and North Western provinces were the least urbanized and had the highest incidences of 
poverty. Occupationally, farmers constituted 41% of the total number of poor, production 
workers 37%, and sales workers 8%. 
 
14. While the general characteristics of Sri Lankan poverty probably did not change all that 
significantly between the mid-1990s and 2002, there will certainly have been some changes, 
possibly in the incidence of poverty itself and in the spatial distribution of the poor. Accordingly, 
the latest situation will need to be reflected in the design and location of any projects targeted at 
alleviating the plight of the poor when results of the 2002 survey are finalized and, in particular, 
when the results of the survey of the North and East are published. The characteristics of 
poverty in the North and East, and probably its incidence, are likely to be revealed as being 
especially worrisome. 
 
E. Governance and Institutional Capacity 
 
15. The outcome of over five decades of the evolution of the political system is that Sri 
Lanka is burdened with a malfunctioning of its devolved political system due to the lack of clarity 
in the demarcation of the functions, responsibilities, and authority at the three levels of 
government (central, provincial, and local levels); and the absence of institutional arrangements 
for the active participation of the public in decision making at these levels. The administrative 
system and its structures have fared no differently. However, the recent setting up of an 
Administrative Reforms Committee under the Office of the Prime Minister provides an 
opportunity for the provision of support for strengthening governance and public management, 
the major areas of which that need to be addressed are rationalization and strengthening of the 
areas of public policy management, planning, budgeting, and performance management; 
strengthening of public financial management, fiscal decentralization, and audit; isolation of the 
public service at all levels of government from political influence; improvement of human 

                                                 
6 Department of Census and Statistics. Household Income and Expenditure Survey - 2002.  
7 The Department of Census and Statistics and the Central Bank surveys differ in sample size; and they define the 

least-cost and nonfood bundles differently. Their lower and higher poverty lines also differ. In addition, severe 
drought in 1995/96 could explain the apparent rise in poverty in the mid-1990s. 

8 Interim results of the 2002 survey indicate that the poverty incidence may have remained at 20%. 
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resources management particularly in the areas of recruitment, career management, capacity 
enhancement, and performance appraisal; enhancement of the effectiveness of service 
delivery; widening and facilitating citizens’ access to information; and widening use of “e-
governance”. In all these areas of reform, the continued participation of civil society and its 
constituent organizations will be critical. This factor also draws attention to the support required 
by civil society in enhancing its own capacity for effective participation. Parallel with the required 
agenda of action identified above is the major challenge faced by the Government in addressing 
the post-conflict needs of reconstruction, rehabilitation, and reconciliation. 
 
16. Again, the Government recognizes these shortcomings and outlines proposed reforms in 
Regaining Sri Lanka. It has already introduced some reforms9 and is committed to restructuring 
state enterprises (including state-owned banks), reforming public administration, reducing public 
sector involvement in commercial activities, and introducing a new organization to implement 
externally funded projects. While these, and the laws and regulations on which they will be 
based, will inevitably take time to implement fully, a commendable start has been made. 
 
F. Gender Assessment and Selected Social Issues 
 
17. The economic and social status of Sri Lankan women is relatively better than in many 
other developing countries (Appendix 3). Compared with other South Asian countries, Sri 
Lankan women have fared favorably. But, gender equality or empowerment in the context of all 
the provisions of the UN Convention on the Elimination of All Forms of Discrimination Against 
Women remains to be achieved. While the country has made major progress in promoting 
human development among women, women had reached only 69% of the level of human 
development achieved by men, as measured by the Gender Development Index10 (not including 
the North and East). According to the Human Development Report (2002), the Gender 
Empowerment measure was only 0.274. 
 
18. Relative achievements in the human development of women are especially pronounced 
in terms of life expectancy, which is significantly longer than the average in developing 
countries. This has resulted in increased number of widows and impoverished elderly women in 
the country. The situation in the North and East is worse than in other parts of the country: For 
example, there are 30,000 war widows; 300,000 displaced children; a maternal mortality ratio 
and an infant mortality rate of double and treble the national average, respectively; home birth 
deliveries of up to 10 times the national average; a school dropout rate of four times the national 
average; significantly poorer access to sanitation facilities; and the collective trauma as a result 
of the war. 
 
19. Two decades of armed conflict have exacerbated constraints and generated new social 
problems resulting in deterioration in the quality of life of women. Many women have been thrust 
abruptly into positions of heads of households, responsible for the welfare of their families in the 
context of deprivation and instability. Communities have been disrupted, physical and social 
infrastructure destroyed and productive assets lost. Current challenges facing Sri Lankan 
women include poverty and deprivation as they share a disproportionate burden of survivors in 
conflict affected areas, increased violence against women as a consequence of militarization 
and forging a space and role for women in the peace and reconciliation process. 
 
 
                                                 
9 Such as the creation of the Department of Management Services, the National Administrative Reform Council, the 

Public Management Development Authority, the Public Utilities Commission, and the Consumer Affairs Authority on 
the one hand, and privatization and some retrenchment of staff from government agencies on the other. 

10 United Nations Development Programme (UNDP). 1998. Sri Lanka National Human Development Report , p.42. 
Colombo. 
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20. Women are most disadvantaged in the labor market as they are concentrated in low-
paying semi-skilled labor-intensive jobs (often in the Middle East), and subject to long hours, 
poor wages, job insecurity, subordinate positions, few promotion opportunities, and inequitable 
gender division of labor. Gender mainstreaming in sector policies, or its monitoring, is also rare, 
and issues of governance rarely go beyond efficiency concerns to include gender equity. This is 
despite the fact that remittances and tea and garment exports depend largely on women. 
Currently, unemployment rates among women in Sri Lanka are twice those of men (but fell more 
quickly than among men in the 1990s) and women still experience gender stereotyping in job 
choice. 
 
21. The The country ranked 89th out of 173 countries in 2000 in UNDP’s Human 
Development Index—higher than that suggested by its income—and it attained the highest level 
in South Asia (0.74). Some of  the Millennium Development Goals (MDGs) (Appendix 1) have 
already been met. However, the quality of social services is often poor. Moreover, inadequate 
calorie intake in low-income families causes wasting among the under-5s and maternal 
undernutrition, the latter triggering a fairly high incidence of low-birth-weight babies. Access to 
safe water is at 80% overall but  the water is often of relatively poor quality especially in the 
North and East (where water sources are frequently badly polluted) and in the rural areas more 
generally. In the conflict-affected areas, population displacement has led to a rise in infectious 
diseases and malnutrition. Malaria has increased tremendously since the conflict began owing 
to disrupted vector control activities, inadequate numbers of health workers, and limited access 
to treatment facilities. 
 
G. Private Sector  
 
22. Constraints on private sector initiatives continue to hold back all areas of the economy, 
and they serve to maintain low productivity or to reduce it, to discourage domestic investors, to 
deter foreign investors, and to constrain Sri Lanka’s international competitiveness. Potential 
opportunities for GDP and income growth are thus missed, and those for job creation forgone. 
There are many issues to be tackled, and they are related to the legislative and regulatory base, 
restrictive labor regulations, inadequately trained labor, skills’ deficiencies, high labor turnover, 
mechanism for labor disputes, weak corporate governance, and poor infrastructure, etc.  
 
23. In the particular case of private small and medium enterprises (SMEs), which seem to 
offer major potential for investment, job creation, poverty reduction, and exports, several issues 
curb their activities: (i) stringent and inflexible labor laws, and legislative restrictions on business 
restructuring; (ii) the absence until late 2002 of an overall strategy, while there have been 
numerous SME incentives, there has been no coordinating mechanism; (iii) the absence unitl 
mid 2003 of a reliable SME database; (iv) a complex regulatory framework, something that has 
affected all firms but is particularly demanding for SMEs and leads to high transaction costs for 
them; (v) a complex, uncertain tax/incentive system causing procedural difficulty with 
compliance; (vi) difficulties in obtaining finance, high interest costs on short-term borrowing, and 
delays in the payment for goods and services supplied to government institutions; and 
(vii) limited access to facilities for strengthening business capabilities. 
 
24. In Regaining Sri Lanka, the Government addresses these deficiencies and outlines its 
commitment to improving the enabling environment, generating business opportunities, and 
catalyzing private sector development through withdrawing from commercial activities; reforming 
and liberalizing its tax, trade, and regulatory policies; extending privatization and public-private 
partnerships; loosening market entry and exit; amending finance, bankruptcy, and labor laws; 
strengthening the finance and banking system; and improving corporate governance and 
accounting standards. As its reforms progress, and many are being implemented with ADB and 
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other external agency assistance, the Government sees them as the basis for higher 
productivity, increased savings and investment, and less unemployment. 
 
H. Environment 
 
25. Forests cover a total of 28% of the country’s land area, with about 1.65 million hectares 
(ha) of natural forests. Sri Lanka’s high population density and sustained efforts to improve 
living standards have placed tremendous pressure on the country’s natural environment. The 
Government’s State of the Environment Report 2001 identifies five key environmental issues—
land degradation due to soil erosion, inadequate disposal of solid and liquid waste in urban 
areas, pollution of inland waters, loss of biodiversity, and degradation of coastal resources—as 
priority problems necessitating urgent corrective action. Land was identified as the most critical 
and severely threatened natural resource, given its importance to agriculture, where the majority 
of Sri Lanka’s poor continue to obtain their livelihoods. Deforestation in particular has led to 
flooding and erosion in rainfed agricultural areas where many rural poor live, triggering loss of 
fertile topsoil and increased siltation, which in turn have impaired the efficiency of the country’s 
irrigation and hydropower systems. 
 
26. The Government recognizes that its regulatory and institutional framework is inadequate 
to deal effectively with the environmental challenges that have emerged and is now in the 
process of strengthening its capacity to undertake natural resource and environmental 
management. Following the establishment of the Ministry of Environment and Natural 
Resources in 2001, a new environmental policy and national environmental action plan have 
been prepared and are in the process of being enacted. A number of natural resource subsector 
policies and plans (e.g., in forests, wildlife, biodiversity, fisheries, water resources, watersheds, 
and coastal resources) are also in preparation, and progress is being made at the subsector 
level with development planning, drafting of new legislation, and capacity building in the relevant 
government institutions. However, implementation of the evolving natural resource and 
environmental management framework—which is often the responsibility of local government 
agencies that lack the required institutional, human, and financial capacity—remains inadequate 
and must be further strengthened if adverse impacts on the environment are to be effectively 
managed and mitigated. 
 
I. Regional Cooperation 
 
27. The Government considers that it has been somewhat slow in fostering greater bilateral 
and regional integration and cooperation when compared with Southeast Asia, the Pacific Rim, 
and the European Union. Given that Colombo is one of the few deepwater ports close to the 
subcontinent and lying on the main shipping route connecting East and Southeast Asia, Europe, 
and North and South America, the Government regards the country as being ideally located to 
serve as a hub for regional container and transshipment traffic, for example. 
 
28. At bilateral level, commitments under the Indo-Lanka Free Trade Agreement (ILFTA) are 
progressing, steps for a similar agreement with Pakistan have been initiated, further diplomatic 
missions abroad have been set up, and relations with other trading groups and institutions are 
being strengthened. At the regional level, progress in establishing preferential trading 
relationships and in settling further areas of interest are being made under the South Asian 
Association for Regional Cooperation (SAARC); the South Asian Preferential Trading 
Arrangement (SAPTA); the Bangladesh, Myanmar, India, Sri Lanka, Thailand-Economic 
Cooperation (BMIST-EC); the Indian Ocean Rim Association for Regional Cooperation; and the 
South Asian Cooperation on Environment Program (SACEP). The role of ADB in these has thus 
far been limited but it has been involved in the development of a SAARC protocol on air quality 
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management. ADB has financed a regional technical assistance project, implemented in 
partnership with the World Conservation Union, on coastal and marine resources and poverty 
reduction in South Asia, which worked closely with SACEP to further the overall objective of 
regional cooperation through linkage with other regional and global initiatives such as the South 
Asian Seas Program. In addition, ADB is providing assistance to explore Sri Lanka’s 
subregional economic cooperation potential and will consider further support to examine 
possible initiatives and investment proposals. 
 

II. THE GOVERNMENT’S DEVELOPMENT STRATEGY 

A. Development Goals and Strategy 
 
 1. Economic Reform 
 
29. Regaining Sri Lanka presents a wide range of analyses, policy and institutional reform 
initiatives, and action plans covering the whole economy (by sector or issue). It is the distillation 
of 4 years’ work by the present and previous governments, and is based on very wide 
discussion within government and with stakeholders, including external agencies and civil 
society. The reforms proposed for achieving the Government’s goals are radical, and they 
constitute a refreshingly innovative approach that form the basis for this CSP. 
 
30. The Government’s core strategy involves accelerating economic growth by removing the 
barriers to increased productivity. It envisages annual GDP growth rates rising to 7% over the 
medium term and to 8–10% after that; a fundamental change in the relationship between the 
public and private sectors; and a central role for the private sector as the engine of growth. 
Essentially, the strategy entails what are regarded as three key elements of reform: (i) 
accelerating the process of privatizing commercial activities; (ii) reforming the legal and 
regulatory foundation of the economy; and (iii) increasing the efficiency of critical government 
functions. 
 
31. The Government sees its present crisis as having a number of dimensions all of which 
have to be addressed concurrently, and as presenting four challenges which must be overcome: 
(i) increasing employment by creating over 2 million jobs in the next several years; (ii) reducing 
public debt by raising revenues and modifying expenditure patterns; (iii) investing in 
reconstruction throughout the entire country in order to create lasting peace; and (iv) increasing 
income levels through raising productivity and increasing investment. 
 
32. As an integral part of its core strategy, six main pillars—each with a detailed action 
plan—constitute the strategic foundation of the Government’s poverty reduction policies: 
(i) building a supportive macroeconomic environment; (ii) reducing conflict-related poverty; 
(iii) creating opportunities for the poor to participate in economic growth; (iv) investing in people; 
(v) empowering the poor and strengthening governance; and (vi) implementing an effective 
monitoring and evaluation system. 
 

2. Rehabilitating the North and East 
 
33. The immense conflict-related needs of these areas have been assessed, by sector, 
jointly by ADB, World Bank, and United Nations, with the full participation of the Government 
and the LTTE.11 Needs have been divided into immediate needs (the next 18–24 months) and 
                                                 
11 For a fuller discussion of post-conflict regional needs, see ADB, World Bank, and the United Nations. Sri Lanka: 

Assessment of Needs in the Conflict Affected Areas. May 2003.  
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medium-term needs (those for completion within 6 years, varying according to the inherent 
nature of the needs themselves). Total financing requirements following a baseline case 
covering principal conflict-affected areas are tentatively estimated to be in the region of nearly 
$1.5 billion, with about one third required for immediate needs and two thirds for medium-term 
needs (Table 2). A higher scenario, which includes other conflict-affected areas, suggests total 
requirements of $1.9 billion. Longer-term needs could be up to a further $1.5 billion 
(approximately) but are not included here. 
 
34. The assessment has factored into its estimates and sector needs such crosscutting 
issues as gender concerns, conflict-sensitivity, human rights, environment, private sector, and 
community development. To rebuild a war-ravaged region, the assessment identifies a holistic 
approach that goes beyond the repair and reconstruction of facilities and the reestablishment of 
the means for making a living, important though these are. It seeks to capture some of the 
interrelationships that contribute to peace building and that go to make up a secure and 
productive economic and social life, however imprecise these might often be. As such, it is 
recognized that in the assessment that, while progress has to be made across all sectors and 
issues, the pace of progress in them cannot always be the same. But in order that progress is 
made, creating a local administrative capacity will be essential. 
 

Table 2:  Financing Requirements of the North and East, Two Scenarios 
($ million) 

 
Baseline Scenario Higher Scenario  

Sector Immediate Medium-
Term 

Total Immediate Medium- 
Term 

Total 

Protection and Resettlement        83.5        85.7        169.2       105.9         89.6       195.5 
Health        37.8        61.7          99.6         70.9       132.4       203.3 
Education        37.2        53.1          90.3         54.4         84.3       138.7 
Housing      104.4      155.3        259.7       132.4       173.2       305.6 
Physical Infrastructure      172.0      482.4        654.3       233.3       608.7       842.1 
Agriculture        51.2        56.7        107.8         67.5         63.1       130.6 
Livelihood/Microfinance        25.2        47.9          73.1         30.3         53.5         83.8 
Capacity Development        11.3        16.3          27.6         14.4         18.0         32.4 
Total      522.6      959.0     1,481.6       709.2    1,222.9    1,932.0 

  Source: ADB, World Bank, and the United Nations. Assessment of Needs in the Conflict-Affected Areas. May 2003.   

B. Resource Mobilization and Investment 
 
35. Aside from requiring wide political acceptance, the Government’s development strategy 
needs underpinning by additional fiscal resources and more efficient public spending, as well as 
by faster progress in institutional development (especially in financial intermediation and fiscal 
management). With continuing peace, although there will be more opportunity for substituting 
various military outlays for higher reconstruction and development activity, the traditional levels 
of domestic savings of 16–19% of GDP and domestic investment of 24–27% of GDP still need 
to be raised if they are to sustainably support a virtual doubling of GDP growth rates. With 
annual service payments on domestic debt so high, the Government is committed to mobilizing 
added domestic resources, managing them more efficiently, utilizing them more productively, 
and creating a business climate that motivates higher private savings and investment. The 
private sector is the key to realizing the country’s development potential, and for this the reform 
of finance, land law, and labor markets will be critical. 

C. Role of External Assistance 
 
36. In the period 1998–2002, Sri Lanka received slightly over $3 billion in external 
assistance commitments from the donor and creditor community, the largest sources being 
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Japan, ADB, and the World Bank. Given the chronically large fiscal deficits, the capital 
contributions to development projects from domestic government revenue are severely limited 
and consist of certain very small projects under the aegis of the various ministries. In reality, 
therefore, virtually the entire public investment for development projects is financed by external 
assistance, which renders the role of external funding of paramount importance to Sri Lankan 
development, and makes the relatively slow pace of project execution a worrisome feature of 
public administration. The importance of external assistance is seen not only in the financing of 
physical projects but in the support provided for policy and institutional reform, and it is likely 
that this will continue in the future as an integral and essential aspect of the financing of the 
rehabilitation needs of the North and East as well as of the Government’s development program 
more generally. Without external assistance, therefore, there would be few development 
projects of any size. 
 
37. The Government has estimated that, based on the priorities identified in Regaining Sri 
Lanka and the additional needs of all conflict-related districts, external assistance requirements 
for 2003–2006 are targeted at $6.52 billion (of which $2.87 billion is for 2003–2004).12 Of the 
$6.52 billion, $570 million has been committed by IMF. In addition, $800 million is expected from 
external agencies as budgetary program support, $4.8 billion as project financing (through 
grants and concessional loans), and $400 million as direct private sector support. In terms of 
official balance-of-payments projections, and known loan and other commitments, this leaves a 
financing gap of $730 million. 

D. ADB’s Assessment of the Government’s Development Strategy 
 
38. The proposed structural reform program that lies at the heart of the Government’s new 
development strategy constitutes a marked change in the strategy for achieving GDP growth 
and poverty reduction from the earlier emphasis on state control, redistributive transfers, and 
welfare payments. Notwithstanding misgivings about certain implicit assumptions of the 
strategy, it has been welcomed by the country’s development partners as representing an 
admirable break with the past. However, the success of the strategy is highly contingent on the 
continuation of peace because, without it, it is unlikely that the Government will be in a position 
to implement reforms in full; it is unlikely that business and tourist confidence will maintain 
recent advances; and it is unlikely that the required reorientation of budgetary expenditure to 
civilian uses will be possible. 
 
39. Assuming the continuation of peace, however, the strategy correctly places emphasis on 
the revitalization of the private sector as the spearhead of growth, and it proposes to liberalize 
the domestic economy, strengthen the finance and credit systems, revamp the legislative and 
institutional structures, reform land and labor laws, modernize infrastructure, and reinforce the 
position of SMEs, as ways of providing a more enabling environment for private investment. 
ADB supports these proposals, as they are very much in line with the directions and substance 
of the policy dialogue in which it has been closely engaged in recent years. It also supports the 
Government’s intentions to continue tackling the inefficiency of state-owned enterprises, as this 
mirrors the kind of assistance specifically provided by ADB to the energy (petroleum and 
power), transport, estate, SMEs, and port sectors, as well as in its general policy dialogue. 
 
40. Proposed sector reforms are equally radical. Given that the overwhelming proportion of 
the poor live in rural areas, the strategy correctly addresses the rural economy as being crucial 
to its poverty reduction initiatives. In agriculture, the Government aims to raise productivity by 
increasing the role of the private sector (although state intervention stills appears to remain 
                                                 
12 Government of Sri Lanka, Building a Foundation for Peace and Economic Growth: Setting National Priorities, paper 

presented at the Tokyo Conference on Reconstruction and Development of Sri Lanka, June 2003.  
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significant); removing state control over land; introducing a new land titling program; reducing 
protection; eliminating tariff irregularities; and encouraging higher-value output (including in such 
areas as horticulture, livestock, and fisheries). The Government also aims to provide the rural 
population with the skills to migrate to urban areas, although it is not clear that current urban 
reform measures can accommodate a large-scale migration in the time frame suggested without 
adding to slums and the urban jobless.13 Complementing these reforms will be major efforts to 
ensure that the poor are themselves able to benefit from the anticipated growth process 
(“connectivity”), by narrowing the transport and information divide that separates the poor from 
dynamic markets; mainstreaming such objectives as job creation and poverty reduction 
(although gender does not seem to be included explicitly) in all sector strategies; promoting 
SMEs; and incorporating community participation in assistance for poor regions. 
 
41. In social services, its proposals are similarly far-reaching, involving “investing in people”. 
In education, in line with its pro-poor focus, the Government aims to raise quality, to improve the 
relevance of the curricula, and to redress disparities in access, in an attempt to reduce dropout 
rates (especially among the poor) and to increase the returns accorded to basic education in the 
labor market. This will require major refurbishment and refurnishing of school premises, and 
increases in the supply of trained teachers, especially in rural areas. In health and nutrition, 
there will be a concentration on the needs of the poor and other disadvantaged groups, and a 
rationalization of health care funding (with the public sector concentrating support on the poor 
and the private sector being expected to expand its role for certain other health groups). This 
again will require an expansion in rural facilities and significant increases in the supply of nurses 
and trained medical personnel. In social protection, a welcome proposal is the decision to 
improve the impact of its income transfer schemes for the poor (e.g., Samurdhi). 
 
42. Collectively, these initiatives represent an ambitious agenda, especially as they have to 
be executed at a time of fiscal consolidation. Whether the Government has the capacity to carry 
out so much will ultimately depend on its own managerial effectiveness, and this will depend on 
governance reform and improved aid utilization. Although the strategy recognizes the pressing 
need for better governance and makes proposals to this end, there are few details on civil 
service reform, on rationalizing its structure, on clarifying the responsibilities of the different tiers 
of government, and on establishing some kind of focal point to track delivery at each level of 
government. 

III. ADB’s DEVELOPMENT EXPERIENCE 
 
A. Impact of Past Assistance 
 
43. From 1990 through 2002, Sri Lanka received 52 loans, 47 from Asian Development 
Fund (ADF) resources and five from ordinary capital resources (OCR). Of these, 18 ADF and 
two OCR loans were for agriculture and natural resources, or 25.8% of the total of 
$1,998 million approved for Sri Lanka in the period (including $151 million from OCR) reflecting 
economic diversification in the country. The share of industry and finance (including private 
sector development) was 21.7%; that of social infrastructure 18.9%; that of transport and 
communications (especially of roads after 1997) 18.2%; and that of energy 15.4%. 
 
44. Moreover, reflecting ADB’s concern for policy and institutional reform, four program 
loans (in finance, agriculture, private sector development, and energy), one sector development 
program loan to SMEs, and eight sector loans (three in energy, two in urban development, and 
one each in water supply and sanitation, forestry, and fisheries) were approved. In addition, 
                                                 
13 The Government foresees that, by 2010, 50% of Sri Lanka’s projected population of 21 million will be urban, 

compared with 30% of the current population of 19 million. This implies urban growth of 5 million in 7 years. 
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more emphasis is placed on investment-cum-policy-reform projects than on physical investment 
projects alone. 
 
45. In keeping with such trends, the 1998 country operational strategy (COS) aimed to 
accelerate the process of structural transformation and its reliance on the private sector to 
identify and pursue growth opportunities; and to improve the targeting of social programs and 
the preservation of natural resources to ensure that growth was sustainable and translated into 
overall welfare and a better quality of life for all. Thus, its strategic focus was to assist in the 
process of structural transformation through: (i) support for policy and institutional reforms that 
would support an environment favorable to private sector-led growth, improved public/private 
dialogue, and a more focused role for the private sector in the economy; (ii) focused support for 
human resources development to address the need for marketable skills and attitudes, thereby 
improving employment and earning opportunities; (iii) targeted enhancements of the 
infrastructure endowment, with emphasis on the promotion of private sector participation in the 
provision of infrastructure and physical and institutional development of secondary towns 
outside Colombo; (iii) improved management of the natural resource base to ensure long-term 
sustainability; and (iv) mitigation of the social costs and environmental impacts related to the 
transition process. 
 
46. It is difficult to quantify the overall impact of ADB operations in Sri Lanka. First, in terms 
of promoting growth, ADB annual assistance, though substantial in terms of the annual national 
development budget (equivalent to over 20%), remains very small relative to the size of the Sri 
Lankan economy.14 Second, assessing ADB’s impact on reducing poverty is rendered difficult 
by the earlier scarcity of numerical targets in appraisal reports and, in any event, by the lack of 
adequate disaggregated poverty data against which to judge them. However, given that the 
capital contributions to development projects from domestic government revenue are severely 
limited, the capital budget for development projects is largely financed by external assistance. 
This renders ADB (and other) funding of critical importance to Sri Lankan development. 
 
47. However, it is clear that the potential impact of external loans—particularly those of the 
pre-1990 period—has been diluted by the characteristically weak managerial, implementing, or 
financial capabilities of the agencies executing them, and by the many wider distortions inherent 
in input and output pricing policies, procurement policies, business regulations, nationalization, 
land tenure, local currency scarcity, public sector inefficiency, etc. This policy regime has 
probably had as much harmful effect on the impact and dispersal of individual project benefits 
as it has had on the returns to domestic investment generally. Since 1990, on the other hand, 
ADB’s growing support for policy and institutional reform has had more beneficial and longer-
lasting impact. The Government’s new strategy is partly a reflection of the course set by such 
influences particularly to strengthen project impact by addressing past deficiencies. 
 
48. ADB's assistance can be shown to have had a positive impact, both in terms of the 
physical products of past projects and in terms of policy and institutional reforms they have 
generated. In recent years, for example, projects in energy, road, water supply and sanitation, 
and education have succeeded in meeting their physical implementation targets. ADB’s efforts 
to address structural issues in projects in plantation, power, SMEs and private sector 
development, roads, and distance education have led to major reforms to improve sector 
efficiency, including privatization of the plantation companies; measures to unbundle the power 
sector agencies; changes to the legislative and regulatory framework to promote private sector 
activities; encouraging local contracting in road rehabilitation and maintenance; developing 
public-private partnership in road construction and distance education; and improving public 

                                                 
14 ADB. Poverty Reduction in Sri Lanka: Issues, Findings, and Approaches, p. 46; October 2001 and G. Papanek. 

Policy Environment and Project Performance in Sri Lanka. 1997. ADB. Manila. 
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expenditure management. ADB, by and large, managed to implement some major reforms, 
although there were instances of the Government backtracking for political reasons, e.g., 
fertilizer subsidies eliminated under the ADB-financed Agriculture Inputs Program were brought 
back soon after the completion of the program in 1990. 
 
B. Portfolio Performance and Status 
 
49. Portfolio performance has generally been weak. Of the net loan amount of $1.4 billion for 
36 ongoing public sector loans as of 30 June 2003, $941 million or 66% remained undisbursed. 
As of 30 June 2003, 2 project loans had delays of nearly 40%, 1 with delays of more than 20%, 
and another 11 projects had delays of over 10%. Key indicators of portfolio performance include 
implementation progress, disbursement performance, contract award performance, and 
compliance with loan covenants. Many projects have suffered from implementation delay at the 
outset due to the excessive time taken to satisfy conditions for loan effectiveness. Although the 
lengthy process of securing legal opinion from the Government often delays effectiveness, most 
delays result from a failure to meet project-specific conditions. There is generally a lack of 
aggressive action by agencies to ensure that these conditions are met in a timely manner. 
Belated effectiveness typically translates into the need to extend the loan period at a later stage. 
 
50. Physical implementation is directly linked to contract awards and disbursements. While 
contract awards and disbursements reached projections for 2002, primarily due to $66.5 million 
disbursed for program loans, performance is still less than satisfactory. Considering project 
loans alone, contract awards totaled only $93 million in 2002, against projections of 
$125 million. The contract award ratio for project loans of 13.7%—significantly below the ADB-
wide average of 17.9%—reflects the lengthy procurement process. Although the Government 
has introduced new, streamlined tender procedures, significant delays in awarding contracts 
persist.  
 
51. Disbursements for project loans in 2002, for example, reached $82.4 million, roughly 
93% of projections. The disbursement ratio (excluding program loans) was a very low 11.9%. 
The disbursement ratio including program loans was noticeably higher, at 17.6%, but still below 
the ADB-wide average of 22.2%. Accordingly, implementation performance, particularly for 
project loans, is quite poor and projects take longer than necessary—over 8 years—to 
implement. Interim disbursement projections are set too low and do not reflect this. 
 
52. With the establishment of the pool accounting system in the Treasury, shortages of 
counterpart funds or their delayed release have not affected recent project implementation, 
although insufficient counterpart funds did hamper project implementation in 2001 and in the 
years before. Despite this improvement, most projects still suffer from delay—some by nearly 
40%—but if projects were implemented on schedule, demand for counterpart funds would 
increase and, without appropriate budgeting, this could again result in shortages. 
 
53. Thus, delayed loan effectiveness, slow project progress, and poor contract award and 
disbursement performance all contribute to slow implementation and unnecessary delay, which 
ultimately result in higher project costs and late, probably reduced, project impact. The ADB 
resident mission in Colombo has implemented additional measures to enhance project 
implementation in Sri Lanka. Apart from the annual country portfolio review exercise during 
which an action plan to improve project performance is agreed between ADB and the 
Government, a monthly meeting with all project directors is organized to review the progress of 
the action plan as well as to address and resolve project implementation issues as they arise. 
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C. Conclusions and Lessons for the CSP 
 
54. In terms of ADB’s sector classification, the current program as of end June 2003 covered 
five sectors but, in reality, it covered 12: agriculture and rural development, natural resources, 
energy, private sector development, roads, ports, SMEs, credit, education, water supply and 
sanitation, urban development, and urban housing.15 The ongoing technical assistance program 
covered 41 projects (18 of them project preparatory technical assistances) for $28.6 million, also 
exhibiting a wide sector spread. Intuitively, 12 sectors for 36 ongoing loan projects seem a little 
excessive. Having greater sector concentration in the country program would build more trust 
between ADB and the executing agencies concerned as repeat assistance is provided over 
time, and also provide ADB with greater influence to trigger policy and institutional reform. As 
stated above, this has made the most impact in the past, with repeat assistance, for example, in 
the plantation, power, and road sectors being an important source of key sector reforms and 
longer-lasting sector impact. 
 
55. In addition, the major deficiencies in project implementation must be addressed, in order 
to improve the overall performance of the Sri Lanka project portfolio. Portfolio performance will 
have a direct impact on the future assistance program in Sri Lanka due to ADB’s performance-
based allocation of ADF resources to all its developing member countries. The Government is 
acutely aware of the problem, both because poor implementation impacts its development 
vision, and because essential external agency funding will decrease if the problem is not 
effectively addressed. Several committees and measures have been introduced to strengthen 
aid utilization generally, with close involvement of the major external agencies. A review with the 
Government of all projects is being made—particularly those with implementation delays of 
more than 20%—for a possible reallocation of those funds that are not likely to be utilized in the 
remaining project period. These funds could then be considered for more effective uses, either 
to finance specific solutions to particular project delays or to finance other national priorities, 
including post-conflict reconstruction. 
 
56. As of 30 June 2003, the project disbursement record by sector varied significantly 
(Table 3). The undisbursed amount of ADF resources associated with slow projects represents 
an unnecessary waste of increasingly scarce ADF funds. Moreover, ongoing assistance will 
help establish the necessary policy and institutional environment as well as strengthen 
implementation capacity. New projects will be considered on the basis of these improvements. 
 
57. ADB has a large ongoing portfolio in natural resources, covering forestry, protected area 
and upper watershed management, and water, coastal, and aquatic resources. Similar to other 
sectors, this portfolio has encountered delays in loan effectiveness, recruitment, and other 
implementation problems. More fundamental issues have related to delays in policy and 
institutional reforms, which have been prominent in ADB's lending for natural resources 
management.16 Natural resources projects are inherently complex, as they create a nexus 
between common property resources, poor rural communities, and, in many cases, entrenched 
public institutions that have traditionally managed natural resources through command and 
control in a fashion that fails to integrate the interests of multiple resource users. Sound natural 
resources and environmental management with strong community participation will be of 
enduring importance, both for long-run development and for sustained rural and urban poverty 
reduction in Sri Lanka, which ADB is committed to supporting. However, to allow time for the 
                                                 
15 Moreover, in agriculture and rural development, 10 projects covered 3 subsectors (rural development, plantation 

reform, and perennial crops), and in forestry and natural resources, 5 projects covered 4 subsectors (water 
resources, forest and watershed management, aquatic and coastal resources, and wildlife conservation). 

16 Examples include the preparation for submission to Parliament of the National Water Resources Policy and Act, 
the Watershed Management Policy, and the amended Forest Ordinance; and strengthening of the National Water 
Resources Authority, the Department of Wildlife Conservation, and the Department of Irrigation. 
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consolidation of the reforms and institutional capacity building supported under the ongoing 
portfolio, the CSP plans no new lending for natural resources management. During annual 
reviews of the CSP, new projects may be considered based on the consolidation of reforms 
and, as in other sectors, improvements in portfolio performance. 
 

Table 3:  Status of Ongoing Effective Loan Projects, by Sector 
(as of 30 June 2003) 

 
Sector 

 
Net Loan  
Amount 

($ million) 
 

Elapsed 
Loan Period 

(%) 
(1) 

Project 
Progressa 

(%) 
(2) 

Project progress as % 
of Elapsed Loan 

Period 
(2/1) 

Disbursements as 
% of Net Loan 

Amount 

Agriculture         170.8 74 61 82 57.0 
Forestry & Natural Resources         118.8 50 37 75 16.2 
Urban Dev. & Water Supply         146.4 69 52 75 45.0 
Education           91.7 57 38 67 26.8 
Energy         205.9 62 48 77 49.1 
Transport & Communications         321.0 69 39 56 31.1 
Industry & Finance         191.8 65 32 49 35.8 
Relief & Reconstruction           27.5 20 15 75   2.7 

Total      1,273.9 64 43 67 37.6 
a   Project progress is the level at which a project has accomplished its tangible and measurable deliverables 

through quantitative, qualitative, and/or financial indicators as indicated in that project's logical framework. 
 
58. To combat project implementation deficiencies more broadly, and aside from identifying 
and reallocating loan savings from poorly performing loans, greater use of sector and sector 
development program loans will be considered. They would provide more flexibility to the 
process of project execution, and would allow greater attention to be paid to potential policy and 
institutional obstacles prior to, or alongside, the physical investments. At the same time, up-front 
project activities—such as environmental clearances, land acquisition, and resettlement—need 
to be completed before the investment loan is contracted, because it is often these kinds of 
activities that delay the disbursements of approved investment loans. In appropriate sectors, for 
example roads, ADB will facilitate this process by providing technical assistance loans to 
prepare a shelf of projects, followed by investment loans to improve and strengthen linkages 
between project planning and implementation. In addition, the Government has placed high 
priority to improve aid utilization and project performance. Measures are being undertaken to 
reorganize its project planning and monitoring activities through the establishment of a new 
development agency with private sector representation. ADB will provide necessary support and 
assistance to further these initiatives once they are finalized. 
 

IV. ADB’s STRATEGY 

A. Summary of Key Development Challenges 
 
59. The principal development challenge in Sri Lanka is to reduce poverty and address the 
interrelated, mutually reinforcing causes of poverty17 due to (i) inadequate growth and significant 
inequity; (ii) the civil conflict; (iii) lack of integration and access of physical and social 
infrastructure; (iv) slow growth in agriculture and productivity; (v) lack of clear land tenure; 
(vi) environmental degradation; and (vii) social exclusion and powerlessness felt by many of the 
poor. Other MDGs including targets on child mortality and maternal health, combat of major 
diseases, and environmental sustainability are totally on track, with those for universal primary 
education and gender disparity in formal education fully or mostly met.  
 
 

                                                 
17 Government of Sri Lanka, Regaining Sri Lanka, Part II, Annex 2, pp. 123–129. 
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60. Reducing poverty is best served by reducing the incidence and impact of these causes 
for the largest number, and by spreading social opportunity more equitably. To achieve these in 
line with the Government’s agenda in Regaining Sri Lanka, ADB’s strategic priorities will be: 
(i) promoting pro-poor economic growth; (ii) advancing social development; and (iii) supporting 
improved governance. Addressing these entails targeting support at pro-poor economic growth, 
with emphasis placed wherever possible on backward regions or on those encountering 
particular hardship: by improving physical infrastructure, primarily road connections and energy; 
raising the quality and relevance of education; increasing access of the poor to social services; 
rebuilding the conflict areas and reintegrating them into the national economy; promoting 
enhanced rural livelihoods, commercialization, and diversification; removing legislative and 
regulatory barriers and attracting domestic investment and FDI; and improving governance.  
 
B. Main Features of the Poverty Partnership Agreement 
 
61. The poverty reduction partnership agreement was signed in March 2002. It endorsed the 
Government’s priorities for poverty reduction and ADB’s COS of December 1998 which, as with 
this CSP, defined ADB’s plans to support poverty reduction through economic growth and 
human resources development. It set out a long-term vision and agreed medium- and short-
term targets for poverty reduction (Table 4). Its vision called for (i) a sustained reduction in the 
poverty disparity between Western Province and the rest of the country; (ii) progress toward the 
full achievement of MDGs related to human development by 2015; (iii) good governance, 
indicated by such measures as a reduction in the share of government in the commercial 
sectors of the economy, a decline in the relative size of the civil service in the labor force, the 
adoption of best principles for public expenditure management, and the involvement of 
professional groups, private sector, and the community in decision making and in the provision 
of public services; and (iv) progress in reducing conflict-related poverty, as measured by the 
Government’s continued participation to promote peace, the provision of humanitarian 
assistance to conflict victims, and a progressive restoration of access to social and economic 
infrastructure to those displaced or otherwise adversely affected by the conflict. 
 

Table 4:  Selected Indicators/Targets—Monitoring and Evaluation Framework 
 

Priority Area Indicators/Targets Time Frame Monitoring Source 
Extreme Poverty Incidence 20% below Poverty Line 2015 DCS, CBS 
Real GDP Growth 6–7% with Agriculture >2% Annual DCS, CBS 
Fiscal Deficit 5% a year 2005 MOF 
Public Debt 85% of GDP 2007 MOF 
Net Primary Enrollment Rate 100% (Already achieved) 2015 MOHEC 
Gender Disparities in Primary/Secondary/ 
Tertiary Education 

Zero   (Mostly achieved) 2015 MOHEC 

Rural Coverage of Safe Water and Sanitation 70%   (Already achieved) 
100%  

2007 
2015 

NWSDB 

Rural Population with Electricity 70% 2007 CEB 
Indicators/Targets for Priority Areas Assess  progress Annual ADB, MOPDI, MOES 
CBS = Central Bank of Sri Lanka, CEB = Ceylon Electricity Board, DCS = Department of Census and Statistics, GDP = 
gross domestic product, MOES = Ministry of Economic Reform, Science and Technology, MOF = Ministry of Finance, 
MOHEC = Ministry of Human Resource Development, Education and Culture Affairs, MOPDI = Ministry of Policy 
Development and Implementation, NWSDB = National Water Supply and Drainage Board. 

C. CSP Strategic Focus 
 
62. The strategic focus flows from the need to reflect five factors: the Government’s new 
development strategy; the additional research undertaken on the causes and incidence of 
poverty; the more optimistic outlook with respect to peace; the need to rehabilitate the North and 
East and to revitalize the rest of the country as the basis for lasting peace; and the need to 
increase the impact of ADB initiatives to achieve the MDGs. A representative diagram is shown 
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as Figure 1. The overall objective of ADB strategy is shown to derive from three pillars: 
supporting pro-poor growth, social development, and improved governance, with support for 
pro-poor growth being seen as the core pillar for reducing poverty. This will buttress government 
strategy—achieving high growth and reduced poverty—outlined in Regaining Sri Lanka by 
supporting the Government’s emphasis on economic reform, private sector development, and 
reducing the current geographical disparities in access to the benefits of higher growth and 
productivity. The main areas of support under each of the three pillars are also shown. 
 
 1. Sectors of Intervention 
 
63. The Government‘s far-reaching reform agenda, which focuses on promoting private 
sector development and balanced regional development, will be supported by ADB. 
Comprehensive structural reforms are critical to achieve strong and sustained economic growth, 
which is necessary to reduce poverty. In supporting poverty reduction through broad-based 
growth, sectors have been chosen on the basis of their potential impact on these reform 
measures and on the basis of ADB’s operational experience, and because they offer the best 
prospects for addressing the specific development challenges noted above. In order to 
maximize the impact of ADB assistance to reduce poverty, the geographical distribution of the 
poor and the specific nature of poverty will need to be analyzed before particular projects are 
designed, and emphasis placed where practicable on targeting the poorest regions. 
 
 

Figure 1: PROPOSED STRATEGIC FRAMEWORK 
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18
 

 
64. The core sectors will be agriculture and rural development, transport, energy, financial 
sector and SMEs, education, and water supply and sanitation. 
 
65. Agriculture and rural development. Over 90% of the poor live in the rural areas, 41% 
of the poor come from agricultural households, some 50% of agricultural households form the 
poorest rural households, and rural poverty is highest in those provinces with the highest 
proportions of farm households. Supporting the agriculture and rural nonfarm sector, rural 
employment creation and incomes, and the better targeting of rural infrastructure, will be 
essential to poverty-reducing growth for a very large number of people. 
 
66. Transport (roads and ports). Road access is a basic ingredient of human progress and 
improvement in living standards. It reduces isolation, lessens the fragmentation of the domestic 
market, spreads markets, widens personal opportunities and access, expands the flow of basic 
services, promotes the transfer of information and technology, supports the spread of market 
signals, generates additional income opportunities, and moderates the vulnerability of the poor. 
An efficient port system is a key factor in improving the country’s competitiveness and attracting 
FDI. It can also be a factor in encouraging the establishment of other value-added industries as 
Colombo port is ideally located to be the hub port for the South Asian region and 70% of 
containers handled are transshipment containers. Moreover, it is necessary to maximize private 
sector participation in the port sector both to improve operational efficiency as well as to reduce 
the burden on public sector financial resources. 
 
67. Energy (including power). Electricity is a prerequisite for enhanced GDP growth as well 
as for rural and urban development. An adequate power supply is essential for increased private 
sector investment in industry and commerce, and to promote agro-industrial activity and off-farm 
employment opportunities in general. Additional power supply in rural areas also reduces the 
use of fuel wood and kerosene for domestic heating and lighting, thus reducing the incidence of 
allied respiratory infections for the poor, environmental damage, and household energy costs. It 
also relieves part of the burden of housework for women and facilitates after-school home study 
for students. 
 
68. Financial sector and SMEs. Along with private sector development, supporting the 
financial sector and SMEs represent the most powerful means of increasing GDP growth rates, 
raising productivity levels, cutting unemployment numbers, reducing poverty, stimulating 
domestic and international investment, and generating exports. Over time, they also help raise 
total factor productivity, thus boosting competitiveness, promoting higher efficiency, widening 
the domestic market, and supporting the structural transformation of the economy. 
 
69. Education (especially skills training and vocational training). First, the quality of 
education offered to the poor—especially in rural areas—is significantly worse than that offered 
to more affluent or urban pupils; second, the curricula available—including those in technical 
and tertiary institutions—are outdated, rarely consistent with the needs of the private sector or 
modern technology, mostly geared to the needs of the administrative occupations, and a major 
contributory cause of high unemployment among Sri Lanka’s youth; third, technical and 
vocational courses are offered by a wide array of ministries and agencies in an uncoordinated 
way, while many vocational courses for women are culturally stereotyped as being feminine, 
routinely limited in technical content, and seldom linked to the demands of the contemporary 
labor market; and fourth, the high enrollments at primary and secondary levels are not 
translated adequately to the tertiary level due to limited access to postsecondary education. 
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70. Water supply and sanitation. These constitute a basic human right; represent a crucial 
factor in preventing illness and raising universal health status (especially among the poor in 
general and women and children in particular); reduce the susceptibility of the poor to illness 
and even greater hardship; lessen the vulnerability through illness of the near-poor to periodic 
poverty; and ease the burden of those who have to collect water, chiefly women and children. 
 
 2. Thematic Areas of Intervention 
 
71. The ADB’s ongoing assistance in environment and natural resources management is 
aimed at promoting rural development and enhancing rural incomes with an emphasis on 
sustainable development of resources. Future intervention will be reexamined on the basis of 
institutional capacity, although environmental compatibility will be addressed, as required, in 
other sector projects. 
 
72. Private sector development is a central theme of Regaining Sri Lanka as a key way of 
accelerating GDP growth, creating jobs, and raising efficiency and productivity in all sectors. 
Supporting these over time, and the employment opportunities they will bring, present a real 
chance of reducing poverty for those with few assets other than their labor to offer. 
 
73. In governance, the Government recognizes that the effectiveness of public sector 
management, the quality and efficiency of public service delivery, and the impact of external 
assistance and government programs must all be improved significantly. More generally and as 
part of a wider concept of governance, the promotion of gender and social equity, 
decentralization and local service delivery will be addressed. 
 
74. Gender considerations will be addressed by projects in education and in water and 
sanitation, and by projects directly targeting the poor in backward regions and women in the 
North and East. Of particular importance will be attempts to mainstream gender concerns in all 
sectors, to improve access to technical and vocational education and information technology for 
women, and thereby to improve the position of women in the labor market.  
 

V. ADB’s ASSISTANCE PROGRAM 
 
A. Overall Assistance Level 
 
75. Sri Lanka was classified as B1 in December 1998 and has since been a blend ADF/OCR 
country in terms of its access to ADB’s financial resources. It is proposed to increase the overall 
lending level to Sri Lanka to $700 million in 2004–2006 from $600 million in the last planning 
cycle (2003–2005). This is a response to the higher level of economic activity arising from 
peace thus far, the future needs of reconstruction and development as peace progresses, and 
the new government strategy. However, the level and timing of assistance will be contingent on 
positive development in the peace process and good project performance, without either of 
which the lending level scenario will be reviewed and may be adjusted accordingly. The lending 
level and pipeline program will be monitored and evaluated in consultation with the Government 
and appropriate stakeholders as part of the annual process of CSP updating. 
 
76. An indicative level of $400 million in ADF and $300 million in OCR lending is 
programmed for 2004–2006. Depending on ADF resource availability in 2004, the ADF lending 
program will need to be reviewed. The issue will be reviewed and confirmed during the annual 
Country Program Confirmation Mission. The 2005 and 2006 ADF lending program will depend 
on the outcome of the discussions regarding ADF replenishment. Owing to the limits on the 
availability of ADB’s concessional funds, Sri Lanka will have increased access to OCR 
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resources, but contingent upon the country’s ability to service the additional debt. An ADB study 
on Sri Lanka’s borrowing capacity assessment, based on conservative projections for the 
country’s macroeconomic indicators, concludes that the country can absorb the additional levels 
of OCR being proposed to $100 million per year from about $66 million in recent years. The 
Government agrees with this. ADB will continue to ensure that its lending is consistent with the 
country’s efforts toward fiscal consolidation and maintaining debt sustainability. 
 
77. ADF allocations and lending to Sri Lanka are triggered by country-specific performance 
indicators, namely: (i) macroeconomic management; (ii) reforms in major infrastructure sectors; 
and (iii) portfolio management as agreed in the CSP update of July 2002. In this context, official 
reserves have increased to 2.7 months of imports, the budget deficit has been reduced to 8.9% 
of GDP, and the Government has started to implement improved budgeting procedures and to 
pilot multiyear budgeting in the preparation of its 2003 budget. Spending ceilings were 
introduced in 2003. The Government has also created the Public Utilities Commission (a 
regulatory authority for all public utility services), and made progress in improving the financial 
viability and the planning and implementation capabilities of the sector agencies in energy, 
roads, and water supply, although portfolio management is still not satisfactory. Accordingly, an 
overall assessment of these performance triggers concludes a base-case lending scenario for 
2004.18 
 
78. Performance triggers to determine future ADF allocations are given in Appendix 1, Table 
A1.10. The main focus is on the structural reforms and portfolio performance, as adherence to 
the agreement with IMF’s poverty reduction and growth facility and extended fund facility 
conditions should ensure macroeconomic stability. However, control of the fiscal deficit and 
extension of the tax base have been included as they directly affect the country’s ability to 
manage its public debt. The structural reforms focus on the key infrastructure sectors in ADB’s 
operations (energy, transport, and water supply), while portfolio performance is emphasized, as 
this needs improvement if the additional funds to support reconstruction are to be absorbed. 
 
79. The lending pipeline for 2004–2006 is included in Appendix 1, Table A1.11. Of the 
proposed lending volume, 46% are poverty interventions, of which 44% are core poverty 
interventions. The nonlending program is in Appendix 1, Table A1.12 and amounts to 
$12.8 million of which $2.8 million cofinancing is envisaged. The nonlending program includes 
19 projects to support project preparation (11), institutional development (6) particularly to 
promote good governance, and economic, thematic, and sector work (2) in the road and energy 
sectors in preparation for future interventions. 
 
B. ADB Assistance for Strategic Priorities 
 
80. This section describes how ADB’s pipeline program for 2004–2006 supports the 
strategy. It summarizes the likely areas of sector and thematic involvement and describes their 
interdependence, with thematic and sector strategies and roadmaps discussed in more detail in 
Appendix 3; and the concept papers of pipeline projects are in Appendixes 4 and 5. 
  

1. Promoting Pro-poor Economic Growth  
 
  a. Physical Infrastructure 

 
81. In the transport sector, the main emphasis will be placed on roads and, secondarily, on 
ports. Inefficient road transport has constrained the expansion of economic opportunities and 
                                                 
18  A base case allocation is determined by ADB’s overall resource availability and an assessment of common country 

performance indicators. Divergence of up to 20% above the base case (a high case) and of up to 20% below (a low 
case) is determined by a set of country-specific performance indicators. 
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the reduction of poverty principally by hindering local investment, by restricting the access of the 
poor to markets and social services, and by inhibiting the emergence of subsidiary growth poles 
and the dispersion of opportunities from them. Critical sector needs include: (i) rehabilitating and 
improving a rundown road network; (ii) constructing expressways to connect major cities in 
order to expand and integrate the domestic market; (iii) providing sufficient road maintenance 
funds so as to sustain new or refurbished construction; (iv) improving bus transport services; 
(v) strengthening deficient institutional capabilities to manage the road network properly; and 
(vi) promoting greater private participation in financing, building, operating, and maintaining the 
road network. The ADB’s medium-term sector strategy will be to continue to address these 
needs so as to improve marketing opportunities and accessibility, and to optimize sector 
efficiency. 
 
82. In its port operations, ADB’s strategy is to enhance private sector development through 
promoting an enabling environment for private sector activity, encouraging public-private 
partnership, and directly investing in private companies. Efficiency improvements will be a 
necessary component of infrastructure expansion schemes, and establishing a credible port 
regulator will be important to attract private sector investment on more appealing terms. ADB 
will continue to support government policy of strengthening the position of Colombo port as a 
hub port in the South Asian region, and to consider integrated port development in the country 
based on the needs of particular hinterlands, the availability of alternative and complementary 
transport modes, as well as national and international shipping trends. 
 
83. In energy, the sufficient, uninterrupted delivery of energy, either as electricity or 
petroleum products, is a prerequisite for economic growth, both in rural and urban areas. This is 
a basic pillar in reaching the economic and social targets outlined in the Government’s 
development strategy, in ensuring improved service deliveries at affordable prices, and in 
accelerating socioeconomic recovery in the North and East as peace unfolds. The Government 
is committed to the ADB-financed restructuring of the power sector, including unbundling the 
two state-owned power companies. Moreover, to be consistent with national GDP growth 
projections,19 power demand over the medium and long term has to be met in an affordable and 
efficient manner, particularly ensuring adequate, reliable, and uninterrupted power supply from 
2004.20 Since reliance on emergency power is costly and poses an additional challenge to the 
sector’s financial viability, low-cost base-load generation facilities need to be developed. They 
need to be decided upon, built, and commissioned in time to meet projected power demand. 
 
84. ADB will thus focus on power sector restructuring and the beginning of oil and gas 
exploration within the marine borders of Sri Lanka. In addition, ADB is considering assistance 
for further rural electrification, with particular emphasis on providing electricity to some of the 
poorer segments of the rural population. Toward the end of the CSP period, it will be timely to 
undertake a review of the sector reform implementation process, evaluate the actual changes, 
and recommend further reforms and/or possible corrective actions. Private sector participation 
in energy should continue to increase as the operating environment becomes more conducive 
to competition in the areas of power generation, transmission and distribution, petroleum, and 
oil and gas exploration. ADB will continue to support this. 
 
 
 
 

                                                 
19 It is estimated that the ratio of output growth to power demand is about 1:1.5; that is, for every 1% growth in GDP, 

a 1.5% growth in power demand is to be anticipated. 
20 To meet a projected supply shortfall, one that would be greater than projected if there were also a drought because 

the generation capacities of existing hydropower plants would not be able to operate even at average capacities. 
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  b. Agriculture and Rural Development 
 
85. ADB supports the Government’s strategy to raise productivity in agriculture, where crop 
yields are currently among the lowest in Asia and could be greatly enhanced by improving the 
policy and regulatory environment for private activity and promoting broader commercialization 
of the sector. Greater private sector involvement in research and extension, infrastructure 
provision, and marketing and financial services will be necessary to raise the technological level 
in agriculture and enhance responsiveness to market opportunities. In this regard, ADB will 
assist in developing viable project interventions as well as identifying key policy or regulatory 
features of the enabling environment that need to be redefined to make agriculture more 
commercialized, with investment and growth driven by the private sector. ADB’s program in 
agriculture will allow flexibility to respond to immediate and medium-term rehabilitation needs in 
the North and East, where the conflict has severely disrupted agricultural production and 
marketing systems, including support to restore rural infrastructure (access roads, small 
bridges, drainage networks, and small irrigation tanks) and livelihoods (crops, fisheries, and 
livestock), among other areas. 
 
86. In addition, the expanded agribusiness management capacity resulting from privatization 
of the plantation companies would be harnessed to promote best practices in contract farming, 
management contracts, and processing of agricultural outputs for organized small-scale farmers 
outside the estate crop subsector. Similarly, the ongoing assistance in the Southern Province, 
which seeks to encourage the private sector to lead rural development with the Government 
limited to being a facilitator, will be drawn upon for lessons and future intervention strategies. 
 
  c. Financial Sector and Small and Medium Enterprises 
 
87. The Government’s development strategy places explicit and expanded emphasis on the 
lead role expected of the private sector in the country’s future development, and it devotes a 
significant amount of discussion to analyzing the factors that currently impede its role and to 
proposing reforms to them. Critical areas of reform to be supported by ADB will focus on 
strengthening the nonblank financial markets, deepening the capital market through a wider 
range of financial instruments, establishing a suitable regulatory framework for nonbank 
financial institutions (including those operating in rural finance), supporting availability of 
financing for SMEs and rural finance, providing easy access to business development services 
for SMEs, developing a SME website to support SME growth, and develop a SME database to 
assist the Government in formulating SME policy. Some of these are being supported under 
ongoing technical assistance attached to the private sector and SME loans. But new innovative 
products attracting domestic and international capital, and improved access to these products, 
will reduce the cost of capital and financial risk; enable the diversification of investment 
opportunities and savings instruments; improve market liquidity, efficiency and transparency; 
and mobilize savings. 
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Table 5:  Proposed Projects to Address Pro-Poor Economic Growth 
 

Proposed Projects Program Year 
Lending Projects 
  Physical Infrastructure 
  Technical Assistance Loan for Road Project Preparation 
  Colombo Port South Harbor Development 
  National Highway Sector Development 
  Road Network Sector Development 
  Rural Electrification 
  Agriculture and Rural Development 
  Commercialization of Agriculture 
  Finance and Industry 
  Private Sector Development (Subprogram II) 
  Small and Medium Enterprise Development II  

 
 

2004 
2005 
2005 
2006 
2006 

 
2006 

 
2004 
2006 

Nonlending Projects 
  Physical Infrastructure 
  Road Sector Master Plan 
  Rural Electrification (Standby 2003) 
  Energy Sector Review 
  Capacity Building in Oil and Gas Exploration 
  Agriculture and Rural Development 
  Commercialization of Agriculture 
  Enhanced Commercialization of Agriculture (attached) 
  Finance and Industry 
  Financial Sector Development and Product Innovation (Cluster TA) 
  Financial Sector Development and Product Innovation (Cluster TA) 
  Small and Medium Enterprise Development II 
  Private Sector Development III 

 
 

2004 
2004 
2006 
2006 

 
2004 
2006 

 
2004 
2005 
2005 
2006 

                      TA = technical assistance. 
  

2. Advancing Social Development 
 
88. The complex characteristics of those living in poverty and deprived circumstances take 
many forms, and extend far beyond having low incomes alone. Moreover, these characteristics 
are often mutually reinforcing and self-perpetuating as a group, with each reacting on the others 
in a vicious circle of cause and effect. To support the interventions that primarily address the 
income dimension of poverty, ADB’s strategy highlights interventions that support progress in 
the nonincome, human dimension of poverty. While the Government has shown a long-standing 
commitment to the social welfare of its people, significant disparities in access to social services 
remain, with marked regional variations in human development.  
 
  a. Education 
 
89. Despite the notable achievements of the country in the field of education, numerous 
issues remain, especially at post-primary levels. ADB will continue to support secondary and 
postsecondary education to enhance human resources development. In addition, ADB will seek 
to (i) accelerate poverty reduction through targeted investments to raise the educational 
attainments of low-income groups; (ii) develop Sri Lanka's higher-level human resources to 
achieve skills-based competitiveness on which its future growth heavily depends; (iii) seek to 
narrow, where possible, the prevailing wide gender gap in access to technical and vocational 
education as well as to information technology; and (iv) help influence the advancement of 
curricula design in order to reflect the needs of a modern labor market more appropriately. 
   
  b. Water Supply and Sanitation 
 
90. The Government is committed to providing safe water for the entire population by 2025. 
In rural areas, community based, demand-driven systems will be developed along with the 
increasing participation of local government and communities in cost recovery and operation 
and maintenance. ADB will assist the Government in the decentralization of service delivery to 
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local governments and continue to use the community participatory approach in rural areas. 
Township and urban water supply delivery will aim for greater operational efficiency and 
financial sustainability of networks, by implementing reforms in the National Water Supply and 
Drainage Board (NWSDB) and supporting public-private partnerships. 
 
91. The Government has also expressed, as a priority, expanding sewerage services in 
major cities. ADB will support the Government in introducing sewerage tariffs and other 
necessary reforms, including greater operational and financial efficiency of NWSDB and the 
increasing participation of the private sector in the sector. ADB will consider supporting the 
Government in implementing the Urban Policy, especially a solid waste disposal strategy 
through a basic social infrastructure development project proposed for 2004. 
 

Table 6:  Proposed Projects to Advance Social Development 
 

Proposed Projects Program Year 
Lending Projects 
  Education 
  Secondary Education Modernization II 
  Human Resource Investment 
  Distance Education Public-Private Partnership (Standby) 
  Water Supply and Sanitation 
  Basic Social Infrastructure Development 
  Greater Colombo Waste Water Management 

 
 

2004 
2005 
2006 

 
2005 
2006 

Nonlending Projects 
  Education   
  Distance Education Public-Private Partnership 
  Secondary School Teachers’ Training 
  Water Supply and Sanitation 
  Greater Colombo Waste Water Management 
  Local Governance in Rural Water Supply and Sanitation 
  Jaffna Water Supply and Waste Water Management II 
  Secondary Towns and Rural Community-based Water 
  Supply and Sanitation II 

 
 

2005 
2006 

 
2004 
2005 
2005 
2006 

 
 3. Supporting Improved Governance 
 
92. Improving governance is a key priority of the Government’s strategy. It is concerned with 
improving the effectiveness and efficiency of public services and public policy management 
within the overall objective of achieving higher sustainable economic growth, a reduction of 
poverty, and fiscal consolidation. A service delivery policy framework that ensures services are 
equitable, accessible, efficient, and sustainable is an essential vehicle for improvements in 
service delivery. The policy framework will need to be formulated as an integral part of programs 
directed at improving services, and this will require an approach enabling governance to be 
mainstreamed in specific sector investments. A twin-track approach is proposed: (i) a core 
service delivery reform initiative that allows for evolving and introducing a service delivery policy 
framework through pilot projects in selected priority services in certain areas (including the 
North and East), and the subsequent upscaling of these; and (ii) ADB’s proposed projects in 
roads, energy, and water supply and sanitation could mainstream this approach through 
developing and implementing service delivery policies for their sectors. These will be in addition 
to sector management reform measures currently being applied under individual project loans. 

 

  
 



 25

Table 7:  Proposed Projects to Improve Governance 
 

Proposed Projects Program Year 
Lending Projects 
  Public Sector Resource Management 
  North East Community Restoration and Development II 
  Pilot Service Delivery and TA Loan 

 
2004 
2004 
2006 

Nonlending Projects 
  Improving Service Delivery (Cluster TA) 
  Improving Service Delivery (Cluster TA) 

 
2004 
2005 

       Note: These projects are additional to reform projects included under earlier headings. 
 
C. External Funding Coordination and Partnership Arrangements  
 
93. As noted earlier, there are many external assistance agencies active in Sri Lanka but 
three major ones: Japan and ADB (jointly providing some 70% of total annual commitments in 
1998–2002), and the World Bank providing some 8%. Twenty-two other sources of different size 
provide 22% between them. They comprise Australia, Canada, People’s Republic of China 
(PRC), European Union, France, Germany, India, International Fund for Agricultural 
Development (IFAD), Korea, Kuwait, Netherlands, New Zealand, Norway, Nordic Fund, 
Organization of Petroleum Exporting Countries (OPEC), Saudi Fund, Sweden, United Kingdom, 
United States, and several agencies of the United Nations. 
 
94. ADB regularly consults with multilateral organizations, including IMF, and the main 
bilateral agencies, while 20 or more countries and international organizations attended the Local 
Development Forum in June 2002, and even more attended the Tokyo Conference on 
Reconstruction and Development in June 2003.21 Moreover, in view of the large proportion of 
external assistance coming from Japan, ADB, and the World Bank, particular attention is paid to 
close coordination among them to ensure compatibility of policy advice and the harmonization of 
their investments. A joint strategy seminar was organized by the Japan Bank for International 
Cooperation in Tokyo, in February 2003, in which ADB and the World Bank participated, to 
exchange views on respective strategy formulation.22 In this, the Sri Lanka Resident Mission is 
playing a crucial role in local funding agency coordination, particularly in those sectors where 
ADB has been especially prominent, notably in roads, energy, water and sanitation, and 
environmental and natural resources management. A matrix of external funding coordination—
summarizing the current strategies and activities of ADB and its development partners—is 
presented in Appendix 1, Table A1.5. 
 
95. ADB has progressively strengthened its operational partnerships with its development 
partners through regular and development agenda-specific consultations in order to enhance 
the benefits of its development assistance. The developing peace process has provided ADB 
with additional opportunities to pursue cofinancing operations. The needs assessment jointly 
undertaken by ADB, World Bank, and the United Nations demonstrates effective collaboration 
and further coordination and cofinancing opportunities. In support of its overall thematic 
priorities, ADB will continue to pursue official cofinancing (particularly from grant and 
concessional sources) for public sector projects and commercial cofinancing (including the use 
of guarantees) for viable private sector projects in line with the Government’s external borrowing 
policy under IMF’s current poverty reduction and growth facility and extended fund facility 
arrangements. 
 
                                                 
21  Fifty-one countries and 22 international organizations attended the Tokyo Conference in June 2003. 
22 The World Bank’s Country Assistance Strategy was discussed by their Board on 1 April 2003 and the Loan 

Assistance Strategy of the Japan Bank for International Cooperation (JBIC) for Sri Lanka was approved on 6 
November 2002. Annual assistance from ADB, JBIC, and the World Bank amounts to about 80% of the 
development budget. 
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D. Indicative Internal Resource Requirements  
 
96. An assessment of indicative staff resources required ensuring that adequate delivery of 
the assistance program for the next 3 years of the CSP was undertaken. Assistance programs 
for 2002 and 2003 were used as a benchmark for comparison. Substantial staff resources were 
utilized for preparation of the new CSP in 2002 and 2003 during which 36 person-weeks of 
international and domestic staff consultants were engaged for background studies. Less than 
half of staff resources for CSP preparation will be necessary in subsequent years for the 
preparation of CSPUs and no staff consultants will be required. However, an average increase 
of one project a year in the lending pipeline and the emphasis in policy and institutional reform 
measures require additional staff resources in project processing and appropriate skill mix in the 
next few years. While there will be a slight overall increase in staff resources required for 2004–
2006, it is not envisaged to be substantial and will be mitigated with staff deployment within 
South Asia Department and use of staff consultants.    

 
VI. RISKS AND PERFORMANCE MONITORING AND EVALUATION 

 
A. Risks23 
 
97. There are five main risks. First, there is the risk that the Government’s reform program 
including the public administrative reforms might be diluted or deferred by political opposition 
groups or vested interests, thereby reducing the effect that reforms might otherwise have on 
GDP and productivity growth, and hindering a full recovery either in the fiscal situation or in 
public and private investment. Second, there is always a risk that the civil conflict could restart 
either as the result of a breakdown in the peace process or lack of progress in the process. In 
the former case, resumption of hostilities will thwart development efforts by undermining the 
investment climate, hurting tourism, and raising defense expenditures. In the latter case, public 
perceptions of failure to promote equitable development opportunities will cause disillusionment 
and would make economic revival difficult. Third, external shocks could lead to dampened 
domestic economic conditions, thereby restraining growth, endangering macroeconomic revival, 
and weakening the impetus for reform. 
 
98. The fourth risk concerns the possibility of failings internal to ADB reducing the impact of 
ADB’s strategy. In Sri Lanka, the extent and major causes of poverty vary among people, 
locations, and occupations, as does the extent of social deprivation in areas of equivalent 
income poverty. The actual poverty situation, therefore, is complex, and it will not necessarily be 
addressed by a project that is sited in a poor area, or by one that targets a characteristic of 
poverty that happens not to be crucial in the project area. Judgment and careful design are 
needed to select the kind of project that benefits the maximum number of people, is located in 
the most appropriate district, and pinpoints critical local causes of poverty. Inappropriate 
targeting will dilute the impact of any strategy, as it will lead to overstated expectations with 
respect to the likely extent of poverty reduction from project interventions. 
 
99. The fifth risk relates to the above four and is linked to the possible social consequences 
of the Government’s reform package as a whole and those with ADB support. Some of the 
proposed reforms—labor law, land law, and privatization—can be particularly unsettling in their 
consequences for the poor. There are risks, for instance, that the protection for the poor and 
low-paid built into existing laws and traditions will be diluted or eliminated; that growing private 
provision of social and economic services will reduce rather than expand their accessibility, or 
price them beyond the reach of the poor or low-paid; that the poor might not have the innate 
capacity to withstand or adapt to new customs and practices; or, ultimately, that the reform 
                                                 
23  Risks as perceived by the Government are detailed in Regaining Sri Lanka, Part II, pp. 109–110. 
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package turns out to be over-ambitious in its growth, efficiency, and “connectivity” expectations. 
If any of these risks transpire, poverty, exploitation, and vulnerability for those directly affected 
would worsen, and social stability could deteriorate. 
 
B. Monitoring Process and Plan 
 
100. Monitoring the impact of the Government’s reforms as well as the performance of ADB’s 
strategy will be important, especially in a situation where the effects on the poor of radical 
changes in policy and procedures cannot be foreseen with any certainty. The Government’s 
Regaining Sri Lanka recognizes current weaknesses in the database and institutional system for 
the accurate monitoring of poverty and human development, and proposes detailed institutional 
arrangements (some already established and others to be established). The resulting 
improvements in the collection and periodicity of appropriate disaggregated data will ensure 
better poverty monitoring and more timely notice given to the authorities of outcomes or of 
unwanted consequences of ongoing reform. 
 
101. ADB will continue its partnership with the Government and other stakeholders including 
other funding agencies to closely monitor and evaluate the poverty reduction partnership 
agreement and achievements in the Government’s poverty reduction strategy program through 
the process of an annual CSP update. The CSP update exercise will evaluate: (i) the 
Government’s reform program and its implications for the poor; (ii) the comparative impact of 
sector growth on poverty reduction; (iii) sector portfolio performance; (iv) the evolving peace 
process and its implications for ADB assistance; (v) the lending and nonlending assistance in 
the following 3 years to ensure the relevance and effectiveness of ADB assistance; (vi) 
performance-based allocation pf ADF resources based on an assessment of macroeconomic 
management, structural reforms, and portfolio management; and (vii) the country’s OCR 
borrowing capacity. Particular efforts will be made to assess—in qualitative terms if 
quantification is not possible—the local impact of ADB’s poverty-reduction projects because it is 
recognized that, since project performance audits are undertaken some years after 
implementation, a closer look would be taken at ongoing projects to ensure that they are 
actually having positive effects on poverty reduction.     
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COUNTRY AND PORTFOLIO INDICATORS, AND ASSISTANCE PIPELINE 
 

Table A1.1: Progress Toward the Millennium Development Goals and Targets 
 

Goals and Targets Country Status 
Goal 1: Eradicate Extreme Poverty and Hunger 
 
Target 1: In 1990–2015, halve the proportion of people 
whose income is less than $1/day. 
 
 
 
Target 2: In 1990–2015, halve the proportion of people who 
suffer from hunger. 

 
 
Official poverty incidence declined from 30% to 27% in 
1990-1995 (excluding the North and East). Preliminary 
estimate of 24% based on 2002 Household Income 
and Expenditure Survey. 
 
Same as above. 

Goal 2: Achieve Universal Primary Education 
 
Target 3: By 2015, ensure that children everywhere, boys 
and girls alike, will be able to complete a full course of 
primary schooling. 

 
 
Net primary enrollment rate reached 100% in 1998. 

Goal 3: Promote Gender Equality and Empower Women 
 
Target 4: Eliminate gender disparity in primary and 
secondary education, preferably by 2005, and in all levels 
of education no later than 2015. 

 
 
Gender disparity in primary, secondary, and tertiary 
enrollment is limited. 

Goal 4: Reduce Child Mortality 
 
Target 5: In 1990–2015, reduce by two thirds the under-5 
mortality rate. 

 
 
The infant mortality rate (below 1 year) fell from 19.0 to 
15.0 per 1,000 live births from 1990 to 2000; the 
under-5 mortality rate fell from 23.0 to 18.0 from 1990 
to 2000. 

Goal 5: Improve Maternal Health 
 
Target 6: In 1990–2015, reduce by three quarters the 
maternal mortality ratio (MMR) 

 
 
MMR improved from 140 to 60 per 100,000 live births 
from 1990 to 1998. 

Goal 6: Combat HIV/AIDS, Malaria, and Other Diseases 
 
Target 7: By 2015, halt and begin to reverse the spread of 
HIV/AIDS. 
 
 
Target 8: By 2015, halt and begin to reverse the incidence 
of malaria and other major diseases. 

 
 
Population (age of 15–49) living with HIV/AIDS is less 
than 0.10% in 2001. Efforts are being made to raise 
prevention awareness. 
 
Malaria cases per 100,000 people declined from 1,196 
in 1999 to 1,111 cases in 2000. Measures are being 
pursued for early detection and proper treatment.  

Goal 7: Ensure Environmental Sustainability 
 
Target 9: Integrate the principles of sustainable 
development into country policies and programs and 
reverse the loss of environmental resources. 
 
 
 
Target 10: By 2015, halve the proportion of people without 
sustainable access to safe drinking water. 
 
 
Target 11: By 2020, significantly improve the lives of at 
least 100 million slum dwellers. 

 
 
Two strategies (action plans) were prepared on the 
environment, the Biodiversity Assessment Strategy in 
1991 and the Environment Strategy in 1994. Sri Lanka 
also entered into two environmental treaties in 1990 
and 1994. 
 
The population without sustainable access to safe 
drinking water declined from 40% in 1990 to 17% in 
2000. 
 
The population with access to sanitation expanded 
from 50% in 1990 to 83% in 2000. 

HIV/AIDS = human immunodeficiency virus/acquired immunodeficiency syndrome.  
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Table A1.2: Country Economic Indicators 
 

 Fiscal Year 
Item 1998 1999 2000 2001 2002a 
A.  Income and Growth      
 1. GNP per Capita ($, current prices) 871 846 868 826 858 

2. Growth in Real GDP at Factor Cost 
      (% change) 

 
4.7 

 
4.3 

 
6.0 

 
-1.5 

 
4.0 

  Agriculture 2.5 4.5 1.8 -3.4 2.5 
  Industry 5.9 4.8 7.5 -2.1 1.0 
  Services 5.1 4.0 7.0 -0.5 6.0 
      
B. Saving and Investment  (% of GDP) 
 1. Gross National Saving 23.4 23.5 21.5 20.3 19.7 
 2.  Gross Domestic Investment 25.1 27.3 28.0 22.0 21.3 
               Gross Fixed Capital Formation 25.1 27.3 28.0 22.0 21.0 
      3.   Saving-Investment Gap -1.8 -3.8 -6.6 -1.7 -1.6 
      
C. Money and Inflation                      (% change) 
      1.  Narrow Money (M1) 12.1 12.8 9.1 3.2 14.0 
      2.  Broad Money (M2) 13.2 13.4 12.9 13.6 13.4 
 3. Consumer Price Index 6.9 4.0 1.5 12.1 10.2 
 4. GDP Deflator 8.4 4.4 6.7 12.4 8.3 
      
D. Government Finance                      (% of GDP) 
 1. Total Revenue (including grants) 17.9 18.3 17.2 17.0 17.0 
               Tax Revenues 14.5 15.0 14.5 14.6 14.0 
               Other Revenues and Grants 3.4 3.3 2.7 2.4 3.0 
 2. Total Expenditure (including net lending) 25.9 25.2 26.7 26.9 25.0 

          Current Expenditures 19.6 18.7 20.2 21.6 20.8 
          Capital Expenditures and Net lending 6.3 6.5 6.5 5.3 4.2 
3. Overall Fiscal Surplus (+)/Deficit (-) -8.0 -6.9 -9.5 -9.8 -8.1 
          Foreign Financing 1.0 0.1 0.0 1.0 0.1 
          Domestic Financing 7.0 6.8 9.4 8.8 8.0 
4.   Fiscal Surplus less Grants and       
      Privatization Proceeds -9.2 -7.5 -9.9 -10.8 -8.9 
      

E. Balance of Payments      
 1. Merchandise Trade Balance (% of GDP) -6.9 -8.7 -11.0 -7.4 -8.5 
               Exports (% of GDP) 30.4 29.4 33.8 30.6 28.4 
                Imports (% of GDP) 37.3 38.2 44.8 37.9 36.9 
 2. Current Account Balance (% of GDP) -1.4 -3.6 -6.5 -1.6 -1.6 
      3. Export Growth ($, % change) 3.4 -3.9 19.8 -12.8 -2.4 
      4.  Import Growth ($, % change) 0.4 1.5 22.4 -18.4 2.2 
      
F. External Payments Indicators      
       1. Gross Official Reserves ($ millions) 1,981 1,636 1,044 1,338 1,700 
           (in months of imports of goods and NFS) 3.4 2.7 1.4 2.1 2.7 
 2. External Debt Service (% of exports of 
  goods and NFS) 

 
12.8 

 
14.6 

 
14.6 

 
12.9 

 
12.9 

 3. External Debt (% of GDP) 58.0 59.2 57.5 56.6 56.7 
      
G. Memorandum Items      
 1. GDP (current prices, SLRs billion) 1,018 1,106 1,258 1,407 1,585 

2. Average Exchange Rate (SLRs per $) 64.5 70.6 77.0 89.4 95.7 
 3. Midyear Population (millions) b 17.9 18.2 18.5 18.7 19.0 

GDP = gross domestic product, GNP = gross national product, NFS = nonfactor services. 
a   Preliminary figures. 
b   Provisional estimates based on the Census of Population and Housing 2001. 
Source:  Central Bank of Sri Lanka, Annual Reports. 
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Table A1.3: Country Poverty and Social Indicators 
 
 Period 
Item 1990 1995 Latest Year 
A. Population Indicators    
 1. Total Population (million) 17.0 18.2 18.7 (2001) 
 2. Annual Population Growth Rate (% change) 1.1 1.5 1.4 (2001) 
    
B. Social Indicators    
 1. Total Fertility Rate (births/woman) 2.4 2.3 2.1 (1998) 
      2.  Maternal Mortality Rate (per 100,000 live births) 140.0 — 60.0  (1990-1998) 
      3.  Infant Mortality Rate (below 1 year/1,000 live births) 19.0 17.0 15.0  (2000) 
 4. Life Expectancy at Birth (years) 71.4 72.6 73.14  (2000) 
  Female 73.0 — 75.3  (2000) 
  Male 69.0 — 69.5  (2000) 
 5. Adult Literacy (%) 88.0 90.0 91.6  (2000) 
  Female — 87.0 89.0  (2000) 
  Male — 93.0 94.4  (2000) 
 6. Primary School Gross Enrollment (%) 105.9 113.4 111.0  (1998) 
 7. Secondary School Gross Enrollment (%) 73.8 74.8 71.0  (1998) 
 8. Child Malnutrition (% below age 5) 37.3 37.7 32.9  (1995) 
 9. Population Below Poverty Line (International, %) — 4.0 6.6  (1983-2000) 
 10. Population with Access to Safe Water (%) 60.0 57.0 83.0  (2000) 
 11. Population with Access to Sanitation (%) 50.0 62.0 83.0  (2000) 
 12. Public Education Expenditure (% of GDP) 3.0 — 2.5  (2000) 
 13. Human Development Index 0.663 0.716 0.741  (2000) 
  Rank 86/173 90/174 89/173  (2000) 
 14. Gender-Related Development Index — 0.700 0.737 (2000) 
  Rank — 70 70  (2000) 
    
C. Poverty Indicators    
 1. Poverty Incidence — — — 
 2. Percent of Poor  Households 30.4 26.7 23.9 
  Western 20.1 12.2 — 
  Central 33.5 35.4 — 
           Southern 32.6 32.5 — 
  North-Western 33.6 30.4 — 
           North-Central 39.0 26.1 — 
           Uva 38.1 33.9 — 
           Sabaragamuwa 36.7 40.0 — 
 3. Poverty Gap 0.671 1.003 — 
 4. Poverty Severity Index 0.299 0.260 — 
 5. Inequality (Theil L Index) — — — 
 6. Human Poverty Index — 20.6 17.6  (2000)    
  Rank — — 31  (2000) 
— = not available, GDP = gross domestic product. 
Sources:  United Nations Development Programme. 2002.  Human Development Report, 2002, various issues; World 
Bank. 2002.  World Development Indicators 2002, CD-Rom; World Bank. 2001.  World Development Report, 2000-
2001, various issues; Central Bank of Sri Lanka Economic and Social Statistics 97.01; Department of Census and 
Statistics. 2002.  Household Income and Expenditure Survey 2002, Preliminary Report; Global Poverty Monitoring.  
Available at:  http//www.worldbank.org. 
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Table A1.4: Country Environment Indicators 
 
Indicator 1980 Latest Year 
A. Energy Efficiency of Emissions   
 1. GDP/Unit of Energy Use (PPP$/kgoe) 3.5 8.1 (1999) 
 2. Traditional Fuel Use (% of total energy use) 53.5 46.5 (1997) 
 3. Carbon Dioxide Emissions    
  Tons 3.4 7.1 (1996) 
  Tons per capita 0.2 0.4 (1996) 
   
B. Water Pollution: Water and Sanitation   
 1. % Urban Population with Access to Safe Water 82.0   (1985-1987) 83 (2000) 
 2. % Rural Population with Access to Safe Water 29.0   (1985-1987) 65 (1990-1995) 
 3. % Urban Population with Access to Sanitation 65.0   (1985-1987) 83 (2000) 
   
C. Land Use and Deforestation   
 1. Forest Area (million hectares) 1,897  (1990) 1,796 (1995) 
 2. Average Annual Deforestation    
  Square kilometers (km2) - 202.0  (1990-1995) 
  % change 1.0  (1980-1990) 1.1  (1990-1995) 
 3. Rural Population Density (people/km2 of arable land) - 1,660  (1999) 
 4. Arable Land (% of total land) 14.3  (1987-1990) 14.2  (1993) 
 5. Permanent Cropland (% of total land) 15.9 15.8  (1999) 
   
D. Biodiversity and Protected Areas   
 1. Nationally Protected Area    
  Million hectares 0.643  (1985) 0.869  (1999) 
  % of total land 9.9  (1985) 13.3  (2000) 
 2. Mammals (number of threatened species) 14  (1990) 14  (2000) 
 3. Birds (number of threatened species) 11  (1990) 11  (2000) 
 4. Higher Plants (number of threatened species) 436  (1990) 431  (2000) 
 5. Reptiles (number of threatened species) 8  (1990) 8  (2000) 
 6. Amphibians (number of threatened species) 0  (1990) 0  (2000) 
   
E. Urban Areas   
 1. Urban Population    
  Million 3.2 4.6  (2000) 
  % of total population 21.6 23.6  (2000) 
 2. Per Capita Water Use (liters/day) - - 
 3. Wastewater Treated (%) - - 
 4. Solid Waste Generated Per Capita (kg/day) - - 
GDP = gross domestic product, kg = kilogram, kgoe = kilograms of oil equivalent, km2 = square kilometer,  
PPP = purchasing power parity. 
Sources:  United Nations Development Programme. 2002.  Human Development Report, 2002; World Bank. 2002.  
World Development Indicators 2002, CD-ROM; World Bank. 2001. World Development Report, 2000-2001; World 
Resources 2000-2001. 
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Sector/Thematic/Area 

 
Asian Development Bank Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

Agriculture and Rural Development 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Roads 
 
 
 
 
 
 
 
 
 
 
 

From 1968 to 1988, roughly half of all loans and technical 
assistance (TA) to the country were in agriculture 
(especially irrigation, resettlement, subsector development, 
and integrated area development) and natural resources. 
ADB continues to be involved in agriculture although 
relatively less emphasis is placed on agriculture, reflecting 
the economic diversification in the country 

 
The major thrust in the tree crop subsector is to continue 
with policy and institutional reforms such as elimination of 
restrictive regulations on exports, elimination of restrictive 
labor practices, and commercialization and privatization of 
state enterprises.  
 
In rural development, ADB supports the Government’s rural 
economic advancement project (REAP) approach, which 
encourages the private sector to lead rural development, 
with the Government limited to being an enabler or 
facilitator. 
 
Aside from considerable assistance in the past, ADB has 9 
ongoing project loans in the sector (1402, 1462, 1552, 
1639, 1849, 1910/11, and 1913/14) for a total of $208 
million and, since end-1992, has provided 12 TAs (8 project 
preparatory [PPTA] and 4 advisory [ADTA]) for a total of 
$5.15 million. 
 
ADB’s sector strategy is to improve overall sector 
performance by (i) supporting institutional and policy 
reforms, (ii) strengthening private sector participation, and 
(iii) financing strategic investments in the network. 
Improved sector performance will facilitate economic 
growth, raising incomes and creating employment, and 
thereby reducing poverty. Strategic investments are also 
needed to link less developed regions to markets and 
service centers. 
 
 
 

ADB, Japan Bank for International Corporation (JBIC) 
and the World Bank have been the main sources of 
external assistance to the plantation sector, and at 
least one project was cofinanced by ADB, World Bank, 
Netherlands, and Norway. The Swedish International 
Development Cooperation Agency (Sida) assisted 
education related activities in the plantation areas of 
Sri Lanka. The Netherlands and Norway supported the 
construction and repair of housing for estate workers, 
upgrading of hospitals and child-care facilities, and 
training of health personnel. 
 
Thirty-six integrated rural development projects have 
been assisted by external agencies (including two by 
ADB). The projects ranged from small interventions of 
$2 million by United Nations Development Programme 
(UNDP), International Fund for  Agricultural 
Development (IFAD) and such bilateral agencies as 
Norwegian Agency for Development Cooperation 
(NORAD), German Agency for Technical Cooperation 
(GTZ), and Sida, to major projects by the World Bank 
and ADB. 
 
 
 
 
 
From the late 1960s until the mid-1990s, the World 
Bank provided four loans to the road sector and 
contributed significantly to sector policy development. 
The World Bank continues to encourage private 
provision of infrastructure through the Private Sector 
Infrastructure Development Company, established by 
the Government in 1996. In recent years, ADB and 
Japan Bank for International Cooperation (JBIC) have 
been the main sources of finance for the primary road 
network, and Japan International Cooperation Agency  
(JICA) has provided significant amounts of grant 
assistance for roads and bridges, including a bridge 
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Sector/Thematic/Area Asian Development Bank Strategy/Activities Strategy/Activities 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Ports 
 
 
 
 
 
 
 
 
 
 
 

Key issues addressed as part of ADB’s strategy are the 
following:  

(i) supporting the optimum integration of the road 
network with other modes of transport; 

(ii) undertaking institutional reform and capacity 
building; 

(iii) financing the subsector, including through user 
charges; 

(iv) ensuring appropriate financial allocations and 
operation and maintenance; 

(v) encouraging private sector participation; 
(vi) minimizing the environmental and social impact of 

civil works; and 
(vii) improving road safety. 
 
Since end-1992, the road sector has received 5 loans 
(1312, 1567, 1649, 1711 and 1986) for a total of $310 
million. The sector has also received 11 TAs (6 ADTAs 
and 5 PPTAs) for a total of $3.49 million. 
A key aspect of ADB operations has been policy dialogue 
to support the road strategy and address several issues 
that hinder performance: 
(i) Highways Act;  
(ii) reform of road sector institutions; 
(iii) the National Road Policy; 
(iv) funding, planning, and implementation of road 

operation and maintenance; and  
(v) private sector participation. 

For Colombo port, the strategy is to  
(i) make the port internationally competitive and 
(ii) ensure that all investment requirements are financed 

by the private sector. 
 
This strategy will be undertaken sequentially. A TA loan to 
the Government will help it reform the sector and prepare 
the South Harbor for implementation. If economically 
viable, the TA loan will be followed by an investment loan  
to build the first phase of the South Harbor, with 
cofinancing from JBIC and World Bank. 
 

master plan. Other funding agencies include Australia, 
Kuwait, Republic of Korea, SIDA, and UNDP. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The main funding agency has been JBIC (the former 
Overseas Economic Cooperation Fund [OECF]), which 
began with the construction of the first phase of Jaya 
Container Terminal (JCT). A series of JBIC loans 
through the 1980s and 1990s funded the enlargement 
of JCT to its present four berths. A subsequent loan 
upgraded JCT’s computer systems. The only other 
funding agency has been the World Bank. 
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Sector/Thematic/Area Asian Development Bank Strategy/Activities Strategy/Activities 
 
 
 
 
 
 
 
 
 
Private Sector Development 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Energy 
 
 
 
 
 
 
 
 
 
 
 
 

Aside from the Loan 1841: Colombo Port Efficiency and 
Expansion Project , another intervention in the port sector 
was a loan to and equity investment in South Asia Gateway 
Terminal (SAGT) for private sector development of Queen 
Elizabeth Quay (ADB’s first build-operate-transfer [BOT] 
project in the transport sector in Sri Lanka). ADB also 
provides an advisory TA (4121) to prepare a port sector 
master plan.  
 
Enabling conditions are being created for private sector 
development through public sector operations:  
(i) policy dialogue to remove the remaining constraints 

on private sector development, with emphasis on 
deregulation in the production, manufacturing, and 
financial markets, and on ensuring fair competition; 

(ii)  credit lines for small and medium enterprises (SMEs) 
supplemented by leveraging of resources through 
partial credit guarantees; 

(iii)  promotion of business service support facilities 
provided by the private sector; and  

(iv)  catalyzing of private investment through the Private 
Sector Operations Department. 

 
 
 
 
 
  
 
 

ADB’s objectives include the following:  
(i) Help develop a framework for ownership and 

management to ensure adequate amounts of 
electricity at economic and affordable prices. 

(ii) Promote and participate in power generation projects. 
(iii) Provide continuing support for transmission and 

distribution investment, particularly if it underpins 
important sector reforms. 

(iv) Assist rural electrification. 
(v) Improve the financial viability and management of 

power companies via an appropriate tariff policy, rate 
of return on capital, and self-financing ratio. 

(vi) Ensure that the tariff structure is reasonably close to 
f

 
 
 
 
 
 
 
 
 
World Bank: First Poverty Reduction Support Credit to 
support an enabling environment, labor and land 
markets, public enterprise restructuring, private 
participation in infrastructure, and financial sector 
reforms. 
 
Japan: Technology acquisition, business development 
services, credit lines for small and micro firms. 
Germany: Development of private sector 
infrastructure, information and communications 
technology services. 
SIDA: Entrepreneurship development, Regional 
Chamber development, arbitration. 
 
United States Agency for International Development 
(USAID): Improving competitiveness in key 
subsectors, policy and regulatory reforms for financial 
markets, trade, and investment. 
 
The largest contributions have come from Japan, 
followed by those from ADB and the World Bank. 
Contributions have also come from Sweden, Kuwait 
Fund, United States, and UK, and a small amount from 
the Netherlands. 
 
JBIC’s assistance in the power sector was formulated 
closely with the ADB’s Power Sector Development 
Program (Loan 1929/1930) supporting policy and 
institutional reforms and rural electrification. 
 
The People's Republic of China and the Republic of 
Korea also provided assistance to the petroleum 
sector. 
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Sector/Thematic/Area Asian Development Bank Strategy/Activities Strategy/Activities 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Industry and Finance 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

the actual cost of service to each major consumer 
category, with minimum cross subsidies. 

(vii) Support reforms that will increase the operating 
efficiency of the sector. 

(viii) In the petroleum sector, address structural distortions. 
 
ADB recently provided assistance (Loans 1929/1930) in 
helping restructure and reform the electricity sector and 
sees in the future the splitting (“unbundling”) of the power 
sector, into two hydropower generation companies; one 
thermal generation company; one transmission company 
with two subsidiaries (one for bulk power activity, the other 
for transmission activity); and three or four distribution 
companies, all to be regulated by an independent power 
sector regulator. 

 
Before 1992, ADB provided several project loans to the 
power sector, and 3 are ongoing (Loans 1414, 1929 and 
1930 for $206 million) and, since end-1992, the energy 
sector has received 8 TAs (5 ADTA, 2 PPTA, and 1 small-
scale technical assistance [SSTA]) amounting to $4.15 
million. 
 
ADB supports the Government’s strategy to stimulate the 
private sector in general SMEs in particular. ADB’s strategy 
is two-pronged:  
(i) Promote an enabling environment for private sector 

development using ADB’s public sector window. 
(ii) Directly invest in private sector companies using loans 

and equity through ADB’s Private Sector Operations 
Department. 

 
Through its Private Sector Operations Program and in 
coordination with the International Monetary Fund (IMF) 
and World Bank, ADB supports the following:  
(i) financial sector development by eliminating distortions 

arising from regulatory barriers and special privileges 
accorded to state-owned enterprises (SOEs); 

(ii) further privatization and restructuring of SOEs; 
(iii) relaxation of labor market rigidities to accelerate 

private investment and raise industrial productivity; and 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
ADB, Japan, and World Bank are the major sources of 
funds for private sector development in Sri Lanka, and 
all coordinate activities with IMF. JBIC has a low- 
interest credit line for $40 million for small and micro 
firms, and JICA is supporting technology acquisition by 
firms and particular clusters of firms in specific 
subsectors. The World Bank is concentrating on 
central bank restructuring, legal reform, land titling, 
and policy dialogue in these and related sectors. In the 
poverty reduction support credit, Germany is providing 
credit lines to promote SMEs. 
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Sector/Thematic/Area Asian Development Bank Strategy/Activities Strategy/Activities 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Governance and public management 
 
 
 
 
 
 
 
 
 
 
 
 
 

(iv) promotion of greater competition and freer entry and 
exit. 

 
Aside from its operations in the DFI sector in the 1970s and 
1980s, ADB provided two partial credit guarantees of $5 
million each: one to SMEs (Loan 1522 in 1997) and the 
other to private enterprises (Loan 1629 in 1998), which 
helped the country gain access to the international financial 
markets and catalyze private capital inflows during difficult 
market conditions. Other ADB assistance was as follows: 
(i) In 2000, ADB issued two loans ($85 million from Asian 

Development Fund [ADF] and $15 million from 
ordinary capital resources [OCR]), plus a TA of $1.9 
million (financed under Japan Special Fund [JSF]) 
under the first subprogram of a program cluster to 
assist private sector development. 

(ii) In 2001, ADB issued three loans and a partial credit 
guarantee (totaling $86 million), plus a TA (of $1.25 
million funded under JSF), composed of a policy loan 
of $20 million from ADF, an investment loan of $6 
million from ADF, an investment loan of $60 million 
from OCR, and partial credit guarantees (of up to $90 
million equivalent) to selected banks and DFIs for 
commercial cofinancing of SMEs. 

(iii) In 2001, ADB provided a PPTA (3707) to promote rural 
finance sector development. 

 
ADB will help to improve governance as a key priority in 
the Government's strategy. ADB interventions will aim to 
improve effectiveness and efficiency of public services and 
public policy management within the overall objective of 
achieving higher sustainable economic growth, a reduction 
of poverty, and fiscal consolidation. A service delivery 
policy framework that ensures services are equitable, 
accessible, efficient, and sustainable is an essential vehicle 
for improvements in service delivery. The policy framework 
will be formulated as an integral part of programs directed 
at improving services, and this will require an approach 
enabling governance to be mainstreamed in specific sector 
investments. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The United Kingdom has provided assistance to the 
Ministry of Finance to improve financial management 
and public sector performance. The United States is 
currently providing long-term budget advisor to the 
Ministry of Finance. World Bank is assisting in land 
titling of selected areas on a pilot basis, judiciary 
reform, and possibly civil service reform. 
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Sector/Thematic/Area Asian Development Bank Strategy/Activities Strategy/Activities 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Education 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

ADB assistance will include the following: 
(i) a core service delivery reform initiative that allows for 

evolving and introducing a service delivery policy 
framework through pilot projects in selected priority 
services in certain areas (including the North and 
East), and the subsequent upscaling of these;  

(ii) ADB’s proposed projects in road, energy, and water 
supply and sanitation could mainstream this approach 
through developing and implementing service delivery 
policies for these sectors. These will be in addition to 
sector management reform measures currently being 
applied under individual project loans; and 

(iii) improvement in public sector resource management 
enhancing public expenditure management and 
resource mobilization as well as necessary human 
resource development. 

 
ADB provided three TAs totaling almost $5 million, for 
governance, trade and finance (3567), capacity building for 
imprest accounts (3219), and strengthening of public 
expenditure management systems (3301), 1 PPTA, and 2 
ADTAs. 
 
ADB’s strategy emphasizes secondary and postsecondary 
education, complementing strategies of the World Bank 
and other agencies, which focus on providing primary- and 
middle-school education. ADB’s strategy seeks to  
(i) improve access of the poor to quality schools and/or 

teaching, and  
(ii) provide opportunities for all pupils from grade 10 on to 

meet the demands of the labor market. 
 
These twin thrusts are supported by : 
(i) encouraging raising compulsory schooling to grade 11 

(from grade 9) and providing stipends to selected poor 
students; 

(ii) ensuring that at least 50% of those taking the O-Level 
examination at grade 11 pass it (from 25–30%); 

(iii) improving teaching in grades 12-13 to raise standards 
in English, mathematics, science, reasoning, and 
computer skills to allow pupils to either continue their 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Support for education has been provided by bilateral 
and multilateral donors. Bilateral funding agencies 
(JICA, SIDA, GTZ, Department for International 
Development [DFID], and British Council) have given 
the most assistance to pilot programs for primary 
education, including for English language, plantation 
schools, and schools in conflict zones. JICA has 
supported middle schools (grades 6-9) and provided 
computers for grades 1-11. The World Bank has 
provided two loans ($64 million and $70 million) to 
improve preservice teacher education, computer 
training for teachers and administrators, curriculum 
development, textbook publication, school facilities 
upgrading, computers, and education and financial 
planning. In 2003, the World Bank provided a loan for 
$40.3 million to support the Government's long-term 
tertiary education reform program by enhancing 
institutional capacity to achieve greater relevance and 
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Sector/Thematic/Area Asian Development Bank Strategy/Activities Strategy/Activities 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Water Supply and Sanitation 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

education or enter the labor market; 
(iv) upgrading science and technology teaching staff in the 

higher grades to improve the quality of teaching in 
these subjects; 

(v) providing selected schools with science laboratories 
where they either do not exist (i.e., in limited-
curriculum schools) or are inadequate or are needed to 
create ethnic and gender diversity; 

(vi) providing skills training programs for those who opt out 
of the formal education system before grade 12; 

(vii) providing career guidance in grades 10-13 (especially 
for girls); 

(viii) supporting public-private partnerships in education; 
and 

(ix) supporting improved management in the Ministry of 
Education and Higher Education. 

 
Since 1992, ADB has provided five loans (1275, 1247, 
1535, 1707, 1756 and 1999) to the sector, totaling $172.6 
million, and 9 TAs (4 ADTA and 5 PPTA), totaling $5.15 
million. 
 
ADB has helped improve the provision of water supply and 
sanitation (WSS) for the last 15 years. ADB supports the 
Government’s strategy to (i) prioritize public investments 
and encourage beneficiary contributions, (ii) promote 
private sector participation, and (iii) establish regulatory 
mechanisms and build capacity of provincial and local 
governments. 
 
ADB interventions will (i) finance physical infrastructure to 
provide safe water and sanitation to rural and urban 
populations to improve their health and nutrition; 
(ii) support environmentally sustainable economic growth, 
especially in urban centers, and ameliorate living 
conditions of the rural and urban poor, particularly women; 
(iii) increase the capacity of the government to provide safe 
water by improving financial and institutional sustainability 
of the water sector; (iv) support tariff reform and 
establishment of independent regulation, encouraging 
participation of the private sector; and (v) support 

quality in undergraduate programs. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Several agencies have provided significant external 
assistance. The World Bank (like ADB) has adopted a 
sector approach in expanding facilities, and Denmark 
and Finland have been particularly active in promoting 
community-based approaches.  International 
Development Association has provided four credits 
($105.3 million), as has Japan (JBIC and JICA), with a 
mixture of loans and grants equivalent to $107 million. 
USAID assistance has been mainly for the National 
Water Supply and Drainage Board, and UNDP has 
assisted sector coordination and preparation of master 
plans. France has provided water treatment facilities, 
mostly in Colombo. Norway has provided cofinancing 
in ongoing ADB project. Korea has also provided water 
supply and sanitation schemes in the country. 
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Sector/Thematic/Area Asian Development Bank Strategy/Activities Strategy/Activities 
 
 
 
 
 
 
 
 
 
 
Environment and Natural Resources 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

decentralization of service delivery to local governments 
and continue using community participatory approaches in 
rural areas.  

ADB assistance began in 1985, focusing on supplying 
WSS to secondary towns and rural areas. ADB has since 
provided four loans (817, 1235, 1575 and 1993) totaling 
$205.3 million and, since 1992, provided 5 TAs (2 PPTA 
and 3 ADTA) totaling $2.54 million. 
 
In forestry, ADB aims to do the following:  
(i) Enhance protective functions of forests with respect to 

soil, water, and biodiversity. 
(ii) Undertake cost-effective and sustainable harvesting of 

natural and plantation forests. 
(iii) Involve affected communities in the formulation and 

implementation of forestry development activities. 
 
In coastal zone management, ADB adopts an integrated 
approach to  
(i) rehabilitation of coastal habitats and beaches; 
(ii) reduction of erosion-prone areas; and 
(iii) improvement of fish-breeding habitats and fisheries 

management, creation of income-generating 
opportunities for impoverished coastal people, and 
strengthening of sector institutions. 

 
In water resource management, ADB objectives are the 
following: 
(i) Support comprehensive water resource management. 
(ii) Strengthen the capability of the Government’s newly 

created institutional framework. 
(iii) Facilitate agency restructuring in the water sector. 
 
Five ADB loans to the environment and natural resources 
sector (Loan 1545,1716,1744, 1757, and 1767) are 
ongoing, totaling $115.3 million. Since 1992, ADB has 
provided 7 TAs (6 PPTAs and 1 ADTA) totaling $5.54 
million.  
 
 

 
 
 
 
 
 
 
 
 
Since 1980, the forest sector has received about 
$100 million in bilateral and multilateral assistance. 
Major sources include ADB, World Bank, and UNDP, 
and bilateral agencies, including USAID, Overseas 
Development Administration (ODA)/DFID, Finnish 
International Development Agency (FINNIDA), and 
Australian Agency for International Development 
(AusAID). The focus of external assistance was 
conventional reforestation in the 1980s, shifting in the 
1990s to the sustainable management of forest 
resources through participatory approaches, while 
strengthening the institutional capacity of forest 
development.  
 
External assistance to coastal zone management 
has come from multilateral organizations such as ADB, 
Food and Agriculture Organization (FAO), UNDP, and 
World Bank, from bilateral sources such as Abu Dhabi 
Fund, Canadian International Development Agency 
(CIDA), Danish International Development Assistance 
(Danida), European Union (EU), GTZ, JBIC/JICA, 
Korean International Cooperation Agency, NORAD, 
ODA/DFID, SIDA, USAID, and the Netherlands. This 
assistance, however, has been heavily biased toward 
the fisheries subsector, with assistance to coastal 
protection and environment mainly through TAs. 
 
ADB is the leading funding agency for water 
resources management, but other sources include 
USAID, FAO, CIDA, the Netherlands, JICA and 
NORAD. 
Aside from external assistance to urban development 
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Sector/Thematic/Area Asian Development Bank Strategy/Activities Strategy/Activities 
Urban Development and Housing 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Health 

ADB objectives in the sector include the following:  
(i) Develop an environmentally sustainable economic 

base with adequate infrastructure and services in 
urban areas outside Colombo. 

(ii) Strengthen the technical, financial, and management 
aspects of local urban institutions. 

(iii) Improve access to housing for low-income groups. 
(iv) Develop an urban land management system. 
(v) Become an “agent for change” on a sector basis, 

rather than be investment oriented or geographically 
specific. 

 
ADB has provided two loans specifically for low-income 
housing (1096 and 1632) for a total of $90 million, although 
they also addressed other elements of urban development, 
and one PPTA of $1.1 million. 
 
ADB provided last loan (1189) on Second Health and 
Population in 1992 and concluded generally successful. 
Based on the Government’s request and the role of other 
funding agencies, ADB will continue to provide indirect 
interventions to improve the health status of the population 
mainly through assistance in water supply and sanitation 
and rural electrification. 
 
Moreover, it is recognized that access to health services in 
the conflict-affected areas is among the priority in the 
overall rehabilitation and reconstruction efforts. ADB’s 
ongoing loan (1846) in the conflict-affected areas has 
provided support to rehabilitate hospital services and 
facilities among other physical and social infrastructure 
support including water supply and sanitation and power. 

in general, some of which has had implications for 
housing, the main assistance to low-income housing 
alone has come from ADB, Japan, Korea, and USAID 
(the latter since 1980, initially through its low-income 
shelter and housing guarantee programs).  
 
 
 
 
 
 
 
 
 
 
 
World Bank provided assistance to support the 
Government’s health sector reform program. 
 
Japan and the United Nations agencies continued to 
support improvement of access and quality of health 
services in the conflict-affected areas among other 
areas in the country. 
 
 
 
 
 
 
 

 

 



 

 
Table A1.6: Portfolio Indicators—Portfolio Amounts and Ratings 

(public sector loans, as of 30 June 2003) 
 
 Ratinga 
 
 

 
Net Loan 
Amount 

 
 

Total 
Highly 

Satisfactory 
 

Satisfactory 
Partly 

Satisfactory 
Unsatis- 
factory 

 
Potential 
Problemb 

 
 

At Riskc 
Sector $ million %  No. %         No. %    No. %    No. % No. % No. % No

. 
(%) 

Agriculture and Natural Resources 
 

326.9 23.0 14              
                

                 
              

                
                

                 

              

38.9 - - 12 85.7 - - 2 14.3 2 14.3 3 21.4
Energy 205.9 14.5 3 8.3 - - 3 100.0 - - - - - - - -
Finance 104.1 7.3 2 5.6 - - 2 100.0 - - - - - - - -
Industry and Nonfuel Minerals 

 
87.7 6.2 3 8.3 - - 3 100.0 - - - - - - - -

Multisector
 

27.5 1.9 1 2.8 - - 1 100.0 - - - - - - - -
Others - - - - - - - - - - - - - - - -
Social Infrastructure 348.3 24.5 7 19.4 - - 7 100.0 - - - - - - - -
Transport and Communications 321.0 22.6 6 16.7 - - 6 100.0 - - - - - - - - 
 Total 1,421.0 100.0 36 100.0 - - 34 94.4 - - 2 5.6 2 5.6 3 8.3

                - 

No. = number  
a One rating for implementation progress and development objectives, based on the lower rating of either. 
b Potential problem loans are satisfactory loans but have four or more risk factors associated with partly satisfactory or unsatisfactory performance. 
c A loan is "at risk" if it is rated as partly satisfactory, as unsatisfactory, or as a potential problem. 
Source: Asian Development Bank estimates. 
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Table A1.7: Portfolio Indicators—Disbursements and Net Transfers of Resources 
(public sector loans, as of 30 June 2003) 

 
Disbursements and Transfers OCR ADF Total 
Disbursementsa    
 Total Funds Available for Withdrawal ($ million) 

 
150.9   

   
    

   

   
   
   
   
   

   
   

1,270.2 1,421.1
 Disbursed Amount ($ million, cumulative) 37.4 442.4 479.8
 Percentage Disbursed (disbursed amount/total available)

 
24.8 34.8 33.8

 Disbursements ($ million, 2002) 37.2 111.8 149.0
 Disbursements ($ million, 1 Jan-30 Jun 03) 

 
- 50.1 50.1 

 Disbursement Ratio (%),b  2002 27.6 15.7 17.6
Net Transfer of Resources ($ million)c 
 1998 - 93.0 93.0
 1999 - 68.0 68.0
 2000 - 40.4 40.4
 2001 (0.1) 54.1 54.0
 2002 35.9 71.1 107.0
 2003 (1 Jan-30 Jun) 4.7 27.7 32.4 
ADF = Asian Development Fund, OCR = ordinary capital resources. 
a Includes ongoing loans and all loans with disbursements during 2002. 
b Ratio of disbursements during the year over the undisbursed net loan balance less cancellations at the beginning 

of the year less cancellations during the year. Effective loans during the year have also been added to the 
beginning balance of undisbursed loans. 

c     Includes private sector projects. 
Source: Asian Development Bank estimates. 
 

 

 



 

 
Table A1.8: Portfolio Indicators—Evaluation Rating by Sector 

(1998-2003) 

A
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Highly
Successful 

 
Successful 

Partly 
Successful 

 
Unsuccessful 

 
No Rating 

 
Total 

Sector No. %          No. % No. % No.  % No. % No. %
Agriculture and Natural Resources 0           0 2 50.0 2 50.0 0 0 0 0 4 100.0
Energy 1            

             
             

            
            

             
             

100.0 0 0 0 0 0 0 0 0 1 100.0
Finance 0 0 0 0 0 0 0 0 0 0 0 0
Industry and Nonfuel Minerals

 
0 0 0 0 0 0 0 0 0 0 0 0

Multisector
 

0 0 0 0 0 0 0 0 0 0 0 0
Others 0 0 0 0 0 0 0 0 0 0 0 0
Social Infrastructure 0 0 0 0 0 0 0 0 0 0 0 0
Transport and Communications 0 0 0 0 1 100.0 0 0 0 0 1 100.0
      Total 1 16.7 2 33.3 3 50.0 0 0 0 0 6 100.0 
Source: Asian Development Bank project (program) audit reports. 
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(public sector loans onlya, as of 30 June 2003) 
 

     Net Loan Amount Closing Date  
Loan OCR ADF

Approval
Date 

Effective
Date Original Revised Progress

No.     
      

Sector 
  

No. Seg Title ($ million) ($ million) 
 

(dd/mm/yy) 
 

(dd/mm/yy) (dd/mm/yy) (dd/mm/yy) (% complete)
  

1            
    

      
    

            
      

    

      
       

       

         

         

         
          

  

       

    

    

    

    

       

AGR 1402 Plantation Reform 55.1 09/11/95 29/05/96 31/12/02 96
2 AGR 1462  North Central Province Rural 

Development 18.5 
 

24/09/96 
 

07/02/97 
 

30/06/04 72 
3 AGR 1545  Upper Watershed Management 16.8 24/09/97 05/05/98 30/06/05 52
4 AGR 1552  Second Perennial Crops 

Development 20.0 
 

25/09/97 
 

28/08/98 
 

30/06/04 65 
5 AGR 1639 Tea Development 35.4 10/11/98 10/06/99 30/06/05 65
6 AGR 1716  Coastal Resource Management 40.0 07/12/99 14/06/00 30/12/05 44
7 AGR 1744  Forest Resources Management 

Sector 28.6 
 

28/06/00 
 

23/10/00 
 

30/06/08 37 
8 AGR 1757  Water Resources Management 20.9 19/09/00 22/10/01 30/06/08 20
9 AGR 1767  Protected Area Management and 

Wildlife Conservation 12.6 
 

19/10/00 
 

17/09/01 
 

30/06/07  20 
10 AGR 1849  Southern Province Rural Economic 

Advancement 27.1 
 

26/10/01 
 

12/12/02 
 

31/07/08 8 
11 AGR 1910  Aquatic Resource Development and 

Quality Improvement 
 

6.1 05/09/02 30/06/10 
12 AGR 1911  Aquatic Resource Development and 

Quality Improvement 14.5 
 

05/09/02 30/06/10 
13 AGR 1913  Plantation Development  21.1 13/09/02 30/06/09
14 AGR 1914  Plantation Development 9.8 13/09/09 30/06/09
15 ENE 1414  Second Power System Expansion 

Sector 71.8 
 

14/12/95 
 

21/06/96 
 

31/12/00 
 

31/03/03 
 

 
95 

16 ENE 1929  Power Sector Development Program 60.0 31/10/02 28/11/02 30/06/05 Program
Loan 

17 ENE 1930  Power Sector Development Program 
(Project Loan) 74.1 

 
31/10/02 

 
28/11/02 

 
30/06/07 

18 IND 1894  Small & Medium Enterprise Sector 
Dev. Program (Program Loan) 21.1 

 
20/12/01 

 
03/05/02 

 
30/06/05 

Program
Loan 

19 IND 1895  Small & Medium Enterprise Sector 
Dev. Program (Investment Loan for 
the Business Services Support 
Facility) 

 
 

6.6 

 
 
 

20/12/01 

 
 
 

19/09/02 

 
 
 

30/06/05 
20 IND 1896  Small & Medium Enterprise Sector 

Development Program (Investment 
Loan for the Lines of Credit) 

 
 

60.0 
 

20/12/01 

 
 

19/09/02 

 
 

19/09/07 
 

DFI 
21 T&C 1312  Third Road Improvement  51.6 15/09/94 21/07/95 31/12/99 31/12/03 97

       

 



 

     Closing Date  
Loan OCR ADF

Approval
Date 

Effective
Date Original Revised Progress

No.     
   

Sector No. Seg Title ($ million) ($ million) 
 

(dd/mm/yy) 
 

(dd/mm/yy) (dd/mm/yy) (% complete)

Net Loan Amount 
        

(dd/mm/yy)
22 T&C 1567  Southern Provincial Roads 

Improvement 29.3 
 

30/10/97 
 

30/04/98 
 

31/12/03 75 
23        

       
 1841     

    
  

     
    

            
         

    

    

    

         
          

T&C 1649  Road Network Improvement 78.6 08/12/98 26/02/99 30/06/05 29
24 T&C 1711  Southern Transport Development 90.6 25/11/99 30/10/02 31/12/06 12
25 T&C  Colombo Port Efficiency and 

Expansion 11.0 
 

27/09/01 
 

07/05/02 
 

 
29/02/04 

26 T&C 1986  Road Sector Development   59.9 19/12/02 30/06/08
27 SOC 1535  Science and Technology Personnel 

Development 19.7 
 

11/09/97 
 

09/06/98 
 

30/06/03 
 

31/12/04 
 

 
60 

28 SOC 1575  Third Water Supply and Sanitation 75.3 06/11/97 17/07/98 30/06/05 44
29 SOC 1632  Urban Development and Low 

Income Housing 71.1 
 

24/09/98 
 

02/03/99 
 

30/06/05 60 
30 SOC 1707 Skills Development 19.1 28/10/99 21/03/00 31/10/06 30
31 SOC 1756 Secondary Education Modernization  52.9 12/09/00 18/12/00 30/06/06 33
32 FIN 1800  Private Sector Development 

Program 89.1 
 

12/12/00 
 

25/01/01 
 

30/06/03 
Program

Loan 
33 FIN 1801  Private Sector Development 

Program (Subprogram I) 
 

15.0 12/12/00 
 

25/01/01 
 

30/06/03 
Program

Loan 
34 MUL 1846  North East Community Restoration 

Development 
 

27.5 
 

16/10/01 
 

 
09/01/02 

 
30/06/07 15 

 
  Total 151.0 1,270.1

ADF = Asian Development Fund, AGR = agriculture and natural resources, ENE = energy, FIN = finance, IND = industry and nonfuel minerals, MUL=multisector, no. 
= number, OCR = ordinary capital resources, OTH = other, Seg = segment (pertaining to loans with more than one withdrawal authority), SOC = social infrastructure, 
T&C = transport and communications  
a Includes ongoing loans only 
Source: Country Detail, Project Performance Report. 
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Loan 

Cumulative 
Contracts/ 

Commitments 

 
Cumulative 

Disbursements Rating

 
 

Potential 

 
 

At  
No. Sector No. Seg Title ($ million) ($ million) IP DO Problema Riskb 

     
1           

      

         
    

    
    

         
         

     
 

AGR 1402 Plantation Reform 52.6 52.3 S S No No
2 AGR 1462  North Central Province Rural 

Development 
 

14.0 
 

14.8 
 

S 
 

S 
 

No 
 

No 
3 AGR 1545 Upper Watershed Management 6.3 6.1 S S No No 
4 AGR 1552  Second Perennial Crops 

Development 
 

9.9 
 

11.3 
 

S 
 

S 
 

No 
 

No 
5 AGR 1639 Tea Development 17.0 18.3 S S No No 
6 AGR 1716 Coastal Resource Management 27.2 7.4 S S No No 
7 AGR 1744  Forest Resources Management 

Sector 
 

4.3 
 

4.1 
 

S 
 

S 
 

No 
 

No 
8 AGR 1757 Water Resources Management 1.4 1.1 S S No No 
9 AGR 1767 Protected Area Management and 

Wildlife Conservation 
 

0.9 
 

0.5 
 

S 
 

S 
 

Yes 
 

Yes 
10 AGR 1849  Southern Province Rural Economic 

Advancement 
 

0.3 
 

0.7 
 

S 
 

S 
 

No 
 

No 
11 AGR 1910  Aquatic Resource Development and 

Quality Improvement 
 

0.0 
 

0.0 
 

S 
 

S 
 

No 
 

No 
12 AGR 1911  Aquatic Resource Development and 

Quality Improvement 
 

0.0 
 

0.3 
 

S 
 

S 
 

No 
 

No 
13 AGR 1913 Plantation Development 0.0 0.0 U S Yes Yes 
14 AGR 1914 Plantation Development 0.0 0.0 U S No No 
15 ENE 1414  Second Power System Expansion 

Sector 
 

70.3 
 

70.5 
 

S 
 

S 
 

No 
 

No 
16 ENE 1929  Power Sector Development Program 30.0 30.6 HS S No No 
17 ENE 1930  Power Sector Development Program 

(Project Loan) 
 

0.0 
 

0.0 
 

S 
 

S 
 

No 
 

No 
18 IND 1894  Small & Medium Enterprise Sector 

Dev. Program (Program Loan) 
 

10.0 
 

10.0 
 

S 
 

S 
 

No 
 

No 
19 IND 1895  Small & Medium Enterprise Sector 

Dev. Program (Investment Loan for 
the Business Services Support 
Facility) 

 
 
 

0.0 

 
 
 

0.6 

 
 
 

S 

 
 
 

S 

 
 
 

No 

 
 
 

No 
20 IND 1896  Small & Medium Enterprise Sector 

Development Program (Investment 
Loan for the Lines of Credit) 

 
 

0.6 

 
 

6.6 

 
 

S 

 
 

S 

 
 

No 

 
 

No 
21 T&C 1312  Third Road Improvement 50.1 48.6 S S No No 
22 T&C 1567  Southern Provincial Roads 

Improvement 
 

28.4 
 

24.8 
 

S 
 

S 
 

No 
 

No 

      
 

      

 



 

      
 

Loan 

Cumulative 
Contracts/ 

Commitments 

 
Cumulative 

Disbursements Rating

 
 

Potential 

 
 

At  
No. Sector No. Seg Title ($ million) ($ million) IP DO Problema Riskb 
23 T&C 1649  Road Network Improvement 46.6 16.7 S S No No 
25     

 

         
         

   

          
          

T&C 1711  Southern Transport Development 81.8 12.0 S S No No 
24 T&C 1841  Colombo Port Efficiency and 

Expansion 
 

9.8 
 

0.0 
 

S 
 

S 
 

No 
 

No 
26 T&C 1986  Road Sector Development  0.0 0.0 S S No No 
27 SOC 1535  Science and Technology Personnel 

Development 
 

16.4 
 

13.3 
 

S 
 

S 
 

No 
 

No 
28 SOC 1575  Third Water Supply and Sanitation 27.6 24.6 S S No No 
29 SOC 1632  Urban Development and Low 

Income Housing 
 

59.8 
 

41.1 
 

S 
 

S 
 

No 
No 

30 SOC 1707 Skills Development 5.4 2.8 S S No No 
31 SOC 1756 Secondary Education Modernization 13.4 8.5 S S No No 
32 FIN 1800  Private Sector Development 

Program 
 

51.2 
 

51.2 
 

S 
 

S 
 

No 
 

No 
33 FIN 1801  Private Sector Development 

Program (Subprogram I) 
 

0.0 
 

0.2 
 

S 
 

S 
 

No 
 

No 
34 MULTI 1846  North East Community Restoration 

Development 
 

5.8 0.8 S S No No 

 Total 641.1 479.8

      
 

DO = development objectives, HS = highly satisfactory, IP = implementation progress, PS = partly satisfactory, S = satisfactory, U = unsatisfactory. 
a  “Yes” for loans with four or more risk factors associated with partly satisfactory or unsatisfactory performance. 
b  A loan is considered "at risk" if it is rated as "PS" or "U" in either implementation progress or development objectives, or if it is a potential problem loan. 
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Table A1.10: Lending Scenarios and Performance Triggers 
 

Low Case Base Case High Case 
   
A. Macroeconomic Management 
Deteriorating fiscal stance. 
 Actual budget deficit in higher than 

0.5% of GDP over the deficit 
target. 

Improved fiscal stance. 
 Actual budget deficit in within the 

range of the deficit target +/- 0.5% 
of GDP. 

Substantially improved fiscal stance. 
 Actual budget deficit in more than 

0.5% of GDP below the deficit 
target. 

Limited progress in extending the tax 
base. 
 Wholesale and retail sector 

outside of the VAT net, continued 
ad hoc use of tax exemptions and 
incentives. 

Extension of the tax base to improve 
revenue mobilization. 
 VAT extended to the whole-sale 

and retail sectors. 

Extension of the tax base to 
substantially improve revenue 
mobilization. 
 VAT extended to the wholesale and 

retail sector, progress in 
rationalizing tax exemptions and 
incentives. 

B. Structural Reforms 
(1) Energy Sector 
Limited action in contracting new cost-
effective, private-sector power 
generation plants. 
 The Government has not achieved 

financial closure on an IPP for 
300MW at Kerawalapitiya. 

 
Timely action in contracting new cost-
effective, private-sector power 
generation plants for the medium term. 
 The Government achieves financial 

closure on an IPP for 300MW at 
Kerawalapitiya. 

 
Timely action in contracting new cost-
effective, private-sector power 
generation plants for the medium and 
long term. 
 The Government achieves financial 

closure on an IPP for 300MW at 
Kerawalapitiya and is in negotiation 
with a private-sector proponent for 
the base-load plant. 

Limited progress in liberalizing the 
retail petroleum sector. 
 No third party selected to 

participate in the retail petroleum 
sector. 

Progress in liberalizing the retail 
petroleum sector. 
 A third party is selected and has 

commenced operations in the retail 
petroleum sector. 

Substantial progress in liberalizing the 
retail petroleum sector. 
 A third party has commenced 

operations in the retail petroleum 
sector, and aviation fuel operations 
are privatized. 

Limited progress in promoting oil and 
gas exploration. 
 Petroleum Resources Act passed 

by Parliament. 

Progress in promoting oil and gas 
exploration. 
 Petroleum Resources Act passed 

by Parliament, and auction of 
offshore blocks completed. 

Substantial progress in promoting oil 
and gas exploration. 
 Petroleum Resources Act passed 

by Parliament, and Government 
enters into a production sharing 
contract with an exploration 
companies. 

(2) Transport Sector 
Limited progress in the road sector 
reforms 
 RDA has contracted out its 

domestic-funded road works 
amounting SLRs1 billion in a year 

 Road Fund has been established, 
with resources from vehicle 
license fees 

 
Progress in road sector reforms  
 RDA has contracted out its 

domestic-funded road works 
amounting SLRs 2 billion in a year 

 Road Fund has been established, 
with resources from vehicle license 
fees, heavy vehicle fees, and fuel 
levy fees; appropriate legislation 
and regulation, and mechanism of 
management, collection and 
disbursement of funds in place. 

 
Substantial progress in the road sector 
reforms 
 RDA has contracted out 50% of its 

domestic-funded road works in a 
year 
 Road Fund has been established 

and fully operational, with 
resources from vehicle license fees, 
heavy vehicle fees, and fuel levy 
fess; appropriate legislation and 
regulation, and mechanism of 
management, collection, and 
disbursement of funds in place. 

(3) Water Supply Sector 
No progress in vesting responsibility 
for regulation of the water supply 
sector with the PUC. 
 Water supply bill not enacted by 

Parliament. 

 
Progress in vesting responsibility for 
regulation of the water supply sector 
with the PUC. 
 Water supply bill enacted by 

Parliament. 

 
Substantial progress in vesting 
responsibility for regulation of the 
water supply sector with the PUC. 
 Water supply bill enacted by 

Parliament and PUC has sufficient 
capacity to regulate the sector. 
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Low Case Base Case High Case 
   
C. Portfolio Performance 
Declining portfolio performance. 
 More than 1 project with 

implementation delays greater 
than 10%. 

 Declining disbursement ratio for 
project loans. 

 Some program loan tranches 
scheduled for the year delayed. 

 Deteriorating compliance on loan 
covenants. 

 1 or more projects with overdue 
auditor’s reports. 

 
 

Consistent portfolio performance. 
• No more than 1 project with 

implementation delays greater than 
10%. 

• Disbursement ratio for project loans 
increasing by up to 1 percentage 
point. 

• All program loan tranches 
scheduled for the year disbursed 
within the year. 

• Improved compliance on loan 
covenants. 

• No projects with overdue auditor’s 
reports. 

Improved  portfolio performance. 
• No projects with implementation 

delays greater than 10%. 
• Disbursement ratio for project 

loans increasing by more than 1 
percentage point. 

• All program loan tranches 
scheduled for the year disbursed 
within the year. 

• Substantially improved compliance 
on loan covenants. 

• No projects with overdue auditor’s 
reports. 

 
CEB = Ceylon Electricity Board, GDP = gross domestic product, MW = megawatt, IPP = independent power producer, PUC 
= Public Utilities Commission, RDA = Road Development Authority, VAT = value added tax. 
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Table A1.11: Assistance Pipeline for Lending Products, 2004–2006 

 
 Year of
Sector       

        
Poverty Project Cost ($ million) 

  Project/Program Classifi- Thematic Preparatory ADB Co-
Name   cation DivisionPriority Assistance Total OCR ADF Total Gov't financing
           
2004 Firm Loans           

          
          

         
         

     
          
         
          

          
         
          
          
          

      
          

           

          

        

Industry and Finance 
 1.   Private Sector Development OTH ECO/PSD SAGF 2003 tbd 60.0 10.0 70.0 tbd tbd
           (Subprogram II)           
           Subtotal     tbd 60.0 10.0 70.0 tbd tbd 

  
 Social Infrastructure  
     2.  Secondary Education Modernization II PI HD/GD SASS 2002 97.0 0.0 40.0 40.0 17.0 40.0
               Subtotal 97.0 0.0 40.0 40.0 17.0

 
40.0

 
      Transport 
     3.  Technical Assistance Loan for Road  

 
OTH ECO/PSD

 
SATC 2002 tbd 0.0 10.0 10.0 tbd tbd

          Project Preparation
               Subtotal tbd 0.0 10.0 10.0 tbd tbd
 
 Others 
     4.   Public Sector Resource Management  
 

PI GG/ECO/ SAGF 2002 tbd 20.0 30.0 50.0 tbd tbd
OTH

     5.   North East Community Restoration CPI HD/GD SLRM 2002 tbd 0.0 40.0 40.0 tbd Tbd
           and Development II (NECORD II)           
               Subtotal 
 

    tbd 20.0 70.0 90.0 tbd tbd 

                Total 
 

    tbd 80.0 130.0 
 

210.0 tbd tbd 
 

ADB = Asian Development Bank, ADF = Asian Development Fund, CPI = core poverty intervention, ECO =economic, ENV = environmental protection, GD = 
gender and development, GG = good governance, HD = human development, OCR = ordinary capital resources, OTH = others, PI = poverty intervention, PSD = 
private sector development, SAAE = South Asia Agriculture, Environment and Natural Resources Division, SAGF = South Asia Governance, Finance and Trade 
Division, SAEN = South Asia Energy Division, SASS = South Asia Social Sectors Division, SATC = South Asia Transport and Communications Division, tbd = to 
be determined. 
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 Year of
Sector       

        
Poverty Project Cost ($ million) 

  Project/Program Classifi- Thematic Preparatory ADB Co-
Name   cation DivisionPriority Assistance Total OCR ADF Total Gov't financing
           
2005 Firm Loans           

         
         

      

          
          
          

         
      

         
        
          
       

       

          
          
          

          

 Social Infrastructure  
     1.  Human Resource Investment PI ECO SASS 2003 tbd 0.0 20.0 20.0 tbd tbd
     2.  Basic Social Infrastructure  CPI  HD/ENV SASS 2003 tbd 0.0 50.0 50.0 tbd tbd
          Development           
                Subtotal tbd 0.0 70.0 70.0 tbd tbd
 
      Transport 
     3.  Colombo Port South Harbor  

 
OTH ECO/PSD

 
SATC 2001 640.0 100.0

 
0.0 100.0

 
90.0

 
450.0

          Development
     4.  National Highway Sector  

 
OTH ECO/PSD

 
SATC 2002 110.0 0.0 60.0 60.0 40.0

 
10.0

          Development
                Subtotal 
 

750.0 100.0
 

60.0 160.0
 

130.0
 

460.0

                Total 
 

    tbd 100.0 
 

130.0 
 

230.0 
 

tbd tbd 

       Standby           
       5.  Greater Colombo Waste Water PI ENV/HD SASS 2004 tbd 20.0 0.0 20.0 tbd 130.0
            Management 
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Table A1.11 (continued): Assistance Pipeline for Lending Products, 2004–2006 
 

 Year of
Sector       

        
Poverty Project Cost ($ million) 

  Project/Program Classifi- Thematic Preparatory ADB Co-
Name   cation DivisionPriority Assistance Total OCR ADF Total Gov't financing
           
2006 Firm Loans           

      
         

          
         

      
        

          
         

      
      

          
          
          
          

          
          
          

          
          
          

           

          
          

       

          
          
          

          

     Agriculture and Natural Resources     
     1.  Commercialization of Agriculture CPI ECO/PSD SAAE 2004 tbd 30.0 20.0 50.0 tbd tbd
                Subtotal tbd 30.0 20.0 50.0 tbd tbd

  
      Energy     
      2.  Rural Electrification PI ENV/GD/ 

ECO 
SAEN 2004 tbd 0.0 50.0 50.0 tbd tbd

                Subtotal tbd 0.0 50.0 50.0 tbd tbd
  

 Industry and Finance     
     3.  Small and Medium Enterprise OTH  ECO/PSD SAGF 2004 tbd 60.0 0.0 60.0 tbd tbd
          Development II           
                Subtotal tbd 60.0 0.0 60.0 tbd tbd
 
      Social Infrastructure 
     4.  Greater Colombo Waste Water  

 
PI ENV/HD SASS 2004 tbd 20.0 0.0 20.0 tbd 130.0

          Management
                Subtotal 
 

tbd 20.0 0.0 20.0 tbd 130.0

      Transport           
      5.  Road Network Sector Development OTH ECO/PSD SATC 2005 tbd 0.0 60.0 60.0 tbd tbd
                Subtotal 
 

tbd 0.0 60.0 60.0 tbd tbd

      Others           
      6.  Pilot Service Delivery and Technical OTH GG SAGF 2005 tbd 10.0 10.0 20.0 tbd tbd
           Assistance Loan           
                Subtotal 
 

tbd 10.0 10.0 20.0 tbd tbd

                Total 
 

    tbd 120.0 
 

140.0 
 

260.0 
 

tbd tbd 

       Standby           
       7.  Distance Education Public-Private OTH ECO/HD SASS 2005 tbd 0.0 50.0 50.0 tbd tbd
            Partnership 
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   Sources of Funding  
 ADB Others

Sector Responsible   Amount  Amount Total Assistance  
($'000) Source ($'000) 

  
2004      

     
        

         
      

     
  

     
     
     

       
     
     

         
       

     

         
       

     
        

         
       
         
         

 Agriculture and Natural Resources 
  1.  Commercialization of Agriculture SAAE PP TASF 800 0 800

          Subtotal 
 

800 0 800
 

 Energy 
      2.  Rural Electrification (standby 2003) SAEN PP TASF 600  0 600
                Subtotal 600  0 600
  
 Industry and Finance 
      3.  Financial Sector Development &       
           Product Innovation (Cluster Technical SAGF ID/ETSW  0 tbd 700 700 
           Assistance)       
                Subtotal 0 700 700
  
 Social Infrastructure 
  4.  Greater Colombo Waste Water SASS PP tbd 1,000  0 1,000 
       Management       

          Subtotal 1,000 0 1,000
 

 Transport 
  5.  Road Sector Master Plan SATC ETSW TASF 1,000  0 1,000 

      Subtotal 1,000 0 1,000
 

 Others 
  6.  Implementing National Resettlement SATC/SAEN ID TASF 100 0 100
       Policy      
  7. Improving Service Delivery  (Cluster  SAGF ID  0 tbd 600 600 
       Technical Assistance)        

          Subtotal 
 

100 600 700

               Total 3,500 1,300 4,800
  

     

Assistance Name Division Type Source ($'000) 
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ADB = Asian Development Bank, ETSW = economic, thematic, and sector work, ID = institutional development, PP = project preparatory, SAAE = South Asia 
Agriculture, Environment, and Natural Resources Division, SAGF = South Asia Governance, Finance and Trade Division, SAEN = South Asia Energy Division, 
SASS = South Asia Social Sectors Division, SATC = South Asia Transport and Communications Division, TASF = Technical Assistance Special Fund, TBD = to be 
determined. 



 

 54 
Appendix 1 

 
 

Table A1.12 (continued): Assistance Pipeline for Nonlending Products and Services, 2004–2006 
 
   Sources of Funding  

 ADB Others
Sector Responsible        Assistance Amount Amount Total
Assistance Name Division  

   
Type Source

 
 ($'000) Source ($'000) 

 
($'000) 

 
2005      

     

       
     
     

         
       

     
     

         
       
         
      

 Industry and Finance 
      1.  Financial Sector Development &       
           Product Innovation (Cluster Technical SAGF ID/ETSW TASF 500 tbd 500 1,000 
           Assistance)       
      2.  Small and Medium Enterprise SAGF PP tbd 500  0 500 
           Development II        
                Subtotal 1,000 500 1,500
  
 Social Infrastructure 
  3.  Local Governance in Rural Water SASS ID TASF 500  0 500 
       Supply and Sanitation       
  4.  Distance Education Public-Private  SASS PP TASF 600  0 600 
       Partnership       
  5.  Jaffna Water Supply and Waste SASS PP TASF 800  0 800 
       Water Management II       

      Subtotal 1,900 0 1,900
 

 Others 
  6.  Improving Service Delivery  (Cluster  SAGF PP tbd 500 tbd 500 1,000
       Technical Assistance)       

          Subtotal 
 

500 500 1,000

               Total 
 

3,400 1,000 4,400
 

     

 

 



 

 
Table A1.12 (continued): Assistance Pipeline for Nonlending Products and Services, 2004–2006 

 
   Sources of Funding  

 ADB Others
Sector Responsible      Assistance Amount  Amount Total
Assistance Name Division  

   
Type Source

 
 ($'000) Source ($'000) 

 
($'000) 

 
2006      

     

       
     
     

  
        
       

     

        
       

     

        
       
         
      

 Agriculture and Natural Resources 
      1.  Enhance Commercialization in  SAAE ID TASF 500  0 500 
           Agriculture (piggy-backed)       
                Subtotal 500 0 500
  
 Energy 
     2.  Energy Sector Review SAEN ETSW TASF 500  0 500 
     3.  Capacity Building in Oil and Gas  

 
SAEN ID 

 
TASF 

 
300  0 

 
300 

          Exploration
 

 
         Subtotal 800 0 800
 

 Industry and Finance 
     4.  Private Sector Development III 

 
SAGF PP TASF 500  0 500 

         Subtotal 500 0 500
 

 Social Infrastructure 
     5.  Secondary Towns & Community- SASS PP TASF 500 tbd 500 1,000 
          based  Water Supply & Sanitation II       
     6.  Secondary School Teachers’ Training 

 
SASS PP tbd 800  0 800 

         Subtotal 
 

1,300 500 1,800

               Total 
 

3,100 500 3,600
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PROCESS OF COUNTRY STRATEGY AND PROGRAM PREPARATION 
 

 
1. The Country Team (CT) started the process of preparing the country strategy and 
program (CSP) in 2002 when the Asian Development Bank (ADB) President Chino visited soon 
after the ceasefire agreement was signed on 25 February 2002. The poverty reduction 
partnership agreement (PRPA) between ADB and the Government of Sri Lanka was also signed 
during the visit on 8 March 2003 based on a participatory poverty assessment and analysis.1 
Pre-CSP analyses and assessments were undertaken from April 2002 in close consultation with 
the Government of Sri Lanka. A stock-taking meeting was held in October 2003 soon after the 
beginning of the first round of peace talks in late September 2002. The stock-taking meeting 
agreed on the rationale and fundamentals of development context for the new CSP including (i) 
the prospects for a lasting peace; and (ii) the Government’s new development strategy 
incorporating the national poverty reduction strategy, which is fully consistent with the PRPA. As 
such, the CSP process was linked to the progress of the peace process and the related key 
events including the Tokyo Conference on Reconstruction and Development of Sri Lanka (the 
Tokyo Conference). Assessments on governance and public management, private sector 
development, gender, and debt sustainability were subsequently undertaken to support the CSP 
preparation. The CT continued to update the pre-CSP analyses and assessment and undertook 
evaluation of previous CSP and assessment of strategies and assistance by other funding 
agencies in December 2002 when the Government announced its economic reform program of 
“Regaining Sri Lanka” (RSL). 
 
2. Consultations with relevant stakeholders at all levels continued throughout the process. 
On 5 February 2003, a joint strategy seminar was organized by Japan Bank for International 
Cooperation (JBIC), World Bank and ADB in Tokyo to exchange views on respective strategy 
formulation.2 Over 200 participants from academia, private sector and civil society attended the 
presentations and discussions. Local consultations at village level took place later in February 
2003. Eight local consultative meetings3 in the North (1), North Central (1), East (3), and South 
(3) regions of the country were held reflecting conflict and non-conflict areas, government, and 
Liberation Tigers of Tamil Eelam controlled areas, dry and wet zones, and ADB-project and 
non-project areas. Participation totaling about 400 ranged from 22 to 80 people in each meeting. 
Women participation ranged from 8 to 25 in each meeting and represented one third of the total 
on average. Representation included those of farmers, fishermen, traders, rural development 
societies, credit societies, women’s association, and nongovernment organizations. Four 
meetings in the North and East were predominately returnees of internally displaced people 
(IDPs).4 Participants were invited to express any significant changes in the community that 
affected people’s well-being and economic activities over the past 5 to 10 years, followed by 
recent changes and development. Their development needs and priority were discussed at the 
end of each meeting. 
 
3. While the observations in these meetings did not intend to translate and/ or substantiate 
any new findings and recommendations, they do help to secure first-hand knowledge of 
development experiences and future needs at local levels as well as assure good practices and 

                                                 
1  2001. ADB. Poverty Reduction in Sri Lanka: Issues, Findings, and Approaches. Manila. 
2  World Bank’s Country Assistance Strategy was discussed by their Board on 01 April 2003 and JBIC’s Loan 

Assistance Strategy for Sri Lanka was approved on 06 November 2003. Annual assistance from ADB, JBIC and 
World Bank amounts to about 80% of the development budget. 

3  Nedunkerney, Vavuniya; Kebitigollawa, Anuradhapurna; Kuchivelu, Trincomalee; Valachchenai, Batticaloa; 
Kalmunai, Batticaloa; Thenagallanda, Moneragala; Ratupasgodalla, Hambantota; and Rahula Junction, Matara. 

4  Including the IDPs in welfare camps of Kalmunai, Batticaloa waiting to be resettled back to their home villages. 
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raise concerns on doubtful ones. Significant and positive changes since the ceasefire 
agreement was signed a year ago were expressed in terms of the mobility of people and goods. 
While generally hopeful and longing for the success in the peace process, people in the North 
and East showed impatience and distrust of the Government in past development and future 
rehabilitation efforts. In the East, tensions between Muslim and Tamil communities remained 
obvious. It was also observed that the modality and scope of the ongoing ADB-financed North 
East Community Restoration and Development Project are appropriate and relevant in the North 
and East. Demonstrated activities and improvements on the ground will help promote 
confidence-building and support the peace process. In the dry zone, better and systematic ways 
of rehabilitating existing tanks for irrigation to raise agricultural production need to be pursued. 
Medium- to long-term solutions will need to be examined to meet the expanding needs of 
irrigation and drinking-water requirements. Measures also need to be formulated and 
undertaken to contain the growing dissatisfaction of the educated unemployed through effective 
interventions in the short, medium, and long term to mitigate the hidden instability and reduce 
underutilization of human resources. Development needs vary according to the existing 
development context and facilities at village level as observed in these meetings. 
 
4. High-level consultations took place during President Chino’s second visit to Sri Lanka on 
6–8 March 2003 followed by initial consultation to confirm with the Government, civil society, 
private sector, and external funding agencies on key development issues and proposed 
strategic focus of ADB operations. ADB’s continued strong support to the peace process was 
confirmed during various consultations including both at local and national levels. Peace 
dividends would materialize through assistance to (i) rehabilitate and reconstruct the conflict-
affected areas and (ii) implement the economic reform program and promote broad-based 
economic growth to create jobs and reduce poverty in the entire country. Following an initiating 
meeting in late April 2003, the strategic focus of ADB operations was decided based on the 
sector and thematic analyses and assessments as well as stakeholder consultations. The CT 
updated the sector and thematic strategies and roadmaps and concept papers and identified 
cofinancing possibilities in close consultation with relevant stakeholders including the sector and 
steering committees established for the implementation of RSL. In addition, these updates also 
took into consideration the needs assessment for the conflict-affected and conflict related areas 
jointly undertaken by ADB, World Bank, and the United Nations. Consultation with relevant 
stakeholders continued and agreement with the Government was confirmed on the selection of 
sectors, thematic areas, and the assistance program in May 2003. 
 
5. The Tokyo Conference in June 2003 finalized the overall country development program 
in the medium term including the needs assessment of the conflict-affected and conflict related 
areas and the possible available financial resources for implementation. A draft CSP 
incorporating outcomes of the process and events was presented for ADB management 
guidance in July 2003. Another round of consultations were undertaken in mid-July 2003 with 
the Government, nongovernment organizations, private sector, academia, and external funding 
agencies to confirm the new CSP and its implementation. The process initiated in the CSP 
formulation will continue such that the inclusive process will be maintained throughout its 
implementation. The annual CSP update exercise will utilize the momentum of the process to 
facilitate effective monitoring and evaluation of the CSP implementation. As ADB considers 
increasing the assistance program to meet the emerging needs and future challenges of the 
country, the annual CSP update becomes a crucial tool to verify and revise the assistance 
program to ensure its relevance, effectiveness, and efficiency. 
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COUNTRY THEMATIC AND SECTOR STRATEGIES AND PLANS 
 
This appendix contains the country thematic and sector strategies and plans. 
 

A. Poverty 
B. Gender and Development 
C. Agriculture and Natural Resources 
D. Governance and Public Management 
E. Transport Sector 

1. Roads and Road Transport 
2. Port 

F. Energy Sector 
G. Financial Sector 
H. Private Sector Development (including SMEs) 
I. Education Sector 
J. Water Supply and Sanitation 
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A. Poverty 
 
1. Much of the formal analysis of poverty in Sri Lanka over the past 20 years has excluded 
the war-torn North and East. The most recent official poverty survey was undertaken in 20021 
but, at the time of country strategy and program (CSP) preparation, results had not been 
finalized. Prior to this, the most recent surveys—dating from the 1990s—omit the North and 
East and are not strictly comparable with one another for technical reasons.2 While it is thus 
unsafe to draw definitive conclusions about precise poverty levels or trends during the 1990s, it 
can be inferred that poverty was relatively high throughout the period and that it was higher in 
parts of the South and in the North and East than elsewhere. This picture remains broadly 
accurate, although interim results of the 2002 survey indicate that the headcount poverty 
incidence may have remained about the same. But, whatever the poverty situation in the rest of 
the country, poverty and human deprivation in the North and East are aggravated by the 
destruction, dislocation, and emotional stress of protracted conflict. Nevertheless, in terms of its 
general human development index, the country ranked 89th out of 173 countries in 2000 and 
achieved the highest level in South Asia (0.74), largely as a result of universal access to health 
and education since the 1940s and a continuing commitment to investment in the social sectors.  
 

1. The Extent of Consumption Poverty 
 
2. Ignoring apparent changes in the incidence of poverty itself, therefore, about 20% of Sri 
Lanka’s population in the first half of the 1990s was poor according to the lower poverty line, 
and over 30% according to the higher poverty line. Moreover, the sizable difference between the 
two headcount measures—over 10% of the population—indicates that, while the former may be 
classified as chronically poor, the latter were vulnerable to chronic poverty or to periods of 
chronic poverty, possibly caused by a poor harvest, unemployment, or the death or illness of a 
family breadwinner. Even those marginally above the higher poverty line would be similarly 
vulnerable, while the position in the North and East is not known with confidence but presumed 
to be worse than elsewhere in the country. Generally speaking, therefore, one might say, 
“…close to half of the population would either experience or be vulnerable to the risk of 
consumption poverty—a situation not terribly unlike that reported in other parts of developing 
Asia.”3 As noted above, this contrasts sharply with Sri Lanka’s broader social achievements. 
 

Table A3.1: The Incidence of Poverty in the 1990s (%)  
Poverty Line 1990/91 1995/96 1996/97 

Lower Poverty Line 20 25 19 
Higher Poverty Line 33 39 31 

  Source: Department of Census and Statistics, Household Income and Expenditure Survey, 1990/91 
  and 1995/96, and Central Bank, Consumer Finances and Socioeconomic Survey, 1996/97. 
 
3. Nationally, poverty in male-headed households was little different from that in female-
headed households: 39% and 38%, respectively. It was only in urban areas that the incidence of 
poverty was significantly lower in male-headed households (23%) than in female-headed 
households (30%). However, unemployment rates among women are double those of men 
(although they fell more quickly during the 1990s), wage rates typically lower, and they suffer 
from gender stereotyping in job availability (Theme B). 
                                                 
1  The Department of Census and Statistics, Household Income and Expenditure Survey - 2002.  
2  The Department of Census and Statistics and the Central Bank surveys differ in sample size and they define the 

least-cost and nonfood bundles differently. Their lower and higher poverty lines also differ. In addition, severe 
drought in 1995/96 could explain the apparent rise in poverty in the mid-1990s. 

3  Asian Development Bank. 2001. Poverty Reduction in Sri Lanka: Issues, Findings, and Approaches. October, p. 4.  
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2. Regional Variations in the Distribution of Poverty 
 
4. The incidence of poverty varies significantly from province to province. According to the 
1995/96 survey, for example, the incidence of consumption poverty according to both poverty 
lines was particularly high in Uva, North Western, North Central, and Sabaragamuwa provinces, 
moderately so in Central and Southern provinces, and lowest by a significant margin in Western 
Province (see Table A3.2). However, provincial variations in total population lead to a somewhat 
different picture. Using the higher poverty line, for example, Western Province had the largest 
total number of poor (but the lowest incidence of poverty) and North Central Province had the 
smallest total number of poor (but the third highest incidence of poverty), consequent upon the 
former having over four times the population of the latter. The ranking of poverty by province 
thus varied according to whether one refers to relative or absolute numbers of poor. However, 
income inequality within provinces, in terms of the Gini coefficient, was relatively low.4 
 

Table A3.2: Incidence of Poverty, by Province, 1995/96 (%) 
 

 
Province 

 

Lower 
Poverty 

Line 

Higher 
Poverty 

Line 

Proportion 
of the 

Total Poor 
Western 14 23  19 
Central 28 43  17 
Southern 26 41  18 
North Western 34 52  16 
North Central 31 47            7 
Uva 37 55  10 
Sabaragamuwa 32 47  14 
Sri Lanka 19 31         100 

         Source: Department of Census and Statistics, Household Income and Expenditure  
                     Survey, 1995/96 and Population Census, 1981. 

 
5. Data also indicate that the (relative) incidence of poverty varied inversely with the level 
of urbanization. Thus, the Western, Central, and Southern provinces were the most urbanized—
with 47%, 18%, and 15% of their total populations, respectively, classified as urban—and had 
the lowest incidences of poverty. On the other hand, Uva and North Western provinces—each 
with 6% of their populations classified as urban—were the least urbanized and had the highest 
incidences of poverty, while Sabaragamuwa and North Central provinces—each with 7–8% of 
their populations classified as urban—ranked in terms of poverty levels only slightly above them. 
This implies that those areas that had become progressively more urbanized tended to have 
smaller proportions of their populations living below the poverty line, although absolute numbers 
often remained high, and this is generally supported by the fact that those rural families earning 
a higher proportion of their income from nonfarm sources were more prosperous than those 
earning lower proportions. 
 
6. As with provinces, there is significant variation in consumption poverty among districts, 
and a broadly similar correlation between the incidence of poverty in individual districts and their 
proportions of urban population. Thus, Colombo district had the lowest incidence of poverty 
(19%) and the highest extent of urbanization (74%), yet a relatively high proportion of the total 
national number of poor (about 7%). Conversely, Moneragala had the highest incidence of 
poverty (66%) and the lowest rate of urbanization (2%), yet a relatively low share of the total 

                                                 
4  Government of Sri Lanka. Regaining Sri Lanka. Part II, Annex 2, Table 3. 



  Appendix 3  61

number of Sri Lanka’s poor (about 4%). Kurunegala, Ratnapura, Puttalam, and Anuradhapura 
also had high poverty levels with low urbanization, while Matale, uniquely, had relatively high 
levels of both poverty and urbanization. 
 
7. Reviewing the data for consumption poverty alongside those for human development,5 
some provinces and districts combined relatively low levels of poverty with low levels of human 
deprivation, others combined relatively high levels of both, and others combined relatively high 
levels of poverty with relatively low levels of deprivation. It is thus possible that a particular area 
can be poor in terms of consumption but relatively better off in terms of human development, 
largely when such an area has access to electricity and to water and sanitation. Thus, the 
Western and Southern provinces rank lowest in terms of poverty and highest in terms of the 
United Nations Development Programme (UNDP) human development index (HDI), while Uva 
Province ranks highest in terms of poverty and lowest in terms of HDI. The ranking of other 
provinces according to the two indices varies a little, indicating the power of access to 
infrastructure to ameliorate the effects of low income levels more generally. This is particularly 
marked in Western Province where so much of Sri Lanka’s modern development—in terms of 
industry, infrastructure, and urbanization—has tended to be concentrated, with beneficial effects 
on relative poverty levels in the province. 
 
8. In terms of districts, the three districts of Western Province—i.e., Colombo, Gampaha, 
and Kalutara—had the lowest measures of both human and consumption poverty, although the 
ranking of the first two of these districts varies according to the index used. Beyond these three, 
the degree of human deprivation was lowest in Kandy (17%) although the poverty incidence 
exceeded 40%. While average incomes in Kandy were low, therefore, the extent of human 
deprivation was less than in many districts with higher average incomes, largely because 
access to electricity, water, sanitation, roads, and communications was better than in most 
others, and adult illiteracy was lower than in many. Moreover, this is despite the fact that 
urbanization in the district was relatively low. At the other end of the scale, however, deprivation 
was worst in Nuwara Eliya (where 31% suffer human poverty), Moneragala (29%), Polonnaruwa 
(28%), Badulla (27%), Ratnapura (25%), and Kegalle (24%). In these districts, access to 
infrastructure is often very poor although average incomes can be relatively high, as in 
Polonnaruwa and Nuwara Eliya. The correlation between human poverty and human 
development, therefore, is complex and often inconsistent, and can have crucial implications for 
the project interventions one introduces to reduce poverty. 
 

3. Sector and Occupational Variations in the Distribution of Poverty 
 
9. The incidence of poverty was higher in rural areas than in urban areas,6 whichever 
poverty line is used as the reference point, which is consistent with the earlier findings regarding 
the general relationship between poverty and urbanization. In 1995/96, for example, the 
differences in consumption poverty using the higher poverty line indicate that 25% of the 
population of urban areas, 41% of the population of rural areas, and 45% of the estate sector 
were poor. Moreover, in terms of the total number of poor living in these sectors, the urban poor 
constituted 8% of the national total, the rural poor 88%, and the estate sector poor 4%. In 
overall terms, poverty in Sri Lanka is thus overwhelmingly a rural issue, although poverty and 
human deprivation were highest in the estate sector—where access to social infrastructure was 
the least developed—and pockets of urban poverty, especially in Western Province around 
Greater Colombo, were significant numerically. 

                                                 
5  UNDP. Sri Lanka National Human Development Report. 1998. Colombo. Chapter 2.   
6   Changing definitions of rural or urban areas complicates tracing changes in rural-urban poverty over time. 
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10. Available data do not show a close relationship between unemployment and poverty, 
indicating that poverty is essentially a problem for the working poor, albeit for the most part the 
underemployed working poor. Occupationally, farmers constituted 41% of the total number of 
poor in 1995/96, followed by production workers (37%) and sales’ workers (8%). The 
unemployed constituted only 5% of the total number of poor and the incidence of poverty among 
them was 28%. In contrast, 59% of workers in the mining and quarrying sector were poor 
(although they constituted only 2% of the total number of poor), and 51% of workers in the 
agriculture sector were poor (representing 42% of the total poor), 44% of construction workers 
were poor (representing 7%), 36% of manufacturing workers were poor (contributing 11%), and 
30% of wholesale and retail trade workers were poor (contributing 9%). 
 
11. Accordingly, most of the poor are found among (i) workers and the self-employed living 
in remote areas that lack basic amenities; (ii) landless workers engaged in low-wage, irregular 
occupations, e.g., agriculture, mining and quarrying, construction, and the informal sector; 
(iii) farmers cultivating low value crops, such as paddy, on very small farms; (iv) plantation 
workers; (v) workers in the fisheries and livestock sectors where growth rates are low or 
declining; (vi) squatter settlers cultivating marginal land; (vi) workers in small, cottage industries 
providing low value services in low income markets; (vii) individual craftsmen having irregular 
work; (viii) people internally displaced by the conflict; (ix) people living in urban slums and social 
outcasts; and (x) pensioners whose pensions have declined in real terms. 
 
12. The poor also include working children. A survey undertaken in 19997 indicates that, of 
the 4.3 million children in the age group of 5–17 years, over 900,000 of them (21%) were 
engaged in some form of economic activity, and nearly 500,000 of these were below 15 years of 
age. Of the working children below 15, 62% were boys and 95% were in rural areas. 
 

4. Poverty and Education 
 
13. Not surprisingly, there is clear evidence to show that the incidence of poverty declines as 
the level of education attained rises.8 The incidence of poverty is highest in those households 
where the principal income-earner has no schooling (58%),9 lowest in those where the principal 
income-earner is a graduate (5%); it falls successively as the principal income-earners attain 
primary, lower secondary, upper secondary, and university levels. Those households in which 
the principal income-earners attain only primary education constitute 35% of the total number of 
poor, and those households where the principal income-earners attain lower secondary 
schooling constitute another 26%. Collectively, those households where the principal income-
earners leave school before the General Certificate Examination O Level examination (at the 
end of lower secondary)—including those with no schooling—constitute around 90% of the total 
number of Sri Lanka’s poor. Education is thus an important passport for escaping poverty. 
 
14. However, the quality of the education is often poor. Thus, while net enrollment rates and 
literacy are relatively high, the generally poor quality of education limits the potential impact that 
comparatively high quantitative indicators might suggest, and it diminishes their real value to 
society. Such qualitative factors should also be taken into account when describing Sri Lanka’s 
education indicators as being better than countries with similar, or even higher, income.  
 
 

                                                 
7   Department of Census and Statistics, Child Activity Survey, 1999. 
8   Government of Sri Lanka. Regaining Sri Lanka. Annex 2, Table 12. 
9  Although the incidence of poverty is highest among this group, it constitutes only 8% of the total poor. 
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15. In the first place, the quality of education available to the poor in Sri Lanka—especially in 
rural areas—is significantly worse than that available to the more affluent or urban pupils; and, 
in the second, the curricula offered—including those in the technical and tertiary institutions—
are outdated, rarely consistent with the needs of the private sector or modern technology, 
mostly geared to the needs of administrative occupations, and a major contributory cause of 
high unemployment rates among Sri Lanka’s youth. During the late 1990s, for example, 36% of 
the 14–18-year age group, and 30% of the 19–25-year age group, was unemployed. Even 
among more educated youth—i.e., those with A Level qualifications—the unemployment rate 
was 24%. That these youth do not add to poverty levels is indicative of the fact that they rely on 
their extended families for support but, even so, they constitute a significant underutilization of 
economic resources and a potential source of social instability. 
 

 Box 1: Profile of the Unemployed 
 
Gender  : 49% are female and 51% male. 
Age  : 67% are 20–29 years of age. 
Education : 50% have GCE O Level or above. 
Duration : 77% are unemployed for over 1 year. 
Spatial  : One third in Western Province and one fifth in Southern Province. 
Attitudes, etc. : Many/most have aspirations for white collar employment. 
 
Source: Ministry of Employment and Labour. 2002. Draft National Employment Policy for Sri Lanka. May, p. 11. 

 
 
 
 
 
 
 
 
 
 
 

5. Poverty in the North and East 
 
16. The conflict has caused extensive damage. Hostilities cut the contribution of the main 
conflict areas from 15% of national GDP in the 1980s to 7.5% in 2001, and caused 65,000 
deaths, 800,000 internally displaced people,10 countless injuries, and major damage to physical 
infrastructure (roads, bridges, harbors, buildings, schools, health facilities, etc.). They also led to 
extensive relocation of people and investment to elsewhere nationally or abroad; major losses 
of productive assets; little new investment for 20 years; pervasive disruption in the movement of 
people, goods, services, and trade; breaks in marketing, distribution, and agency chains; and 
the substitution of outlays on military operations for critical economic and social expenditure.11 
Every sector and innumerable people have been affected; psychological disorders—especially 
among children—have increased; and food security has fallen. 
 
17. However, there are no reliable estimates of the incidence of poverty in the region, given 
the earlier difficulties of conducting comprehensive surveys, and the results of the 2002 survey 
are not yet available. The Government has nevertheless adopted the working assumption that 
poverty in this region is approximately comparable to that of Uva Province, the poorest province 
in the rest of the country. This implies that about half the population of North and East provinces 
is poor, but that it is a poverty whose harshness is exacerbated by the violence, desperation, 
and traumas left behind by war. 
 
 
 

                                                 
10 This represents about 42% of the 1.9 million people estimated to be in the areas of conflict in 2001. 
11 Defense expenditures have increased from 1.3% of GDP in 1980 to 4–6% in recent years, the latter being more 

than that allocated to health and education combined. 
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6. Causes of Poverty 
 

18. Essentially, the Government has identified nine interrelated, mutually reinforcing causes 
of poverty in Sri Lanka,12 although the extent to which any one cause, or group of causes, 
applies to a given area naturally varies. These basic causes are:  
 

(i) Inadequate growth and income redistribution, and what growth there has been, 
has not trickled down to the poor. 

(ii) The civil conflict in the North and East, which has not only caused extensive 
suffering and dislocation in the region but has also sharply reduced the economic 
contribution of the region to national development, led to mounting defense 
expenditures, restrained growth in social expenditures, discouraged investment, 
and stifled tourism. 

(iii) Isolation and a lack of integration into the mainstream economy, which has both 
reduced local production possibilities and slowed the inflow of growth benefits 
from elsewhere. 

(iv) The limited access to high-quality education, thereby impeding the growth in the 
skills that are required by a modern, technically sophisticated, private sector 
economy. 

(v) The limited access to basic social services, especially but not solely inadequate 
drinking water and sanitation in both rural and some peri-urban areas, and road 
communications in many rural areas. 

(vi) The slow growth in agriculture and agricultural productivity, especially given the 
fact that some 40% of the labor force is dependent on this sector for their 
livelihoods. 

(vii) The lack of clear land tenure, thereby restraining the use of land as collateral, 
inhibiting farm investment, and generating insecurity. 

(viii) Environmental degradation—especially deforestation, soil erosion, coastal 
erosion, water pollution, etc.—which, aside from the degraded sustainability of 
the resource base itself, has led to diminishing current yields (and thus income) 
in many areas. 

(ix) The social exclusion and powerlessness felt by many of the poor, and the 
apparent or real lack of voice many consider they have in the decisions that 
affect them directly. 

 
7. Barriers to Poverty Reduction 

 
19. The Government has implemented poverty reduction interventions in Sri Lanka for many 
years, and has also implemented parallel subsidy programs to help to alleviate the plight of the 
poor. However, these have proved not to be effective and, by implication, will continue to be 
ineffective unless certain reforms are introduced. The Government now recognizes this, and its 
poverty reduction strategy lists five main factors that continue to impede poverty reduction:13 
 

(i) The politicization of poverty programs, namely the introduction of political bias to 
the selection of beneficiaries (e.g., under the Janasaviya and Samurdhi 
programs). 

(ii) The obstruction of structural change and urbanization consequent upon the 
restrictions on the use of urban land owned by the Government and labor market 
overregulation. 

                                                 
12 Regaining Sri Lanka. Annex 2, pp. 123-129. 
13 Regaining Sri Lanka.  Annex 2, pp. 129-131. 
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(iii) Poor governance by an administration subject to frequent changes, 
administrative delay, antiquated controls and auditing procedures, and complex 
procurement procedures. 

(iv) The overdependence of poverty reduction programs on low-productivity 
agriculture, and inadequate rural infrastructure. 

(v) Inadequate decentralization of finance administration, resulting in systemic 
complexity and fragmentation, cumbersome procedures, inefficiency, etc. 

 
8. Implications for ADB Strategy  

 
20. Reducing poverty is best served by reducing the incidence and impact of these causes 
for the largest number, and by spreading social opportunity more equitably. To achieve these in 
line with the Government’s program in Regaining Sri Lanka, ADB’s strategic priorities will be:  
 

(i) Promoting pro-poor economic growth. 
(ii) Enhancing social development. 
(iii) Supporting improved governance.  

 
21. Addressing these entails targeting support at pro-poor economic growth, with emphasis 
placed wherever possible on backward regions or on those encountering particular hardship, by 
improving physical infrastructure, primarily road connections and energy; raising the quality and 
relevance of education; increasing access of the poor to social services; rebuilding the conflict 
areas and reintegrating them into the national economy; promoting enhanced rural livelihoods, 
commercialization, and diversification; removing legislative and regulatory barriers to private 
investment; improving governance; and, wherever possible, mainstreaming gender concerns. 
 
22. Although Sri Lanka has witnessed an annual average real GDP growth rate of nearly 5% 
for over 20 years and now has an average GDP per head of some $870, poverty—and rural 
poverty in particular—remains extensive. Accordingly, an excessively large section of the 
population has been bypassed by much of the GDP growth that has occurred, with the result 
that growth benefits have been shared unequally. While growth rates need to be accelerated in 
order to provide a basic platform for poverty reduction, such a platform alone is not sufficient. It 
is also crucial to ensure that the poor receive a fairer share of the benefits such acceleration will 
bring. It is the link between GDP growth and poverty reduction that has been weak in the past, 
and it is this relationship—or “connectivity”—that now has to be strengthened as a central part 
of development strategy. Without it, GDP growth will continue to coexist with poverty and 
inequity. 
 
23. But in Sri Lanka, the extent and major causes of poverty vary among people, locations, 
and occupations, as does the extent of social deprivation in areas of equivalent income poverty. 
For example, even in a relatively developed region with a fairly low incidence of income poverty, 
the population density can be such that the absolute number of poor people is higher than in 
regions that are ostensibly much poorer, while income poverty and human deprivation are not 
always positively correlated. The actual poverty situation, therefore, is complex, and it will not be 
effectively addressed by a project that is simply sited in a poor area, or by one that targets a 
characteristic of poverty that happens not to be crucial in the project area (even though the 
project could be superficially classified as being pro-poor). Judgment and careful design are 
needed to select the kind of project that benefits the maximum number of people, is located in 
the most appropriate district, and pinpoints critical local causes of poverty. Inappropriate 
targeting will dilute the impact of any strategy, as it will lead to overstated expectations with 
respect to the likely extent of poverty reduction from project interventions. 
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B. Gender and Development17 
 

1. Introduction 
 
24. Sri Lankan women have a relatively better ‘status’ than women in many other 
economically developing countries but have yet to achieve gender equality or empowerment in 
the context of all the provisions of the UN Convention on the Elimination of All Forms of 
Discrimination against Women.  The country ranked 89th out of 173 countries in 2000 in UNDP’s 
Human Development Index—higher than that suggested by its income—and it attained the 
highest level in South Asia (0.74) and has already met certain Millennium Development Goals. 
While the country has made major progress in promoting human development among women 
and men, women had reached only 69% of the level of human development achieved by men, 
as measured by the Gender Development Index18 (GDI).  According to the Human Development 
Report (2002) Sri Lanka’s GDI in 2000 was 0.737 as compared with the HDI of 0.741 and the 
Gender Empowerment measure was only 0.274. 
 
25. The relatively favorable position of Sri Lankan women can be traced to universal 
suffrage which was introduced in 1931, a Constitution that guarantees gender equality, relatively 
liberal customs and laws;19 government’s social policies since the 1940s that provided 
education and basic health care to all irrespective of gender, complemented by specific 
interventions to advance maternal and child health and to provide subsidized food. The quality 
of the services offered may not always have been high, the level of expenditure on basic 
education and health may have varied from one period to the next, and the range of subsidies 
may have introduced distortions and fiscal stress. But the Government has generally remained 
firmly committed to the social welfare of its citizens. As a result, social indicators for both men 
and women are better than in many countries of similar or even higher income levels, and 
generally speaking, particularly so for women. 
 
26. Despite the favorable social indicators, pockets of gender disparities exist and 
inequalities are reflected in the current legal system and in traditional and contemporary 
patriarchal values.  The armed conflict that engulfed the country during the last two decades 
have exacerbated constraints and generated new social problems resulting in deterioration in 
the quality of life of women. Many women have been thrust abruptly into positions of heads of 
households, responsible for the welfare of their families in the context of deprivation and 
instability. Communities have been disrupted, physical and social infrastructure destroyed and 
productive assets lost. Current challenges facing Sri Lankan women include poverty and 
deprivation as they share a disproportionate burden of survivors in conflict affected areas, 
increased violence against women as a consequence of militarization and forging a space and 
role for women in the peace and reconciliation process 
 
 

                                                 
14 Based on Asian Development Bank, 1999, Women in Sri Lanka, Manila; Asian Development Bank, July 2003, Draft 

Gender Assessment and Strategy of Sri Lanka, Manila; and UNDP, Sri Lanka National Human Development 
Report 1998, Colombo. 

15 For exceptions, see Asian Development Bank, 1999, Women in Sri Lanka.  
16 United Nations Development Programme. 1998. Sri Lanka Human Development Report . Colombo. 
17 For a fuller discussion, see Asian Development Bank, 1999, Women in Sri Lanka, Manila and Draft Gender 

Assessment and Strategy for Sri Lanka, July 2003; and United Nations Development Programme (UNDP), 1998, 
Sri Lanka National Human Development Report, Colombo. 

18 UNDP. 1998. Sri Lanka National Human Development Report , p.42. Colombo. 
19 For exceptions, see Asian Development Bank, 1999, Women in Sri Lanka.  
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27. It is important to note the discussion that follows is based on surveys and analysis that 
usually omit the North and East. Without more comprehensive statistics, it is impossible to be 
precise about conditions in these areas, although partial evidence suggests they are worse—
often significantly so—than in most of the rest of Sri Lanka. 
 

2. Education and Training 
 
28. The long-term availability of free primary, secondary, and tertiary education (since 
1945), and the growing realization that education is a major key to social and economic 
advancement, have led to rising overall enrollment rates and to declining gender disparities. By 
the mid-1990s, Grades 1–5 and Grades 6–8 were the only grades where the enrollment of girls 
was below 50% of the total (at 48% and 49%, respectively) and, unusually for developing 
countries, Grades 9–13 saw a numerical female dominance averaging 53% of the total 
enrollment for those Grades, with that dominance particularly marked (58%) in Grades 12–13, a 
situation that had remained largely the same for 20 years. The number of school dropouts is 
higher among boys than girls, except in the plantation sector and among rural Moslem areas. 
However, the number of girls in science subjects lags behind that of boys. At university level, 
40–45% of the total number of students is female, a proportion that has changed little in 40 
years, although the number of girls in engineering is smaller (about 14%) compared with the 
number of boys. 
 
29. Perhaps the weakest educational area for women is in vocational education. In the 31 
technical colleges, 40% of the students are women but 70% of them are enrolled in 
nontechnical courses. Many of these courses are culturally stereotyped as being “feminine”, 
whether or not they are linked to the demands of the labor market, such as home science, 
dressmaking, typing, hairdressing, and handloom weaving. Despite the positive social 
indicators, it is in the labor market that women are most disadvantaged: they are largely 
employed as semi-skilled workers in labor-intensive jobs (often in the Middle East), and subject 
to long hours, poor wages, job insecurity, subordinate positions, few promotion possibilities, and 
inequitable gender division of labor. Gender mainstreaming in sector policies, or its monitoring, 
is also rare, and issues of governance rarely go beyond efficiency concerns to include gender 
and social equity. This is despite the fact that remittances and tea and garment exports depend 
largely on women.  
 
30. The improving level of girls’ education has contributed positively to the human 
development of women in three general ways. It has (i) increased the share of women in the 
labor force and contributed to their income-earning potential, albeit often earning lower pay than 
men for the same job; (ii) increased health and nutrition awareness for themselves and their 
families; and (iii) improved fertility control and given risen to a low rate of population increase. 
 

3. Health and Nutrition 
 
31. Women have benefited from the absence of overt gender discrimination in health care, 
the provision of free health services and the priority given to material and child health services 
for over six decades and the network of primary health care workers located in communities 
island wide. Consequently health indicators have been high relative to Sri Lanka’s economic 
level as a low income country.  Mortality rates as reported outside conflict-affected areas is less 
than 6/1000, infant mortality (IMR) is 17, child mortality (<5 years) is 19 and the maternal 
mortality rate (MMR) is 23 per 100,000.  The Government envisages a decline of IMR to 15 and 
MMR to 19 by 2005 to move towards meeting the Millennium Development Goals for 2015.  Life 
expectancy is computed to be 73.0-70.7 years for men and 75.4 years for women. Ironically, 
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rising life expectancy amongst women has increased the number of widows and impoverished 
elderly women. 
 
32. Despite relatively encouraging health indicators, the incidences of diarrhea, respiratory 
infections, and malaria (especially in the North and East for the last), remain high, while 
exposure to breast and cervical cancers, hypertension, and sexually transmitted diseases has 
increased. Moreover, there is inadequate calorie intake in low-income families, causing wasting 
among the under-5s and maternal undernutrition, the latter triggering a high incidence of low-
birth-weight babies. The recent Demography and Health Survey (DHS, 2000) reports that 11.9% 
boys and 15.3% girls were stunted, 15.1% and 12.6% respectively were wasted and 29.0% and 
29.8% were underweight.  National level data pertaining to the nutritional levels of women are 
not available but micro studies of the health status of pregnant and lactating women indicate 
severe anaemia among 25% to 39% and low haemoglobin levels in 60% of these women. The 
incidence of low birth weight of babies, which is at least a partial indicator of maternal under 
nutrition, is said to have declined from over 20% to 17% in 2000 (DHS,2000)—15.5% among 
male infants and 17.7% among female infants—but  is still very high in some districts. 
 

4. Regional Variations in the Position of Women 
 
33. With the exception of the conflict zone of the North and East, the national pattern of 
gender development in Sri Lanka reveals only a moderate degree of regional/provincial disparity 
in GDI values. The disparities between the highest districts (Puttalam, Kandy, and Kegalle) and 
the lowest (Anuradhapura, Polonnaruwa, and Nuwara Eliya) are significant, while the 
differences between the remaining districts are negligible. However, there is significant 
difference in the provincial income index, which correlate closely with the provincial GDI ranking. 
 
34. Essentially, the higher the incomes of women relative to men, the higher the GDI. In 
North Central Province, women earn 88% of male income with the highest GDI values. In 
contrast, in North Western Province, women earn only 42% the level of men and it ranks last 
among provincial GDI values. In  areas of weak economic performance, the demand for female 
labor is fragile and female unemployment relatively high, thereby limiting income-earning 
potential and contributing to lower GDI values. In other areas, such as the tea areas (despite the 
generally high degree of prevailing poverty), women’s wages are protected by labor unions, and 
labor force participation is high, thus raising the relative income index and GDI value. 
 
35. The Gender Empowerment Index (GEM), which measures the extent of women’s 
achievements in reaching higher levels of economic and political decision-making power relative 
to men, is low (31% that of men), and lower than the average of all developing countries (37%), 
and much lower than the average of industrial countries (59%). In Sri Lanka this is due to  the 
small number of women in parliament (5% compared with an average of nearly 13% in all 
developing countries), and the relatively small class of professional and technical workers (25% 
in Sri Lanka compared with 37% in developing countries as a whole). It also reflects the 
relatively low percentage of women in administrative and managerial grades (17% in Sri Lanka 
relative to 48% in industrial countries). 
 
36. Not only is gender empowerment low for all areas of Sri Lanka, as in GDI regional 
variations in the GEM exist. North Central and Western perform relatively well while the 
Southern and North Western relatively poorly, even for Sri Lanka. Generally, the more 
economically prosperous the area, the higher the GEM index for that area, and vice versa, 
because greater prosperity brings with it a higher demand for female labor, higher rates of 
female participation in the labor force, higher earnings for women, and greater opportunities for 
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women to reach higher administrative and technical positions. Poorer areas normally lead to the 
opposite. This suggests that raising the level of a backward area’s development, or increasing 
the appeal of certain technical, administrative, or political occupations to women, will raise the 
GEM value for that area.  
 

5. Gender Issues Relevant to Bank Operations 
 
37. While women have benefited from education and health policies and programmes, even 
in these sectors there are constraints to the development of their full potential and to their 
empowerment. Disparities in the provision of educational facilities affect women’s access to 
senior secondary science education and tertiary education.  They are adversely affected by the 
poor quality of infrastructure and the learning-teaching environment but have an additional 
obstacle created by the impact of gender role stereotypes on their aspirations and options.  
Gender imbalances in enrolment in technical related programmes in a secondary and tertiary 
level equip them with a narrow range of skills that disadvantage them in the labor market. A 
recent emerging issue is the wide gender digital divide and urban-rural polarisation in the 
burgeoning field of information and communication technology. 
 
38. In the health sector, the poor quality of infrastructure and services in the periphery and 
the escalating costs of drugs affect women in low income families suffering from communicable 
and degenerative diseases. There is a clear relationship between poverty and maternal under 
nutrition. While maternal and child health services are extensive, women are specially 
disadvantaged in different phases of their life cycle with respect to supportive programmes—as 
adolescent girls, working women exposed to occupational health hazards and elderly poor 
women in need of geriatric care.  The relatively high incidence of morbidity among the poor is 
caused, inter alia, by lack of access to safe drinking water and sanitation, and exposure to 
pollution as a consequence of lack of proper disposal of garbage and industrial effluents and 
other forms of environmental degradation. 
 
39. A major area of gender discrimination and disadvantage is evident in the labor market.  
Female unemployment rates have been at least double those of men over three decades and 
female labor force participation rates have declined or fluctuated as a consequence of their 
greater vulnerability to global economic recessions and policies such as the impending demise 
of the Multi-Fibre Agreement. Women make a crucial contribution to the economy both through 
remittances and tea and garment exports that rely heavily on women’s labor. Despite this, the 
majority of women workers are trapped in low skill, low income jobs and poor working conditions 
due mainly to labor market demand for low cost female labor in industry and services, the 
casualization of labor and the expansion of a peripheral and often invisible labor market of piece 
rate workers. Women are primarily unpaid family workers in agriculture.  Self employment and 
micro credit without access to skills, technology and markets have perpetrated their poverty.  
Socio-economic differentiation amongst women is evident and reflected in access to high level 
employment, including those in the expanding globalized economy, or profitable 
entrepreneurship for a minority of women (from families with resources), and the absence of 
opportunities for skills upgrading or upward occupational mobility for secondary or even 
university educated women from low income families. The most disadvantaged are the women 
who live in isolated communities without access to roads, electricity and access to services and 
markets. 
 
40. Women are among the new, vulnerable groups that have emerged in conflict-affected 
areas, female heads of households in poverty groups and elderly poor women.  Women’s rights 
underpin gender equality and empowerment—rights to assets, resources, knowledge, skills, and 
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services and to human dignity and personhood. Violation of these rights resulted in gender 
discrimination and in its virulent form, in gender based violence in the family, the workplace and 
the public domain.  The social construction of gender distorts perceptions of gender roles and 
relations and undermines the equal participation of women in the development process. 
Improving the position of women in technical training, the labor market, and the conflict area 
thus remain priorities. 
 

6. ADB’s Gender Strategy 
 
41. Recognizing these priorities and the importance of promoting and supporting gender-
inclusive development, ADB will explicitly consider gender issues in all its activities, including 
macro-economic and sector work: governance, rural and agricultural development; poverty 
reduction; post-secondary education and skills development, small and medium, including rural 
enterprise development and natural resource management and rural water supply and 
sanitation. ADB initiatives in the North and East focusing on reconstruction and rehabilitation will 
make strong efforts to ensure targeting of women and facilitating their access to project benefits. 
A gender mainstreaming approach will be adopted to facilitate integration of gender equity 
considerations. 
 
42. Gender issues highlighted in this document will be addressed through projects in 
education and in water and sanitation, rural development and projects directly addressing the 
poor and women in backward regions and in the North and East. Aside from mainstreaming 
gender concerns in all sectors, particular importance will be given to improve women’s access 
to technical and vocational education and information technology, strengthen their position in 
the labor market and create livelihood opportunities for women. Special components will be 
designed in projects, and resources allocated, where women are identified as a clear target 
group. ADB supported projects will ensure women are given equal access to resources such as 
seeds, fertilizers, information, new technology and extension services. Any poverty reduction 
initiatives will include a focus on reducing female poverty. Possible approaches to address 
women’s poverty could include development of specific strategies to increase involvement in 
agro-processing, promoting rural off-farm employment and other income-generating 
opportunities.  Women’s distinct role and responsibilities in the sustainable utilization of natural 
resources, as key resource users and managers, will be supported.  
 
43. The challenge will be to design projects, especially in the conflict-affected areas, which 
explicitly integrate gender equity issues and ensures the necessary supporting mechanisms and 
pro-active approaches are adopted.  In the North and East ADB will support programs, such as 
access to basic services and livelihood opportunities for women affected by armed conflict 
including war widows and other female heads of households. Community-based livelihood 
projects may also be developed with poor women as a target group. Efforts will be made to 
ensure women’s full involvement in activities, including dialogue, to promote and support peace 
and national harmony.  

 
 44. Support for broad governance initiatives will integrate issues such as gender 
sensitization of policy makers, administrators and the private sector to facilitate the incorporation 
of gender concerns as part of decentralization and local service delivery. Use of gender-
sensitive indicators and gender audit of public and private programs, will also be attempted.  
Specific opportunities to strengthen law enforcement to prevent gender-based violence, 
promote women’s legal literacy, support legal aid, counseling and women’s crisis centers will be 
explored.  
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C. Agriculture and Natural Resources 
 

1. Introduction 
 
45. Agriculture accounts for slightly less than 20% of Sri Lanka's GDP and employs about 
one third of the country's labor force, down from about 30% and 50%, respectively, in the 
1980s. Agricultural commodities (primarily estate crops) also contribute about 20% of the 
country's total export earnings, down by nearly half in comparison with the levels of the 1980s. 
While Sri Lankan agriculture has traditionally been dominated by the production of paddy and 
estate crops (tea, rubber and coconuts), the sector has gradually become more diversified over 
the past two decades and other crops (e.g., potatoes, onions, maize and high-value crops such 
as fruits, vegetables, and spices) now account for nearly two thirds of agricultural GDP 
(excluding fisheries and livestock), up from a little over 40% in the early 1980s. 
 
46. Although agriculture's overall economic importance has declined considerably, the 
sector's performance remains central to future poverty reduction efforts. While approximately 
one quarter of Sri Lanka's population (excluding the North and East) is classified as below the 
poverty threshold, and a somewhat larger proportion is considered vulnerable with income 
levels just above the poverty line, the vast majority of Sri Lanka's poor (some 90%) still reside in 
rural areas. Further, as nearly 80% of the population resides in rural areas, and roughly half of 
rural households depend on agricultural activities for their livelihoods, agriculture sector 
performance has a critical impact on poverty levels and social welfare. Indeed agricultural 
households (excluding estates) constitute nearly half of the poorest rural households and rural 
poverty rates are highest in those provinces with the highest proportions of agricultural 
households. Agriculture also underpins the broader rural economy through backward and 
forward linkages, and thus remains vital for nonfarm income and employment generation, where 
increasing numbers of rural inhabitants will by necessity have to seek their livelihoods in future. 
 
47. The management of Sri Lanka's rich and diverse natural resource base will also be an 
important determining factor influencing households’ ability to improve livelihoods and escape 
poverty. Various studies reveal that levels of consumption poverty are significantly higher than 
those of human poverty, indicating that poverty in Sri Lanka is related more to income levels 
than to levels of basic social services. In effect, the poor have fewer assets—human, physical 
and natural—and those assets they do have obtain lower returns when they interact with market 
and social opportunities to generate income. Current forecasts of demographic and economic 
growth suggest overall demand for natural resources will increase by approximately 50% over 
the next 20 years. Given the high levels of consumption poverty and the large group assessed 
as vulnerable, Sri Lanka faces a growing poverty risk unless effective natural resource and 
environmental management (NREM) systems can be established. 
 

2. Issues and Development Challenges 
 
48. The agriculture sector has grown at slightly less than 2% per annum—excluding 
livestock and fisheries, agricultural growth averaged only 0.4% per annum—over the past 
decade and productivity levels (in terms of yield per hectare) are among the lowest in the 
region. For a large number of agricultural commodities, Sri Lankan yields are considerably lower 
than those of other Asian countries. In the case of maize, for example, a commodity for which 
domestic demand is rapidly increasing due to rapid growth of the livestock industry, the average 
yield in Sri Lanka is about one third that of India and Thailand and one quarter that of the 
People’s Republic of China. Similarly for potatoes, Sri Lankan yields per hectare are 1–2 metric 
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tons lower than neighboring states in India where agro-climatic conditions are similar. In 
addition, agricultural value added per worker stagnated in the 1990s despite the sharp decline in 
the sector's share of total employment. 
 
49. Sector performance has been constrained by broad government interventions in 
agricultural commodity and factor markets. Although government policies—in trade, marketing, 
technology, land, and water—have been aimed at achieving domestic food security and 
protecting the interests of small farmers, they have had the effect of squeezing returns from 
agricultural production, limiting productivity-enhancing investments, and slowing diversification 
into higher value crops. As a result, large numbers of farm households have been 
unintentionally locked into low productivity and low value activities (particularly paddy cultivation 
on small land plots), and have had to supplement their incomes with low-paying, casual 
nonagricultural labor to meet their consumption needs. These trends will certainly continue if Sri 
Lanka fails to change the agriculture sector policies and programs that have been applied over 
the past three decades. 
 
50. Infrastructure bottlenecks and lack of access to basic services are other impediments to 
agricultural growth and rural development. Provision of farm-to-market roads, marketing 
facilities, electricity, and telecommunications and banking services are not keeping pace with 
rural needs. This gap has contributed to Sri Lanka's highly uneven growth and development 
pattern, as infrastructure and service-related bottlenecks have raised operating costs and 
reduced competitiveness for farmers and rural enterprises, particularly in the more remote areas 
of the country. Continuing but slow-paced government investment in infrastructure and service 
provision has not reduced the sharp disparities in access across the country, particularly in 
remote locations where rural poverty rates are highest. 
 
51. Increasing population pressures and economic growth have also resulted in significant 
degradation of Sri Lanka's natural resource base, raising concerns about the longer-term 
sustainability of the country's development process and poverty reduction efforts. In rural areas, 
key problems include deforestation and soil erosion, encroachment of agriculture into protected 
areas with adverse effects on biodiversity, water pollution, coastal erosion, the mining of 
riverbeds, and the use of wood as the main cooking fuel. The outlook is one of declining natural 
resource productivity and environmental conditions, with an associated increase in vulnerability 
and poverty, unless effective resource management systems can be put in place. 
 

3. The Government’s Development Strategy 
 
52. Regaining Sri Lanka recognizes the importance of revitalizing rural development if 
deeper inroads into poverty reduction are to be achieved. The following objectives are identified 
in this regard: (i) accelerating the shift of the rural population from low-productivity primary 
production into higher-productivity industrial and services production, (ii) providing more poor 
families with secure title to land, (iii) raising agricultural growth and productivity, (iv) transforming 
the plantations into engines of pro-poor growth and regional development, (vi) upgrading the 
agricultural marketing system, (vii) sustaining and improving the productivity of water resources, 
and (viii) broadening the coverage of rural electrification. 
 
53. This acknowledges that the broad public sector interventions and restrictive policy 
regime are the main causes of the poor performance of the agriculture sector and the continued 
high incidence of poverty in rural areas. An ambitious annual growth rate of 6% has been 
targeted for agriculture over the medium term, and a major share of the responsibility for raising 
productivity and providing financial resources for growth and investment has been placed on the 
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private sector. The reform agenda for agriculture and rural development that is emerging is 
therefore focused on facilitating increased private participation in agriculture with a view to 
fostering greater commercialization of the sector. As such, an increased private sector role is 
envisaged in a number of areas traditionally reserved for the public sector, including 
(i) agricultural support services; (ii) agricultural research and development; and 
(iii) procurement, processing, and marketing of agricultural produce. 
 
54. High priority is also being given to creating an enabling environment for private activity 
through removal of policy, regulatory, and legal constraints and improvement of rural 
infrastructure. The trade regime for agricultural outputs, inputs, and technology is to be 
rationalized to provide producers with more consistent price signals and easier access to world-
class technologies. Land markets are to be improved by converting restricted land grants to 
freehold so that farmers can more readily sell, lease, or use their land as collateral. The 
efficiency of water use and its availability to the poor is to be improved by the introduction of 
transferable water entitlements and the establishment of effective river basin management 
organizations. Supporting improvements in infrastructure—i.e., roads, electricity, 
telecommunications, and water and sanitation—are also being targeted to facilitate connectivity 
and integration of rural communities. 
 
55. In view of the close nexus of poverty and natural resources, Regaining Sri Lanka also 
identifies strengthening NREM as a priority area. The Government is now in the process of 
developing an integrated approach to NREM—following the establishment of the Ministry of 
Environment and Natural Resources, a draft environmental policy and national environmental 
action plan have been prepared. In addition, projects supported by external agencies (including 
ADB) are assisting the Government in preparing a number of natural resource subsector 
policies and plans (e.g., in forests, wildlife, biodiversity, fisheries, water resources, watersheds, 
and coastal resources). Progress has also been made at the subsector level with development 
planning, drafting of new legislation, and capacity building in the relevant government 
institutions.  
 

4. Activities of Other Development Partners 
 
56. The World Bank has been the main development partner in agriculture and natural 
resources, but has scaled back its activities in the sector in recent years. Its support in water 
resources has been closely linked to strengthening management capacity through institutional 
restructuring and reforms. The most recent intervention has focused on improving resource 
management in the Mahaweli river basin/watershed by, among others, converting the Mahaweli 
Authority of Sri Lanka from a project implementation body to a river basin management agency 
and commercializing/privatizing some of its business units. In recognition of the importance of 
granting poor farmers clear title to their land, the World Bank is assisting, through a small 
learning and innovation loan, development of an institutional framework and implementation 
capacity for a new land titling system. The World Bank is also providing assistance to help 
conflict-affected communities in the North and East reestablish at least a subsistence level of 
agricultural production and build their capacity for sustainable social and economic reintegration 
through its North-East irrigated agriculture project.  
 
57. The completion of the Government’s development strategy also provides a basis for the 
World Bank to proceed with Poverty Reduction Support Credits (PRSC) in Sri Lanka. These 
credits will provide budgetary support to the Government to assist the implementation of the 
policy agendas in its strategy, and would provide the World Bank with a vehicle to review the 
Government's progress in this regard. The Government's reform agenda in rural development is 



Appendix 3 74

expected to be a major focus of the second PRSC in fiscal year 2004, in particular policies to 
raise agricultural productivity. At the same time, the World Bank has just completed a 
comprehensive study of the agriculture and rural nonfarm sector and could contemplate further 
interventions in rural development if reasonable proposals emerge and if satisfactory progress is 
made in implementation of the Government’s reform agenda in the sector. 
 
58. There are a number of other development partners working in agriculture and natural 
resources, mainly through small-scale interventions. For example, a host of other sources of 
funds have provided assistance to the estate crop subsector, including the Japan Bank for 
International Cooperation (JBIC), Netherlands, UNDP, Norway, and Sweden, focusing in 
particular on improving social conditions in estate worker communities. A large number of 
funding sources—e.g., UNDP, Norway, Germany, and Sweden—have also provided assistance 
through small-scale integrated rural development projects. In addition, numerous development 
partners—including Australia, Canada, Finland, Netherlands, Norway, United States, Food and 
Agriculture Organization of the United Nations (FAO) and UNDP—are also working to 
strengthen natural resource and environmental management, particularly of forests, coastal 
zones, and water resources.  
 

5. ADB’s Strategy 
 
59. Any strategy to reduce poverty must include agriculture and rural development. In this 
regard, ADB supports the Government’s approach that productivity in Sri Lankan agriculture can 
be greatly enhanced by improving the policy and regulatory environment for private activity and 
promoting broader commercialization of the sector. Greater private sector involvement in 
research and extension, infrastructure provision, and marketing and financial services will be 
necessary to raise the technological level in agriculture and enhance responsiveness to market 
opportunities. While many of these activities may not require substantial financial resources for 
implementation, the potential impact of well-designed technical assistance (TA) operations and 
project interventions in support of greater private sector involvement and a more constructive 
private/public interface is considerable and will be pursued. In this regard, ADB will assist in 
developing viable project interventions as well as identifying key policy/regulatory features of the 
enabling environment that need to be redefined to make Sri Lankan agriculture more 
commercialized, with investment and growth driven by the private sector. 
 
60. No new operations with specific focus on estate crops or the Government's rural 
economic advancement project (REAP) approach are envisaged during the strategy and 
program period. However, various components of past and ongoing projects in these areas will 
be assessed in the course of ADB's economic, thematic, and sector work for possible inclusion 
under future activities supporting commercialization of Sri Lanka's agriculture. For example, a 
close look will be taken at the extent to which the expanded agribusiness management capacity 
resulting from privatization of the plantation companies could be harnessed to promote best 
practices in contract farming, management contracts, and processing of agricultural outputs for 
organized smallholders, particularly outside the estate crop subsector. Similarly, the experience 
under the Southern Province REAP—which seeks to encourage the private sector to lead rural 
development, with the Government limited to being an enabler or facilitator—will be looked at 
closely for lessons learned and promising intervention strategies. 
 
61. ADB will also continue to play a lead role in providing assistance to strengthen and 
better integrate the Government's capacity in natural resource and environmental management 
through its ongoing operations. There are five ongoing loans in this area, and a new project to 
build capacity for sustainable livelihood development and management of natural resources in 
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poor coastal communities in the three districts of eastern Sri Lanka is currently in preparation. 
TA is also being provided to assist the Government in building capacity to address priority 
natural resource and environmental management problems in key subsectors in an integrated 
manner. 
 
62. Finally, ADB’s program in agriculture and natural resources will allow flexibility to 
respond to immediate and longer-term rehabilitation needs in the North and East, where the 
two-decade civil war has severely disrupted agricultural production and marketing systems. For 
example, the recently completed comprehensive needs assessment indicates substantial need 
for support to restore rural infrastructure (access roads, small bridges, drainage networks, and 
small irrigation tanks) and livelihoods (crops, fisheries, and livestock), among other areas. 
 
  6. Implementation Issues and Monitoring 
 
63. While the participatory, community-driven approach to development has been accepted 
in principle by most agencies working in the sector, change within them has been slow, and 
institutional capacity is lacking in many instances to mobilize local communities to participate in 
development activities. 
 
64. Benchmarks that will be used to monitor performance include poverty indicators, growth 
rates for agricultural output and productivity, extent of private sector provision of agricultural 
support services, availability of agro-technology, the efficacy of local communities' participation 
in natural resource management, water quality of major rivers and coastal zones, and progress 
in restoring degraded forest and coastal zones. 
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Agriculture and Natural Resources Roadmap 
 

Indicators  
 5 years ago Current In 5 years 10 years 
1. Sector Outcomes 
  

    

Agricultural GDP growth rate 1.9% -2.9% 6.0% 6.0% 
Agricultural productivity growth Stagnant Stagnant Improving Robust 
Poverty (headcount index) 25% 20-25% TBD TBD 
Deforestation rate 1.1% 1.3% TBD TBD 
Coastal erosion rate 1 m/yr 1 m/yr 0.5 m/yr 0 m/yr 
Water quality in major rivers and coastal 
areas 

— — TBD TBD 

     
2. Sector Outputs 
 

    

Private provision of extension services None Low High High 
Availability of improved agro-technology Inadequate Inadequate Improving Widespread 
Irrigated area covered by bulk water 
entitlements (millions of ha) 

— — TBD TBD 

Institutional capacity for NREM Weak Weak Improving Strong 
Integrated coastal resource management 
schemes established 

None None Several 
districts 

All districts 

 
3. Sector Issues and Constraints 

 
(i)    Untapped potential for commercialization and value addition in agriculture, particularly outside estate crop 

sector. 
(ii)   Lack of availability of improved agro-technology. 
(iii)  Unsupportive policy, regulatory and legal framework for private sector participation in agriculture. 
(iv)  Inadequate policy/regulatory framework and institutional capacity for natural resource and environmental 

management. 
(v)   Widespread degradation of the natural resource base, particularly in upper watersheds and coastal areas. 
(vi) Inadequate community participation in natural resource management. 

 
   By Agency ($m) 
4. Actions, Milestones,  and 

Investments 
 

By Issue 
 
Schedule 

 
ADB 

Others/ 
External 

 
Govt. 

Commercialization of Agriculture 
PPTA 

Raise agricultural growth and 
productivity through greater 
commercialization and increased 
private sector participation in 
agriculture. 

2004 0.8 0.0 0.0 

Commercialization of Agriculture 
Sector Development Program 
Loan 

Raise agricultural growth and 
productivity through greater 
commercialization and increased 
private sector participation in 
agriculture. 

2006 60.0 TBD TBD 

Commercialization of Agriculture 
TA (attached) 

Raise agricultural growth and 
productivity through greater 
commercialization and increased 
private sector participation in 
agriculture. 

2006 0.5 0.0 0.0 

ADB = Asian Development Bank, Govt. = Government, ha = hectares, m = million, — = not available, NREM = natural resources and 
environmental management, PPTA = project preparatory technical assistance, TA = technical assistance, TBD = to be determined. 
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D. Governance and Public Management  
 

1. Introduction 
 
65. The promotion of sound public management in Sri Lanka is integral to the strategy for 
poverty reduction. Transparency, predictability, and accountability figure critically in public 
management, particularly where it concerns delivery of public services and poverty reduction 
and in raising the levels of public confidence and of citizen participation in these processes. 
Effective public policy management is critical in ensuring that optimal benefits would flow to the 
citizens from government interventions and in optimizing the participation both of the private 
sector and of the beneficiaries in the implementation of programs and projects that flow from 
such policies.  
 
 2. The Political System 
 
66. Sri Lanka, with a population of 19 million, has a Parliament of 225 members. It is a 
unicameral legislature. The current Cabinet of Ministers comprises 35 ministers with an 
additional 21 ministers of non-Cabinet rank. There is considerable overlapping of functions and 
responsibilities both among Cabinet ministries and non-Cabinet ministries – affecting the quality 
of policy management. Elections to Parliament, unless an early dissolution occurs, are held 
every 6 years. Provincial councils and local government institutions have a life span of 5 years.  
 
67. The 13th Amendment to the Constitution (1987) was intended to modify the institutional 
structure of the government in order to introduce a devolved political system. However, the 
changes to the Constitution failed to include the tier of local government as a distinct tier within 
the political structure. The outcome has been the malfunctioning of the devolved polity. While 
the effectiveness of delivery of public goods and services has declined, political competitiveness 
between the two levels of governance has contributed to the growth of excess public sector 
cadres—leading to avoidable cost escalations and poor public expenditure management. The 
issues that need to be addressed in regard to the political system include the following: clear 
demarcation of the functions, responsibilities and authority at the three levels of government—
the center, the provinces, and the local government institutions; setting up of institutional 
arrangements for the active participation of the public in decision making at all levels of the 
government; redesigning processes in the political institutions in such manner that they would 
provide an appropriate framework for collaboration rather than confrontation; and initiating a 
process of reform of the Constitution to serve the objectives of effective devolution, and public 
participation. A challenge that Sri Lanka faces is the improvement of transparency in regard to 
political institutions and their participants.  
 
 3. The Structure of Administration 
 
68. Major constraints in regard to administrative structures have been the absence of 
adequate authority at the devolved levels concerning human resources management as well as 
the absence of appropriate authority over the mobilization and management of financial 
resources. There is currently a fresh initiative for the reform of the administration with the 
constitution of an Administrative Reforms Committee under the Prime Minister’s Office. A major 
strategy of the Government is to enhance the levels of productivity in the public sector. In 
addition there is a need for clear articulation of the role of the government, in the medium term, 
as the facilitator and regulator of economic activity and the delivery of services; introducing 
dedicated institutional arrangements for public policy management and planning at each of the 
tiers of governance and the staffing of such institutions with qualified and competent personnel; 
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enhancing the performance and accountability of public sector institutions; and reorienting of 
members of the public service at all levels of governance to be more citizen centered in the 
performance of their tasks.  
 
 4. Policy Management and Planning 
 
69. There is considerable scope for effectively coordinating the planning activities at national 
and provincial levels and for strengthening the budget process so that it reflects policy priorities. 
The presence of a multiplicity of sector and subsector based ministries has contributed to the 
unilateral initiation of policies. Some of the key actions that could be taken to resolve the main 
problems include: the setting up of effective institutional arrangements at the center and the 
provinces for policy management; the introduction of arrangements within the political executive 
to deal with trans-sector issues; establishment of cabinet secretariat structures for policy 
analysis prior to decisions being made by the Cabinet; the strengthening of the role of the Chief 
Secretary in terms of policy analysis at the level of the provinces; and building trained cadres for 
policy management. 
 
 5. Public Financial Management and Audit 
 
70. Public expenditure management has remained a critical problem in Sri Lanka’s public 
financial management—a situation that has grown in severity over the recent years. To counter 
this situation, the Government enacted, in January 2003, a Fiscal Management (Responsibility) 
Act. In order to strengthen public revenue management, initiatives have been taken to constitute 
a Revenue Authority. The fiscal relationships between the center and the provinces remains 
confused and the system has continued to be skewed in favor of the center. The marginal role 
of local government institutions in the fiscal field is to the detriment of effective service delivery. 
Deepening fiscal devolution and strengthening the Finance Commission, supported by 
measures for assessing the performance and tracking progress, would be an important strategy 
for improving fiscal performance. A major challenge that the Government faces is to reintroduce 
the practice of conducting the audits of government operations in time. An opportunity that is 
available is the interest that is shown by some segments of civil society in the changes that 
have been initiated. 
 
 6. Human Resources Management 
 
71. There has been a progressive deterioration in the quality of the public service and a 
major reason for this deterioration has been the imposition of political control over the public 
service consequent to the constitutional changes brought about in 1972. Since 2002, there has 
been a freeze on recruitment of public employees. Having announced this as a general 
directive, the authorities find themselves in the situation of having to grant exceptions. The 
initiative has suffered by being introduced without appropriate study. The Government has 
recognized the progressive decline in the capacity of the human resources in the public sector 
and has initiated several strategies to correct the situation. These include: measures for 
attracting better quality staff; all appointments in the public sector based on job-specific 
requirements; conducting capacity enhancement interventions that are directly linked to task 
performance; and strengthening the political neutrality of public servants.  
 
 7. Delivery of Public Services 
 
72.  The public services that are delivered by the government at all three levels of the polity 
cover an extensive range and are also services that are essential for the daily life of the citizens. 
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The key issues that concern service delivery include: the assignment of policy making 
responsibility in such manner that locally specific concerns receive due consideration in the 
planning process and would affect the choice of delivery mechanisms; the provision of avenues 
for citizen participation; the costing of outputs and outcomes; ensuring of the right of citizens to 
information; effective decentralization of the planning and implementation responsibilities; and 
pursuit of approaches to the recovery of unit costs and identification of leakages. A recent 
initiative of the Government in regard to improving performance management of service delivery 
has been the reintroduction of the National Operations Room. This arrangement could be used 
to support for the deliberations of the Cabinet of Ministers on improving the pace and quality of 
poverty reduction.  
 
 8. Access to Information 
 
73. The key challenge that is faced is in regard to overcoming the culture of secrecy that is 
embedded in the administrative system. The opportunity that Sri Lanka has, in this connection, 
is the experience that has been gained by other countries in regard to improving citizens’ 
access to information. These include (i) the promulgation of legislation to mandate the provision 
of information on specific matters to all citizens in a timely, accessible, and usable manner; 
(ii) the reform of the Information Department to be an effective tool of information provision to 
citizens; and (iii) the retraining of all staff engaged in information dissemination to be citizen 
focused and to be free from partisan control of their ministerial supervisors.  
 
 9. E-Governance 
 
74.  E-governance constitutes a critical area of enhancement of public management in Sri 
Lanka in the medium term. This has been recognized in the Program for Regaining Sri Lanka, 
which has identified a series of objectives/strategies to be initiated before the end of 2003. The 
opportunity exists to involve the private sector in this initiative.  
 
 10. Performance Management 
 
75.  The experience of Sri Lanka concerning the management of performance in the public 
sector has had an uneven history. In the early decades of the post-independence period—
wherein the emphasis in development was on the restoration and rehabilitation of irrigation 
schemes and effecting agricultural settlements under such schemes—a simple yet effective 
approach to performance management needed to be adopted. Enhancing the performance and 
accountability of public sector institutions through such mechanisms as the introduction of the 
preparation of business plans, regular consultations with stakeholders, and the rendering of 
regular reports to citizens on service delivery would help in creating a culture of performance 
management in the public service. 
 
 11. Safety and Security and Access to Justice 
 
76.  The availability of access to justice is relatively equitable, but delays in the system add to 
the cost of litigation, particularly for the low-income groups. The maintenance of law and order is 
an area of activity that has steadily deteriorated over recent decades. The high incidence of 
deserters with their arms and their availability to be hired for criminal purposes has been a 
major contributor to the growth of crime. The critical areas for reform in regard to the judicial 
system include: expedition of the disposal of litigations that come up before the court system; a 
proactive approach to effecting legal reforms; and the isolation of the Police Department from 
political interference.  
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 12. The Role of Civil Society 
 
77. Civil Society Organizations (CSOs) of governance that directly concern the citizens—
such as service delivery, monitoring of law and order, and monitoring of human rights. However, 
CSOs face challenges in assuming this role particularly capacity enhancement to effectively 
deal with the issues that arise from changes in the governance context. This is an area for 
support from aid agencies—with the prospect of being a major contribution to the ensuring of 
good governance. 
 
 13. Corruption 
 
78. Activities related to the delivery of public goods and services are generally, in economies 
similar to Sri Lanka's affected by varying levels of corruption. It is in procurement that it appears 
to be most rampant. The institutional arrangement for countering corruption in the form of the 
Commission to Investigate Allegations of Bribery or Corruption has not been successful. The 
eradication of corruption in public life would require: reexamination and reform of the structures 
and processes that are involved in all areas of delivery of public services and goods; 
strengthening and efficiency enhancement of all institutions that are involved in the detection 
and investigation of episodes of corruption as well as in their judicial disposal; changing of the 
scales of penalties and punishments that are attached to proven instances of corruption, such 
that they serve as effective deterrents; and the enhancement of citizens’ awareness of issues 
related to corruption that arises in the polity, in the administration, and in the arena of business 
and especially de-politicization of the process.  Without active and dedicated citizen agitation, it 
is not possible to see a change in the current situation. This is a role that is best played by the 
CSOs and the media, which would need support for capacity enhancement.  
 
 14. ADB Strategy 
 
79. Improving governance is a key priority of the Government’s strategy, and an important 
pillar of ADB’s strategy is supporting the Government’s reform agenda. In selecting specific 
areas for consideration of assistance by ADB, due attention has been paid to ADB’s 
comparative advantage.  
 
80. ADB's focus will be to improve the effectiveness and efficiency of public services and 
public policy management within the overall objective of achieving higher sustainable economic 
growth, a reduction of poverty, and fiscal consolidation. A service delivery policy framework that 
ensures that services are equitable, accessible, efficient, and sustainable is an essential vehicle 
for improvements in service delivery. The policy framework will need to be formulated as an 
integral part of programs directed at improving services, and this will require an approach 
enabling governance to be mainstreamed in specific sector investments. A twin-track approach 
is proposed: (i) a core service delivery reform initiative that allows for evolving and introducing a 
service delivery policy framework through pilot projects in selected priority services in certain 
areas (including the North and East), and the subsequent up-scaling of these; and (ii)  ADB’s 
proposed projects in roads, energy, and water supply and sanitation that could mainstream this 
approach through developing and implementing service delivery policies for their sectors. These 
will be in addition to sector management reform measures currently being applied under 
individual project loans.  
 
81.  ADB will also provide support to strengthen fiscal management through the 
operationalization of the Fiscal Management (Responsibility) Act and the establishment of the 
Revenue Authority.  
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82. ADB will develop partnerships with bilateral development agencies to promote the 
governance and public management agenda and consider opportunities for the utilization of 
bilateral grant funds to strengthen and provide more flexibility to ADB's governance initiatives. 
 
E. Transport Sector 
 
83.   The dominant transport modes are roads, carrying 90% of traffic, comprising an 
extensive network of 95,000 km, which is the densest in South Asia. The railway network, 
carrying 7% of traffic, comprises about 1,477 km of broad gauge track, built mostly 50–100 
years ago. There is almost no civil domestic aviation in the country. Coastal shipping accounts 
for only 3% of traffic, through three ocean shipping ports: Colombo, Galle, and Trincomalee, 
with Colombo accounting for 90% of total shipping throughput.  
 
84. ADB's involvement in the transport sector so far has been predominantly in the road 
subsector, followed by the port subsector. The discussions in this section are therefore focused 
mainly on development of road infrastructure, road transport, and port infrastructure.  
 

1. Roads and Road Transport 
 
  a. Subsector Needs and Development Challenges 
 
85. The road network is extensive, but most roads were built more than 50 years ago. Road 
maintenance and development have not kept abreast with the rapid growth in demand for 
transport. Traffic levels now exceed the design capacity of many roads. Uncontrolled roadside 
development has also reduced the capacity of the network. Road maintenance has been 
underfunded. Road conditions, particularly provincial roads, are poor. The road conditions are 
even worse in the conflict-affected areas in North and East. Since the peace process is 
progressing, an island-wide approach, including North and East, needs to be adopted in future 
development of the country’s road network. A needs’ assessment for the North and East reveals 
that immediate rehabilitation of the main road network is crucial to facilitate humanitarian, social, 
and economic activities, and to help bring back normalcy to the areas. 
 
86. The total number of registered vehicles was about 1.4 million in 1997, increasing at 6% a 
year. Of the total of 67 billion passenger-km of travel in 2000, 33.6 billion were on private buses, 
19.7 billion on public buses, 3.2 billion on railways, and 10.5 billion in private vehicles. The road 
accident fatality rate was about 18 per 10,000 vehicles, compared with less than 10 in some 
newly industrialized countries in Asia, and 1–2 in industrial countries. 
 
87. Freight services in Sri Lanka are operated by the private sector and are not controlled. 
There are associations and cooperatives that represent freight operators. The freight haulage 
market is highly competitive. Haulage rates vary for different commodities. The rates on roads in 
poor condition are about 20% higher than on roads in good condition. 
 
88. Bus transport services are the leading form of public transport in Sri Lanka and perform 
an important role in providing transport for poor people and remote communities as well as 
access to economic opportunities and services. However, neither private nor public bus services 
are efficient or provide good service for a sustained period. The standard of bus services is 
generally low, with problems in terms of service coverage, quality of service, safety, and 
reliability. In 2000, there were 16,167 licensed private buses and 5,894 public buses. Small-
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scale owner-operators operate the private buses, while the public buses are operated through 
13 state-owned cluster bus companies. A significant percentage of the bus fleet is not, however, 
operational. It is estimated that the sector currently suffers from an oversupply of buses. With a 
load factor of 80%, the sector would require only about 12,400 buses. 
 
89. Inefficient transport has constrained the expansion of economic opportunities and the 
reduction of poverty. Improvement of the overall performance of the road sector is a key to 
improve the returns and sustainability of investments in the sector, contribute to growth of a 
wide range of other economic activities that make use of road transport services, and contribute 
to poverty reduction.  
 
90. Critical needs include (i) sufficient road maintenance, (ii) improvement and rehabilitation 
of deteriorated road networks, (iii) construction of expressways connecting major cities to 
accelerate economic growth, and (iv) improvement of bus transport services. 
 
91. Until recently, however, there had been a lack of a comprehensive, nationwide road 
network master plan (including the North and East)—covering expressways, national highways, 
and provincial roads, as an integrated network—to define the most efficient core network, and to 
assess the nationwide needs on road investment, including new construction, improvement, 
rehabilitation, and maintenance. The main functions of the road network in Sri Lanka are to 
promote (i) integration of the country, (ii) sustainable economic growth, (iii) poverty reduction, 
and (iv) trade and investment. 
 
92. There is a need to develop a proper road maintenance plan and to establish a 
sustainable road maintenance financing mechanism. Financing strategies for road maintenance 
as well as for developing and operating modern expressways need to be explored. The deficient 
institutional capabilities in managing the road network need to be continuously addressed. 
Private sector participation in designing, constructing, operating, and maintaining the road 
network, as well as in operating and managing bus transport services needs to be promoted 
and made more rational. These will need improvement of the existing policy, regulatory and 
institutional frameworks to an provide enabling environment for private sector participation.  
 

b. Government Policy 
 
93. The Government recognizes that improving the country’s infrastructure, particularly its 
roads, is essential for increasing prosperity and reducing poverty. The Government’s recently 
published Regaining Sri Lanka has set forth the road transport policy agenda, including 
(i) connecting poor regions and production centers to domestic and international markets, 
(ii) building a national highway system and an integrated road network, (iii) enhancing the 
performance of the bus system, (iv) improving management of the existing network, 
(vi) enhancing road safety, (vii) promoting private sector participation, and (viii) creating a road 
maintenance fund. 
 
94. The Government also recognizes that overall improvement of transport sector 
performance requires a focus on implementation of institutional and policy and institutional 
reforms. These need to be sustained to produce lasting improvements. Therefore, in 2002, the 
Government incorporated into its National Road Policy a series of action plans, prepared with 
the assistance of ADB, including: (i) strengthening road sector institutions capability in planning, 
programming, project preparation, land acquisition and resettlement, construction management, 
road maintenance management, and technical audit; (ii) establishing a sustainable mechanism 
for road maintenance funding; and (iii) increasing private sector participation in road sector 
works. 
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c. ADB Sector Experience and Activities of Development Partners 
 
95. ADB has been the largest funding agency to the road sector in Sri Lanka. Together with 
other external agencies’ involvement, ADB's interventions have resulted in the rehabilitation and 
improvement of significant sections of the road network. ADB has provided significant advisory 
assistance, particularly within Ministry of Highways and Road Development Authority. Through 
an ADB-financed technical assistance (TA),20 some action plans for restructuring road sector 
institutions have been recommended and have been incorporated in the National Road Policy 
and are being implemented by the Government. ADB is continuously supporting the reform 
program through policy dialogue and, in particular, through the recently approved project.21 A 
medium-term framework for developing the road sector, which has been well accepted by 
development partners, has been agreed by the Government and ADB. The recently approved 
TA is aiming to provide assistance in bus transport services improvement, and another TA is 
being prepared to assist the Government in preparing a regulatory framework and a project 
model in public-private partnership in expressways. 
 
96. An overall lesson from past experience in the road sector is that institutional reform 
initiatives need to be addressed in a comprehensive but gradual manner, and to be sustained if 
they are to produce lasting improvements. This is difficult to achieve through a single project. 
The sector and programmatic approach therefore brings together ADB’s next interventions for 
the road sector, creating the opportunity to link the financing of successive projects to the 
implementation of a common medium-term reform agenda. A sector approach, rather than an 
individual project approach, is expected to provide a more significant impact on the sector. 
Persistent and continuous dialogue and assistance in creating a sustainable road maintenance 
financing mechanism and in private sector participation are important keys toward sustainable 
road sector development. 
 
97. From the late 1960s until the early 1990s, the World Bank provided four loans to the 
road sector and contributed significantly to sector policy development. It is continuing to assist in 
the private provision of infrastructure through the Private Sector Infrastructure Development 
Company established by the Government in 1996. In recent years, it has been ADB and Japan 
Bank for International Cooperation (JBIC) that have been the primary sources of finance for the 
road network, and Japan International Cooperation Agency (JICA) has provided significant 
amounts of grant assistance for roads and bridges, including a bridge master plan. Other 
funding sources include Australia, Republic of Korea, Kuwait, OPEC Fund, Swedish 
International Development Cooperation Agency (Sida), and UNDP. 
 
98. The major external funding agencies have closely coordinated with regard to their 
projects' geographic coverage and scope to avoid duplication of effort and maximize the impact 
of external assistance. ADB and JBIC are cofinancing in parallel in constructing the Southern 
Highway, and improving provincial roads. ADB, Nordic Development Fund (NDF), and Sida are 
together involved in efforts to improve road safety and road maintenance financing matters. 
ADB and World Bank also closely coordinate their sector policy dialogue with the Government. 
 

d. ADB’s Sector Strategy 
 
99. The road sector is the backbone of the transport sector in the country, a vital component 
for movement of people and goods, and it plays an important role in integrating the country, 

                                                 
20 ADB. 1998. TA to Sri Lanka for the Re-engineering of Road Sector Institutions. Manila. 
21 ADB. 2002. Loan and Grants to Sri Lanka for the Road Sector Development Project. Manila. 
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facilitating economic growth, and in achieving ADB's overall country objectives of poverty 
reduction. To achieve the objectives, the strategic thrust of sector operations in the medium 
term will be on overall improvements in sector performance. 
 
100. Policy and institutional reform are a major focus of ADB's support in the road sector. 
ADB's assistance for reform processes is provided in a progressive and evolving manner, based 
on an agreed medium- and long-term framework, with emphasis on national ownership of 
reform processes. Policy dialogue between ADB and high-level government officials, relevant 
line ministries, and executing agencies plays an important role during reform. 
 
101. Nordic Development Fund. ADB will continuously encourage the separation of policy 
and operational functions of the Government. Without a clear line drawn between these two 
functions, there is no clear accountability for the results of program implementation. Several 
important policy actions have already been taken by the Government in this direction, and need 
to be continued to transform the line ministries responsible for policy, regulation, and planning, 
and the road agencies into becoming strategic managers of the road network. 
 
102. Private Sector Participation and Development. ADB will continue encouraging the 
Government in contracting out road works to private contracting and consulting industries. The 
privatization of the state-owned Road Construction and Development Company will be 
supported. ADB will also assist the Government in exploring possible public-private partnership 
(PPP) arrangements in developing expressways. A PPP project might be included in the next 
road project. 
 
103. Source of Investment and Maintenance Funding. Given the amount of investment 
necessary to upgrade the road system, a central issue to be addressed is securing necessary 
investment financing. Moreover, as more highways and roads are constructed and rehabilitated, 
operation and maintenance (O&M) are becoming increasingly important tasks for road agencies 
at all levels. Newly constructed and improved assets need to be appropriately maintained, and 
the right of way kept clear. While part of the investment and O&M costs could be left to the 
private sector, the Government will require a sustainable source of funds to fill the gap. The 
Government has taken policy action by providing vehicle license fees dedicated for the new 
road maintenance fund, the establishment of which is an important step in the right direction, but 
other sources of revenue need to be explored and the scope of the funds needs to be flexibly 
expanded to cover investment expenditures as necessary. Tax revenue is a major source of 
funds, particularly special-purpose taxes such as cess or levy on fuel. ADB will assist the 
Government in these matters, and help the Government in setting up the initial implementation 
of the road maintenance fund. 
 
104. Development of a Nationwide Integrated Road Network. ADB will provide assistance 
in preparing a road master plan. The approach is to use generalized information to determine a 
ranking based on relative benefits and costs, and so establish a pipeline of possible projects for 
implementation in the next 20 years under various levels of funding scenarios. It will also assess 
the needs of road investment in the medium term, including new construction, improvement, 
rehabilitation, and maintenance. Financing strategies will also be explored. Physical 
development should be guided by this road master plan, taking into consideration the need to 
develop a modern highway system without abandoning the improvement of the existing road 
network. Total connectivity among different levels of road network needs to be established. 
Rural communities need better connections to urban centers, more profitable markets, and the 
mainstream economy. Better transport connections are also needed between urban centers to 
form a nationwide transport network. Road network development should contribute in reducing 
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disparities between regions. ADB's operations have focused on support to Southern, Western, 
North Western, Uva, Central, Sabaragamuwa, and North Central provinces. These will be 
continued, but will be expanded to other regions, particularly the North and East. 
 
105. Project Preparatory Facility. Considering the huge amount of investment to be 
executed by the Government in the medium term, there is a need to provide a project 
preparatory TA loan to assist the Government in preparing projects ready to be financed by 
funding agencies, development partners, as well as private investors. The facility will be used 
primarily to prepare feasibility studies, environmental impact assessments, land acquisition and 
resettlement plans, concession agreements, detailed designs, bid documents, and assistance 
for procurement and/or concession negotiations. 
 
106. Sector Loan Modality. As a large number of projects in the road sector are to be 
financed, ADB will assist by financing a part of the required investment through a sector loan 
modality. Under the sector loan, the Government is primarily responsible for identifying, 
prioritizing, formulating, appraising, approving, and implementing subprojects in accordance 
with technical, financial, and economic appraisal criteria mutually agreed between ADB and the 
Government. 
 
107. Pipeline Technical Assistance and Loan Projects, 2003–2006. In view of the above, 
ADB's country assistance for the road sector is programmed as follows: 
 
 (i) Nonlending projects: 

• Expressway Public-Private Partnership (2003) 
• Road Sector Master Plan (2004) 

 (ii) Lending projects: 
• National Highway Development (including possible PPP, 2004/2005) 
• Road Project Preparatory Technical Assistance Loan (2005) 
• Road Network Development – Sector Loan (2006) 

 
e. Implementation and Monitoring 

 
108. ADB-assisted projects have experienced implementation difficulties caused by 
cumbersome procedures for procurement, land acquisition and resettlement problems, and 
inexperienced domestic private contractors. There have also been problems over compliance 
with loan covenants related to road maintenance financing, a lack of ownership, and slow 
progress in policy and institutional reforms. These factors are being addressed in all new project 
and TA designs. The implementation of the reengineering road sector institution action plans is 
of paramount importance to the sustainability and long-term development of the road and 
transport sector.  
 
109. Several benchmarks will be used to monitor sector performance, including the 
accomplishment of policy and institutional reform action plans, the extent of private sector 
participation, as well as the improved road conditions, bus transport services, and road safety. 
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Road Subsector Roadmap 
 

Indicators  
1.  Sector Outcomes 2001 2010 
Funding for road maintenance $17 million $30 million 
Vehicle operating costs on maintainable standard roads 4.0-25.0 SLRs/km 2.5-16.5 SLRs/km 
Value of time on maintainable standard roads 0.6-10 SLRs/km 0.4-6.5 SLRs/km 
Traffic accidents (per 1,000 vehicles) 18 12 
Private sector share of road works 0% 75% 

2.  Sector Outputs   

Provincial roads in maintainable condition 26% 50% 
National roads in maintainable condition 60%  90% 
Expressways 0 km 250 km 

3.  Sector Issues/Constraints 
(i)  Poor road conditions due to: old highway system, inefficient road sector institution, insufficient road 

maintenance program and financing, lack of planning and programming, lack of employer-contractor 
contracts and technical audit, and lack of private sector participation;  

(ii)  Poor bus services due to lack of a sound policy and regulatory framework and weak private sector; and 
(iii) High traffic accident due to inadequate space, mix vehicles, poor traffic management, lack of law 

enforcement, and undisciplined road users. 
 

Financing Source 4.  Actions/Milestones/Investment Under 
Project/TA 

Schedule Gov. ADB Other 

A. Reform Program 
1. Private Sector Development 
• Increase private sector share of civil works and 

engineering services 
• Promote private sector participation in constructing, 

maintaining, and operating expressways 
• Privatization of RCDC and bus transport companies 
2. Reengineering of RDA (action plan implementation) 
       Strengthening of planning, programming pre-

construction processes, construction management, 
road maintenance management, technical audit, road 
maintenance funding, and land acquisition and 
resettlement. 

3. Strengthening Provincial Road Provision 
a. Establish interprovincial coordinating committee 
b. Institutional development program in provinces 
4. Improving Transport Services 
a. Formulate and agree bus and other reform program 
b. Implement agreed reforms 
5. Sustainable Road Maintenance  
a.    Establish road maintenance fund 
b.    Assistance in initial implementation of road 

maintenance fund 
6. Road Safety Improvement 
B.    Investments 
1. Southern Transport Development Project (STDP) 
2. Road Sector Development Project (RSDP) 
3. Provincial Roads Project (PRP) 
4. National Highways Development Project (NHDP) 
5. Road Network Development Project (RNDP) 

 
 

RSDP 
 

STDP+TA1 
+ NHDP 

TA2 + TA 3 
 
 

TA2+RSDP 
 
 
 
 
 

RSDP 
 
 

TA3 
 
 

TA2+RSDP 
 

STDP 
 

STDP 
RSDP 
PRP 

NHDP 
RNDP 

 
 
2002-2009 
 
2002-2010 
2000-2005 

 
 

2002-2006 
 
 
 
 
 

2002-2006 
 

 
2002-2004 
2005  
 
2000-2003 
2003-2005 
2000-2006 
 
 
2000-2006 
2003-2008 
2003-2008 
2005-2010 
2006-2012 

 
 

X 
 

X 
X 
 
 

X 
 
 
 
 
 

X 
 
 

X 
 
 

X 
X 
X 
 
 

X 
X 
X 
X 
X 

 
 
 
 

X 
X 
 
 

X 
 
 
 
 
 

X 
 
 

X 
 
 

X 
X 
X 
 
 

X 
X 
 

X 
X 

 
 
 
 

Private 
sector 

 
 
 
 
 
 
 
 
 

JBIC 
 
 
 
 
 

Sida 
 

Sida/NDF 
 

JBIC/NDF 
OPEC 
JBIC 
TBD 
TBD 

JBIC = Japan Bank for International Cooperation, NDF = Nordic Development Fund, RCDC = Road Construction and 
Development Company; RDA = Road Development Authority, Sida = Swedish International Development Cooperation 
Agency, TA1 = Expressway – Public Private Partnership; TA2 = Re-engineering Road Sector Institutions, completed; and TA3 
= Passenger Transport Improvement.  
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2. Ports 
 

a. Sector Needs and Development Challenges 
 
110. Being an island nation, Sri Lanka is totally dependent on its ports for over 95% of its 
international trade. Colombo port is the major port in the country, and minor ports include Galle 
and Trincomalee. Colombo port is also well situated to serve as a hub port for the South Asian 
region. At present about 70% of the container throughput of Colombo port is transshipment 
cargo from the South Asian region. 
 
111. Colombo port suffers from relatively low labor efficiency and productivity. The average 
gross container moves in 2002 was 19.8 moves per hour for main line vessels and 17.5 moves 
per hour for feeder vessels. This is below the efficiency levels achieved at competing ports i.e., 
25 moves per hour at Port Klang and 45 moves per hour at Singapore. It is also estimated that 
as of 1 January 2002, Colombo port had over 4,000 excess workers. The port also suffers from 
delays in ship berthing, loading, and unloading of goods as well as goods clearance to/from the 
port for domestic imports and exports. This results from slow bureaucratic procedures not just at 
the port authority but also at customs. 
 
112. There is also a lack of infrastructure capacity at Colombo port to act as a serious hub for 
the South Asian region. At present there are only two container terminals at Colombo port i.e., 
the port authority-run Jaya Container Terminal (JCT) and the privately operated South Asia 
Gateway Terminal. The port authority is in the process of converting some general-purpose 
berths to container berths but even this will not be sufficient to position Colombo port as an 
effective hub for South Asia. 
 

b. Government Policy 
 
113. Following the proclamation of the National Port and Shipping Policy in 1997, its vision for 
the port sector is seen as one where (i) efficient ports will facilitate Sri Lankan trade and 
transshipment, (ii) exporters and importers have unimpeded access to reliable and competitive 
shipping services, (iii) ancillary services enhance the position of Sri Lankan ports in the South 
Asian region, (iv) shipbuilding and ship repair facilities are available, (v) internationally 
competitive national merchant shipping line(s) will assist the growth of the region’s seaborne 
trade, (vi) the port environment promotes safety at sea and the prevention of marine pollution, 
and (vii) the country’s seafarers are trained to international standards. 
 
114. The Government proposes in Regaining Sri Lanka to develop ports in Colombo, 
Trincomalee, Galle, Hambantota, and Oluvil. However, the rationale for developing ports in 
other parts of the country needs to be carefully thought out and realistic. The minor ports should 
be serving an identified need rather than expanded in the hope that this will induce 
development. It could be that specialized ports in these areas are needed to handle immediate 
hinterland cargo. Having too many container ports will dissipate efforts to concentrate cargo at 
Colombo port as part of efforts to increase the attractiveness of Colombo port for main line 
operators. In such cases, there should be careful analysis of the role of the port and when it is to 
be developed. 
 

c. ADB Sector Experience and Activity by Development Partners 
 
115. ADB has assisted the Government in expanding the infrastructure capacity at Colombo 
port. The ADB-assisted TA Loan 1841-SRI (SF): Colombo Port Efficiency and Expansion 
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Project is aiming to help the Government study the feasibility of expanding the south harbor of 
Colombo port in a way that maximizes private sector involvement. Under the loan, the 
Government implemented the corporatization of JCT in February 2003, and a voluntary 
retrenchment scheme was implemented to reduce the workforce in Colombo port by 3,500 
people. Since then, the productivity of JCT has improved substantially. The TA loan also has a 
policy, institutional, and regulatory component, and consists of updating port legislation and 
setting up a port regulator and improving the efficiency of JCT.  
 
116. The World bank supported a number of studies analyzing potential port reforms under a 
proposed port efficiencies and modernization project but the project was dropped when the 
authorities displayed little real commitment to undertaking reforms in the sector. JICA and JBIC 
are very active in the ports sector in Sri Lanka. At present, JICA is funding a study on improving 
the computer system of the Sri Lanka Port Authority. JBIC began with the construction of the 
first phase of JCT, followed by a series of loans through the 1980s and 1990s for the 
enlargement of JCT to its present four berths. The Japanese Government is also considering 
financing the expansion of Galle port and the Canadian Government is financing a feasibility 
study of Hambantota port.  
 

d. ADB Sector Strategy 
 
117. ADB’s overall strategy is to enhance private sector development through promotion of an 
enabling environment for private sector activities, and direct investment in private companies. 
The ongoing TA loan is assisting the Government to prepare the South Harbor Development 
Project and to reform the sector, including (i) improving JCT efficiency through corporatization, 
ISO 9002 certification, and simplification of port documentation and cargo clearance 
procedures; (ii) preparing draft legislation to revise Sri Lanka Port Authority Act to optimize the 
use of private sector concessions and the necessary documentation for the establishment of a 
competition regulator; and (iii) formulation of a viable business strategy. 
 
118. Efficiency improvements are considered in addition to infrastructure expansion schemes. 
Setting up a credible port regulator is important to attract private sector investment on more 
attractive terms. The port regulator should not be in competition with port operators and should 
have the capability and legal powers to handle economic regulation issues such as (i) tariffs, 
(ii) service quality, and (iii) anti-competitive behavior. 
 
119. ADB will continue its sector strategy to, among others: 
 

(i) Strengthen the position of Colombo port as a hub port in the South Asian region 
through both efficiency improvements and infrastructure expansion projects; 

(ii) Leverage on the hub position of Colombo port by encouraging the setting up of 
distribution hubs in Sri Lanka both to generate more stable cargo volumes for 
Colombo port as well as generate value-added economic activities for Sri Lanka 
as a whole; 

(iii) Maximize private sector participation in infrastructure expansion projects; 
(iv) Set up a credible port regulator to attract more private sector interest in the port 

sector; and 
(v) Consider port development in an integrated manner based on needs of a 

particular hinterland, the availability of alternative transport modes, and national 
and international shipping trends. 
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e. Pipeline Technical Assistance and Loan Projects, 2003–2006 
 
120. A small-scale TA is being started to assist the Government prepare a Port Sector Master 
Plan, including positioning and prioritizing development needs of Trincomalee, Hambantota, 
Galle, and Oluvil ports. A new loan, Colombo Port South Harbor Development, is programmed 
for 2005 for the construction of the first phase of the south harbor, with expected cofinancing 
from JBIC, the World Bank, and the private sector. The Project will continue in promoting 
reforms, the new SLPA Act will be passed, a new port regulator will be established, and a 
business strategy will be implemented. With the legal and regulatory framework in place, the 
second phase of Colombo South Harbor Development and implementation of electronic data 
interchange for clearance of goods will be considered for implementation entirely by the private 
sector. 
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Port Subsector Roadmap 
 
 Indicators 
 
1.   Sector Outcomes 

Current 
2002 

Target 
2008 

• Gross container movement per hour – main line vessels 
• Gross container movement per hour – feeder vessels 
• Reduction of excess workers by 4,000 

19.8 
17.5 

30 
25 

2.   Sector Outputs 
• Container volume throughput at Colombo port (in TEU) 
• Container volume annual volume growth rate at Colombo port 
• Container volume capacity (in TEU) at Colombo port 

 
1.7 mn 
4.8% 

2.0 mn 

 
4.1 mn 
9.0% 

3.5 mn 
3.   Sector Issues/Constraints 
• Lack of master plan guiding overall development of port sector  
• Poor terminal operational efficiency of existing port authority’s Jaya Container Terminal (JCT)  
• Insufficient port capacity  
• High levels of labor in relation to volume handled  
• Poor efficiency levels for port ancillary services e.g., customs  
• Outdated legislative and regulatory framework 
• Lack of strategy to compete with emerging ports in the region 
 

Financing Source  

4.   Actions/Milestones/Investment 

Under 
Project

/TA 

 

Schedule Gov. ADB Other 

A.   Preparation of Sector Master Plan 
B.   Reform Program 
       1.  Improving Efficiency of JCT 

a. Corporatization of JCT  
• Reduce JCT labor forces 
• Obtaining proper top management expertise 
b. Obtaining ISO 9002 certification  

       2.  Updating Legal & Regulatory Framework 
a.  Prepare draft Act  
b.  Pass new SLPA Act  
c.  Establish new port regulator 

       3.  Improving Ancillary Services 
b. Formulate EDI Master Plan 
c. Implement EDI in customs and other related 

agencies 
       4.  Utilization of a viable business strategy 

a. Formulation of strategy 
b. Implementation of strategy 

C.   Investments 
Phase I of South Harbor Development Project 
(SHDP) 

TA 
 
 

TA 
 

TA 
 

TA 
Project  
Project  
 

TA 
Project  

 
 

TA 
Project 
 
 
Project 

2003 
 
 
2003-2004 

 
2004-2004 

 
2003-2004 

2005-2006 
2005-2006 
 
2003-2004 

2006-2008 
 
 
2003-2004 

2005-2008 
 
 
2005-2007 

 
 
 

X 
 

X 
 

X 
X 
X 
 

X 
X 
 
 

X 
X 
 
 

X 

X 
 
 

X 
 

X 
 

X 
X 
X 
 

X 
X 
 
 

X 
X 
 
 

X 

 
 
 
 
 
 
 
 

WB, JBIC 
 
 
 

WB, JBIC 
 
 
 

WB, JBIC 
 
 

WB, JBIC, 
Private Sector 

Notes: Project Loan is for the implementation of Phase I of the SHDP. The estimated cost is $640 million of which at least 
$100 million will be financed by the private sector and the remainder by ADB, World Bank, JBIC and the Government.  

EDI = electronic data interchange, mn = million, JBIC = Japan Bank for International Cooperation, SLPA = Sri Lanka Port Authority, 
TA = technical assistance, TEU = twenty-foot equivalent unit, WB = World Bank.  
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F. Energy Sector 
 

1. Sector Needs and Development Challenge 
 
121. The energy sector in Sri Lanka is currently confined to the power, petroleum, and 
liquefied petroleum gas (LPG) subsectors. The power sector continues to struggle with financial 
and technical sustainability, and as a result of several years with financial difficulties the 
required investments in new transmission and distribution facilities as well as ordinary 
maintenance is not at the required level. The petroleum sector continues to be dominated by the 
state-owned Ceylon Petroleum Corporation (CPC), although the Government is trying to bring in 
additional entities to challenge the current monopoly situation. The LPG market is undergoing a 
liberalization process with additional entrants entering the market. However, there appears to be 
a lack of equal opportunities in the sector as prices vary substantially among the market 
participants. 
 
122. In terms of power sector reforms and restructuring, the Government has taken a 
proactive role, which reached a milestone in October 2002 with the passage of the Electricity 
Reform Act (ERA). In addition to ERA, the Government decided to pursue a multisector 
regulatory approach, with the Public Utilities Regulatory Act (PUCA) establishing the legal basis 
for the Public Utilities Commission (PUC) to commence its regulatory functions, which would 
start with the power sector and widen its regulatory scope to areas such as water, petroleum, 
ports, etc., that introduce sector reforms. The focus during the planning period is to ensure that 
the implementation of the power sector reforms, and the detailed aspects of the restructuring in 
the power sector. The Government has opted for an unbundling of the Ceylon Electricity Board 
(CEB) and Lanka Electricity Company Ltd. (LECO) into separate entities for generation, 
transmission, and distribution of power, with PUC as the independent regulator of the power 
sector.  
 
123. To meet the ambitious goal of 8–10% growth in GDP in the medium to long term as set 
by the Government in its Regaining Sri Lanka, the energy sector requires large investments to 
meet the financial and economic benefits outlined in the Government’s economic plan. Based 
on a clear definition of where the growth will come from, the energy subsectors could estimate 
the required capacities and investments to meet the economic growth objective. Having 
established the investment requirement, the public sector has competing needs for its resources 
and the Government would be looking to the private sector to provide the capital in the energy 
sector in addition to public sector investments. To achieve a substantially higher level of 
funding, the energy sector environment would benefit from becoming more conducive to private 
sector participation, and the Government has initiated policy decisions in this direction but more 
needs to be done. At the same time, there is a need to ensure that the transition period does not 
infringe on the ability of the sector to fund itself, since expansion requirements will remain. The 
development challenge is in ensuring growth in the energy sector to meet the economic growth 
of Regaining Sri Lanka. 
 
124. The geographical location of Sri Lanka should not prevent the Government from 
pursuing regional energy sector cooperation arrangements. There are currently ideas of 
electricity cables between India and Sri Lanka, and there could also be other energy 
cooperation arrangements that could enhance the efficiency of energy supply to Sri Lanka and, 
in case Sri Lanka should overinvest in the energy sector, there would be an opportunity to 
export the surplus energy. 
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2. Government Policy 
 
125. In order to address the financial burden of the energy sector and the lack of supply, the 
Government has developed plans of fundamental energy sector reforms and restructuring, with 
the major objective of creating a competitive market within each of the energy subsectors. The 
immediate objective is to create a financial and technical self-sufficient energy sector that would 
by itself make a positive contribution to public finances. Part of the reform is to create an 
environment for private sector participation to a larger extent than what has been experienced to 
date. In the power sector, the Government has encouraged the private sector to participate in 
the generation of power by allowing independent power producers (IPPs) to build power plants. 
However, implementation needs to be enhanced to ensure enough power to fuel the economic 
growth objectives of the Government. Another planned plant, the Kerewalipitiya, is being 
pursued on this basis. There is a clear need for additional base load power supply in Sri Lanka, 
and the Government has considered a coal-based facility for a number of years but has not 
made any final decision. Currently, the Government is focused on further development of its 
mini- and micro-hydropower resources, and both on- and off-grid facilities are envisaged to 
meet some of the demand for electricity. 
 
126. The Government, in its 1998 policy decision, decided to restructure the power sector by 
unbundling CEB and LECO. The actual implementation of this unbundling is under way, and is 
expected to be completed by January 2004. The power sector would then consist of several IPP 
generation companies and one generation company owned by the Government, a transmission 
and dispatch company also operating the single buyer/seller subsidiary, and four distribution 
companies. As part of the peace process, the North and East are envisaged to establish an 
independent distribution company when conditions are appropriate. 
 
127. The Government approved in 2002 the restructuring of the petroleum sector by 
introducing Indian State Oil Corporation (ISO) to the petroleum market in Sri Lanka. ISO 
purchased an oil handling facility in Trincomalee and about 50% of CPC’s retail gasoline station 
network. In the petroleum sector reform legislation, the Government stated that it would 
introduce a third entity to the sector in the near future, and the legislation allowed for additional 
companies to enter the sector in the future. The Government’s objective is to obtain petroleum 
product prices similar to those quoted in the international market, and a price formula for 
calculating the prices was introduced in 2001. This formula has been working reasonably well, 
but would benefit from stricter monitoring and transparency requirements. In terms of the LPG 
subsector, the Government privatized the LPG operations of CPC with the buyer operating 
under monopoly conditions for a 5-year period. This period is now over and new entities are 
entering the market. The process of entering the market place and price setting of products 
would benefit from a more transparent approach, such as under a regulator that would prescribe 
clear rules and regulations for price-setting procedures and transparency guidelines.  
 
128. The objective of all energy sector pricing is full cost recovery, and to establish a 
domestic price level that mirrors that of the international market. In the past, energy sector 
prices have been below those of the international market and, accordingly, the Government has 
subsidized energy sector prices, which has depleted scarce resources from other development 
programs. With the creation of PUC, the price setting of electricity is in the process of being 
moved outside the political powers, and the independent regulator is expected to follow a path 
leading to full financial and technical sustainability of the energy sector.  
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 3. ADB Sector Experience 
 
129. Since 1972, ADB has provided loans and TA to the power sector in Sri Lanka. The focus 
has been on expansion of the hydropower generation system and rural electrification (RE). ADB 
has also provided one loan for the rehabilitation of the CPC tank farm after it was destroyed in a 
terrorist attack. More recently, the focus has been on power and petroleum subsector reforms 
and restructuring, and the oil and gas exploration environment. The experience to date has 
been mixed, as the financial performance of the entities has been disappointing, while the 
performance in terms of technical implementation of the projects have been good, though 
affected by some delays. The experience since 1999 related to development and introduction of 
reforms and restructuring has been positive in comparison with other developing countries. The 
Steering Committee for Power Sector Reforms did move the process forward satisfactorily, and 
implementation is now ongoing. A support system has been developed for dealing with 
implementation issues. This support system consists of quick decision making through the 
enacted Energy Supply Committee (ESC), the Power Sector Reform Office, and the 
Coordination Committee of the Ministry of Power and Energy (MOPE). This is to state that 
implementation issues are expected and that there is a system in place to actively address the 
issues as they emerge. 
 
130. In addition, ADB has provided TA for improvements in the oil and gas exploration 
subsector. Considering the potential and positive economic impact of a discovery, ADB 
envisaged a strong commitment to developing a conducive environment to attract leading 
exploration developers to Sri Lanka. As progress emerges in this area, ADB would be prepared 
to consider additional assistance. However, a strong commitment from the Government is 
required. 
 
131. There is clearly room for additional private sector investments in the energy sector in Sri 
Lanka, and ADB, through its private sector operations, has demonstrated that it can be more 
efficient in the areas of power generation, while public sector investments would benefit the 
creation of markets and establish the environment for private sector development. This can be 
seen in the past participation by the IPPs in power generation, and ADB will continue to 
encourage the Government to work with the private sector entities to increase energy sector 
activities within the national borders. 
 
 4. Activities of Other Funding Agencies 
 
132. Over the last 15 years, 13 development agencies, of which two (ADB and World Bank) 
are multilateral development agencies, have been involved in the energy sector. There are three 
primary participants, namely, ADB, JBIC, and the World Bank. In terms of funding, JBIC is the 
largest contributor with primary focus on power plants and transmission and distribution system 
development. Recently, JBIC has also started to focus on the restructuring efforts of the 
Government, and on possible assistance in this area. The World Bank has concentrated its 
recent efforts on lending to the renewable energy subsector, and TA for the power and 
petroleum sector reforms and restructuring efforts of the Government. In this regard, the World 
Bank has been the primary provider of funding for developing the regulatory aspects of the 
power sector and has begun activities on the regulatory aspects of the petroleum sector. 
Kreditanstalt für Wiederaufbau (KfW), together with the bilateral programs of Sweden and the 
United Kingdom, has provided substantial support to the sector, and further bilateral assistance 
would be required to meet the Regaining Sri Lanka economic objectives. 
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 5. ADB Strategy  
 
133. ADB’s strategy to support the Government in its development and restructuring of the 
energy sector is as follows: 
 

(i) Establish policies and practices that reduce monopolies, promote 
commercialization, and increase private sector participation with balanced risk-
sharing mechanisms. 

(ii) Support restructuring of the power sector to ensure that it increases its financial 
and technical sustainability, and increases the electrification ratio by providing 
efficient, high-quality power supply for the benefit of the consumers, and 
horizontal unbundling. 

(iii) Capacity building of select institutions needed to establish a competitive 
electricity market in Sri Lanka. 

(iv) Develop central government capacity to formulate progressive policies; plan long-
term, sustainable development of the energy sector; and support independent 
regulatory bodies. 

(v) Establish a pricing regime that eliminates distortions in the economically efficient 
use of fuels and electricity, including the removal of subsidies, except transparent 
mechanisms to support the use of modern energy sources by the poor. 

(vi) Support for public sector investments to increase efficiency of power supply and 
expand electricity supply, particularly for access by the poor. 

(vii) Support for public sector investments to complement power plants developed by 
the private sector and to maintain reasonable quality and reliability of power grid 
supply that is essential for economic growth.  

 
 6. Implementation Issues 
 
134. ADB’s future assistance in the energy sector must address identified implementation 
issues in past and ongoing projects. There are two prominent implementation issues that need 
urgent attention. The first issue is the inadequate cost recovery of the sector, while the second 
concerns the prominent procurement delays. Too low tariffs have hampered CEB’s financial 
position and abilities in the past, and created an institution that has been unable to generate 
funds for further expansion in the areas of generation, transmission, and distribution. The same 
issue has been experienced in CPC, and CPC today is faced with a substantial debt overhang 
that requires servicing on a monthly basis. In terms of the procurement delays, the Auditor 
General’s office did offer an opinion on the financial opportunity cost of specific procurement 
delays, and the related impacts on the national economy. There is a need to address these 
implementation issues through the restructuring process. The consultative process of 
developing the power sector policy formulation and legislation was productive and helpful, but 
could have been even more comprehensive. The ERA and the PUC Act and rules and 
regulations to come are expected to improve ownership and help implement the legal provisions 
that require a paradigm change in the energy sector. 
 
 7. Performance Monitoring 
 
135. Through the implementation of the Power Sector Development Program, which was 
made effective in November 2002, ADB will monitor the implementation of the restructuring of 
the power sector. Particular attention will be given to the financial health and corporate 
governance of the entities in the sector. The success of the ongoing reforms will depend on the 
tariff setting mechanism and the subsequent revenue collections by the sector entities, as well 
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as on meeting the expectations of return from the private sector investments. As more and more 
industrial equipment is run by the use of microchip technology, the other important parameter in 
the power sector is the quality of supply. As economic growth must be ensured on a nationwide 
level, the electrification ratio of Sri Lanka becomes an important monitoring indicator. Several 
key indicators, as shown in the energy sector roadmap, will be monitored to ascertain that 
sector development is on track. 
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Energy Sector Roadmap 
 

 Indicators 
 Current 2005 2010 
Sector Outcomes    
    
      Electricity    
      Installed power generation capacity (MW) 2,231 2,354a 3,209a 
      Gross Generation by Source (GWh) 6,810* 9,376a 12,722a 
            Hydrob 2,692 3,441 4,224 
            Thermalb 4,114 5,916 8,473 
            Windb 4 19 25 
      Annual Energy Sales by CEB (GWh)b 5,502 7,575 10,278 
             Domesticb(%) 33.7 31.0 25.0 
             Generalb(%) 16.4 17.0 19.0 
             Industrialb(%) 32.8 42.0 47.0 
             Bulk supply and othersb(%) 17.1 10.0 8.0 
      Annual Revenue by CEB (mn SLRs)b 39,878 57,649 82,133 
             Domesticb(%) 24.3 21.0 14.0 
             Generalb(%) 26.2 27.0 31.0 
             Industrialb(%) 37.7 43.0 49.0 
             Bulk supply and othersb(%) 11.8 9.0 6.0 
       Energy Losses (%)a 18.5 16.1 14.6 
       Number of CEB household consumers (million) 2,827,714 3,894,583 4,720,174 
       Electrification ratiob(%) 55 75 90 
    
       Petroleum    
       Imports 3,417,400 – – 
              Crude 1,954,943 – – 
              Other 1,462,457 – – 
       Refinery Production (Mts) 2,166,454 – – 
       Refinery Value (mn SLRs) 39,870,188 – – 
       Consumption by Sector (Mts) 2,900,128 – – 
              Transport 1,467,424 – – 
              Industrial, Commercial and Services 362,423 – – 
              Power Generation 834,187 – – 
              Estates Sector 13,968 – – 
              HH 222,126 – – 
Major Issues 
 
(i) Decisions and resources required for capital investment to meet future demand of electricity and petroleum 

products; 
(ii) High level of cross-subsidy in the power sector; 
(iii) Development of facilities for the single buyer market;  
(iv) Capacity building of regulatory body; 
(v) Creation of a suitable legal and regulatory framework to attract private sector investment in oil and natural-

gas exploration; 
(vi) Expansion of the domestic renewable energy market; 
(vii) Promotion of cleaner energy use, particularly for the transport and industrial sectors; and  
(viii) Develop potentials available by energy conservation and energy efficiency improvement. 
 
 
    Financing Source 
Policies Schedule Govt. ADB Others 
A. Reform of power subsector      
 a. power sector restructuring 1999-2010 X X World Bank 
 b. establishing competition 2004-2009 X X  
 c. adjusting tariffs 2000-2005 X   
 d. increase private sector participation 1999-2005 X   
 e. strengthening regulation 2000-2004 X   
B. Preparation of petroleum sector structure  2003 X X  
C. Divesting ownership of CPC  2000 X X  
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II. Institutional Development     
 a. Establishment of New Companies 2001-2004 X X  
 b. Strengthening regulatory body 2001-2003 X X  
 c. Strengthening system and market operator 2003-2005 X X  
      
III. Investments     
A. Power Subsector     
  

a. 
 
Power generation (conventional) 

 
2000-2010 

 
X 

 
X 

Bilateral, 
Private sector 

 b. Renewable energy resources 2005 X X  
 c. Power evacuation 2006  X  
 d. Distribution 2006 X   
 e. Market facilities 2002-2004 X X  
 f. Energy conservation and energy efficiency 

improvement 
2003 X X Bilaterals 

       
– = not applicable. 
a   CEB Long-term Generation Expansion Plan 
b   Figures and percentages are ADB estimates, based on growth trends and technology choices. 
Source :  CEB Statistics 2002; CPC Statistics 2001; CEB Long-term Generation Expansion Plan, 2002-2016. 
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G. Financial Sector 
 

1. Current Development Trends and Issues 
 
136. The legal and regulatory framework provides an adequate foundation for a modern 
financial system. Banking supervision has been upgraded largely in compliance with Basel 
Accords while new laws on securities markets and insurance have been enacted. New banks 
and insurance companies, both domestic and foreign, have been authorized, resulting in 
increased competition and innovation. However, there are a number of weaknesses. The 
financial system continues to be dominated by the banking sector and by state-owned 
institutions. The latter have a large presence in banking, insurance, and provident funds and 
controls over 60% of the total assets of financial institutions and utilize over 50% of the country’s 
financial resources. Assets of institutional investors amount to approximately one third of the 
total assets of banks. Despite their large relative size, their impact on financial market 
development and innovation has been negligible, mainly because they have been used as a 
captive source of funding government debt, which primarily issues short-term paper. There is a 
strong demand by the private sector for medium-term debenture financing but the private sector 
has been crowded out of the market due to the lack of a government yield curve for medium- 
and long-term maturities. Improving credit and financial risk management by the banks are also 
necessary. 
 
137. Rural finance, including microfinance, in Sri Lanka is delivered by a variety of 
institutional and noninstitutional arrangements. The sector has been driven by supply-side 
priority for credit expansion with little emphasis on good governance and sustainability. As a 
result, the sector reflects weak governance, lack of autonomy and transparency, and 
inadequate capacity for financial intermediation. Continued proliferation of unsustainable ad hoc 
arrangements continues in the absence of a sector policy. In addition, weak and fragmented 
supervisory infrastructure results in inadequate oversight despite substantial public deposits 
held by the rural finance institutions. 
 
 2. Government Policy 
 
138. The key policy priority is to restructure the state-owned banks, improve the capital 
position and management of private banks, and promote a healthy consolidation of the banking 
system through mergers, acquisitions, and closures. The current Government, unlike its 
predecessor, is actively promoting the nonbank financial sector and wants to improve regulation 
and stimulate the environment for investment both locally and internationally, in order to realize 
its objective of high single-digit economic growth rates. The Government has attached 
importance to the improvement of corporate governance to attract such capital. In addition, the 
Government also aims to develop a sustainable rural finance sector for providing affordable 
rural finance services. 
 

3.  Specific Subsector Needs 
 

a. The Capital Market 
 
139. Despite the advanced technical infrastructure in the private securities market, the market 
remains small and illiquid. With limited cash reserves, the Colombo Stock Exchange (CSE) 
must further develop the capital market and provide new products and services that would offer 
diverse risk-return opportunities for issuers and investors. Additionally, the CSE faces the 
challenges of encouraging investment inflows into the capital market from domestic as well as 
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foreign investors, of increasing the number of listed domestic securities, and of introducing the 
listing of foreign companies onto the exchange. There is also a need to develop and strengthen 
competitiveness of stockbrokers and to implement a code of “best practice” conduct among its 
member firms. 
 

b. Insurance Sector and Capacity Building 
 
140. The working population in the country having access to insurance is extremely low (5% 
for life insurance and 7% for general insurance). Although there is a significant market potential 
for growth of the insurance industry in the country, it is unable to offer real returns for life 
insurance products due to the lack of long-term financial products in the capital market. The 
insurance industry also suffers from too little regulation in some areas, too much regulation in 
other areas, and no regulation at all in certain other areas. 
 
141. Another significant problem facing all insurance companies is a lack of in-depth, 
historical statistics necessary to write profitable policies and, at the same time, offer competitive 
premium rates to customers. As a result, almost all insurance companies lack financial strength 
and some companies may be in danger of technical insolvency. Significant strengthening, 
including capacity building in statistical analysis and expertise in the actuarial profession, is 
needed to obtain meaningful results. There is a significant need for capacity building and 
professional training for the Insurance Board of Sri Lanka (IBSL), the regulatory authority 
responsible for regulating, inspecting, and implementing the rules and regulations established 
for the insurance industry. Additionally, without historical data, IBSL cannot make informed 
judgments on the stability and sustainability of companies or the industry as a whole.  
 

c. Pension Funds and Asset Management  
 
142. Although the country does not have a national social security system, there are several 
large retirement schemes covering both public and private sector employees that have become 
a significant force in the financial system. However, provident funds have not given adequate 
retirement income due to poor investment performance, low contribution rates, lump-sum 
payouts instead of annuities, and high administrative and operating costs. The program is 
further damaged by lack of disclosure and transparency. The Government is following a policy 
of liberalizing the provident funds including, among other things, permitting the private sector to 
enter the market, which should provide more financial products and assure a higher quality of 
asset management. One of the great challenges is to attract experienced international portfolio 
managers into the country as well as capacity building for domestic asset managers. 
 

d. Weak Regulatory and Supervisory Framework 
 
143. The banks, insurance firms, securities markets, pension funds and auditing firms are 
regulated and supervised by multiple agencies that have low accountability and have lacked 
effective governance. The Government is in the process of writing legislation for the creation of 
a single regulator, a new Financial Services Authority (FSA), to take on the responsibilities of 
managing all financial institutions except banks (which will continue to be regulated by the 
Central Bank of Sri Lanka). These responsibilities include: the Securities Exchange 
Commission, IBSL, Sri Lanka Accounting and Auditing Standards Monitoring Board, the 
Superannuation Benefit Funds Regulatory Commission, and the Anti-Money Laundering 
Authority. Through the creation of one authority, financial supervision and rule enforcement 
would be further strengthened and gaps in the regulatory framework would be reduced for the 
securities market, accounting and insurance firms, pension funds, and finance companies. 
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Modern systems of compiling and analyzing financial information and conducting risk-based 
supervision on a consolidated basis should be implemented, while the FSA should be required 
to take prompt corrective action to address weaknesses in institutions and at the same time 
promote a market-friendly regulatory environment founded on sound economic principles. 
 

e. Inadequate Corporate Governance and Institutional Capacity 
 
144. Following international best practice, the Government recently started to implement the 
Code of Best Practice in Corporate Governance for Public Enterprises (the Code) in its newly 
created State Holding Company. The Code encourages the Government to be accountable and 
transparent in its actions and, as a shareholder, participate in the development of state-owned 
enterprises (SOEs). The Code is being implemented as a pilot project for five of the better-
managed SOEs, and will eventually be extended to other SOEs. In order to set a good example 
for the capital market, the Code should be implemented rapidly, but due to the need for capacity 
building, this may not possible. 
 
145. In the private sector, corporate governance is mainly directed at listed or widely held 
companies and the practice of good governance requires considerable strengthening. The 
challenge is to extend good governance to all corporations, and the entire legal, accounting and 
financial profession. Efforts are being made by the government, governmental authorities, and 
financial entities (e.g., the Securities Exchange Commission, the Central Bank of Sri Lanka, and 
the CSE) to adopt, implement, and enforce corporate governance of international best practice 
standards. 
 
  f. Rural Financial Services 
 
146. Production and marketing bottlenecks due to weak rural infrastructure accentuate the 
risks in rural finance and reduce the profitability of the rural households as well as the rural 
finance institutions. Further, perceptions of risk, low profitability, and political interference have 
limited commercial bank exposure in rural areas. A demand/supply gap exists despite the 
extensive network, and continuity of services is not assured. Thus, the income expansion and 
poverty reduction role of rural finance is only partially met and weak rural finance markets 
depress the rate of rural economic growth. A systemic response to address the issues in rural 
finance is essential for reviving the rural economy through investments in agriculture and rural 
enterprises, including the post-conflict areas. 
 

4. ADB’s Strategy 
 
147. ADB’s overall financial sector strategy is to support the reform and development of a 
diversified and sound financial sector that can provide a strong capital market for investments 
and savings through improved financial institutions and markets, including banks, portfolio 
managers, capital markets, insurance companies, and pension and provident funds. Disclosure, 
transparency, and enforcement of regulations must be strengthened. ADB assistance for the 
proposed rural finance sector development project includes a policy component covering policy 
and legal framework, supervisory and regulatory mechanisms and standards, institutional 
reforms in selected rural finance institutions, and support for addressing real sector issues. To 
leverage the policy reforms, an investment package is also planned to support institutional 
strengthening and help meet specific demand and supply gaps. 
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 5. Implementation Issues 
 
148. Continued commitment by the Government to financial sector reforms is essential. The 
timely passage of the law to establish the FSA, effective integration of the relevant agencies and 
offices into the FSA, and sufficient capacity building will be important for effective supervision, 
reform, and restructuring of the financial markets. 
 
149. The ability to conduct independent and complete financial audits, and perform financial 
and management reviews of funds managed under the provident fund scheme and financially 
weak insurance companies will be critical to determine financial positions, required assistance, 
restructuring plans, and necessary reforms. 
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Financial Sector Roadmap 
 

Item 5 years ago Current In 5 years In 10 years 
     
A.  Sector Outcomes     
1.  Financial Market Development Strategy     

(a) Strengthen market regulation and supervision 
    

- Develop regulatory and supervisory capacity 
    in various subsectors 

Inadequate Inadequate 75% 100% 

(b) Strengthen and deepen capital markets 
    

- Develop derivates market (total turnover in 
    million $) 

0 0 Improving Robust 

-   Improve and strengthen regulatory and   
surveillance mechanisms in the non-financial 
markets. 

Inadequate Inadequate 75% 100% 

-   Enhance contractual savings by developing 
policy and institutional framework for private 
pension system 

Minimal Minimal Improving Robust 

 -  Develop long-term debt market None Minimal Improving Robust 
-   Enhance secondary debt market operations 

and promote securitization 
Minimal Improving Improving Robust 

(c)  Strengthen insurance industry 
    

-   Benchmark the insurance industry to 
international standards and norms 

Inadequate Inadequate 75% 100% 

-   increase market penetration of life and 
general insurance 

Minimal 5% 20% 50% 

(d)  Remove  distortions in the financial markets 
    

-   phase out government ownership and  
control of public sector banks and  state-
owned   institutions 

Inadequate Inadequate Improving Widespread 

-   develop long term bond market  None Inadequate Improving Robust 
(e)  Benchmark the banking system to 
international standards of capital adequacy and 
prudential noms 

Inadequate Improving Widespread Widespread 

     

2.   Restructuring Rural Finance     

-   Develop rural finance system for enhancing 
the supply of resource flow to the rural sector  

60% of 
demand 

75% of 
demand 

85% of 
demand 

90% of 
demand 

-  Create a favorable policy environment for 
reforms  

Ongoing Ongoing Ongoing Ongoing 

-   Establish and strengthen supervisory and 
regulatory system  

Inadequate Inadequate Establish  & 
Strengthen 

Ongoing 
Strengthen  

-   Introduce institutional reforms and 
restructuring of rural finance institutions  

25% 
CRBs viable 

 
0% RDBs 

viable 

50% 
CRBs viable 

 
0% RDBs 

viable 

75% 
CRBs viable 

 
75% RDBs 

viable 

85% 
CRBs viable 

 
85% RDBs 

viable 
-  Promote and strengthen microfinance 

institutions/ initiatives including products and 
services  

Ongoing Ongoing Ongoing Ongoing 

-  Enhance demand side development by skills 
development and linkages to marketing 
networks 

Ongoing Ongoing Ongoing Ongoing 
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Item 5 years ago Current In 5 years In 10 years 

B.  Sector Outputs     
1.  Financial Market Strategy     
(a) Enhanced domestic resource mobilization 

through development of a broader and 
deeper long-term debt market and efficiency 
of the financial system 

Inadequate Inadequate Improving Robust 

(b) Improved good corporate governance based 
on international best practices 

Inadequate Inadequate Improving Robust 

(c) Reduction in the level of NPAs of financial 
institutions 

Inadequate Improving Satisfactory Satisfactory 

(d) Improved financial market regulation and 
supervision 

Inadequate Inadequate Improving Robust 

(e) Enhanced overall soundness of the financial 
system 

Inadequate Improving Improving Robust 

(f)  Enhanced role of contractual savings and 
institutional investment 

Inadequate Inadequate Improving Robust 

(g) Increase in number of companies listed in the 
stock exchange (number of companies listed; 
market capitalization $ billion) 

240; 1.1 240/ 1.6 280; 3.0 350; 6.0 

(h)  Increase in number of foreign investors 
investing in the Colombo Stock Exchange 
(number/ $ million net) 

nil 2,800; 25 5,000; 60 10,000; 150 

2.  Rural Finance     
(a) Improved supply of financial services for the 

rural sector. 
Rs. 30 billion Rs. 50 billion Rs. 70 billion Rs. 100 billion 

(b) Reduced poverty. 25% 25% 20%  
C. Sector Issues and Constraints 

 Despite having an adequate legal and regulatory framework in place for a modern financial system, much 
remains to be done.  In view of the fragility of the financial sector and the large fiscal deficit, it is necessary 
to proceed cautiously on a broad program of far-reaching structural adjustments in the financial sector. 

 In absence of a dedicated policy and sector plan, the rural finance (RF) sector is fragmented with RF 
institutions (RFIs) that reflect weak governance and inadequate institutional capacity. Politicization has 
increased the tolerance for loan defaults, waivers, and postponements.  As a result, sustainability has 
suffered and repayment rates remain low. Populist government programs promote financing of activities that 
generate insufficient as well as temporary economic and social benefits. The RF sector is inadequately 
supervised and there is no institutionalized mechanism for coordinating RF interventions with rural and 
agriculture policies. In this environment, private sector investments in RF have remained marginal and the 
gap between demand and supply of RF services is growing. It is essential that policy, financial 
infrastructure, and institutional reforms are pursued to improve the supply of financial services in the rural 
areas to realize the poverty reduction, employment generation and agriculture development goals. 

 
By Agency  

By Issue 
 
Schedule ADB Govt 

TA for Financial Sector Development  & 
Product Innovation (Cluster TA) 

2004-2005 0.5 1.2  

Loan for Rural Finance Sector Devt. 2003 $70  m   

D. Actions, Milestones and 
Investments 

 

Loan for Private Sector Development II 2004 $70 m   
CRBs=Cooperative Rural Banks, NPA=non performing asset,  RDBs= Regional Development Banks , SME= small 
and medium enterprises 
 
 
 
 
 
 



Appendix 3 104

H. Private Sector Development (including Small and Medium Enterprises) 
 

1. Current Development Trends and Issues 
 
150. The Sri Lankan Government’s drive for economic growth, expansion of employment and 
improvement of living standards has created a suitable enabling environment for the private 
sector to assume a leading role in transforming the Sri Lankan economy. However, 
notwithstanding the best efforts of the Government, the private sector is a major development 
challenge for Sri Lanka. The country still faces fiscal pressures and poor infrastructure (e.g., 
power, transportation, and water supply). Additionally, the capacity of the financial sector to 
meet the increasing needs for diversified financial services must increase to support private 
sector growth and investment. 
 
151. Small and medium enterprises (SMEs) are an important source of employment for low-
income, rural and urban households. In Sri Lanka, SMEs account for nearly 90% of industrial 
establishments and 70% of employment in the manufacturing sector. SMEs are constrained by 
the Government’s lack of overall strategy and policy for the sector, a weak skills base, high 
transaction costs due to overregulation, and a complex tax and regulatory structure. In 2002, a 
new Ministry, the Ministry of Enterprise Development, Industrial Policy and Investment 
Promotion (MEDIPIP), formerly the Ministry of Trade and Industry, was established and, among 
other things, it was given the responsibility to focus on the creation of an enabling environment 
for SME growth and development. MEDIPIP is responsible for stocktaking and providing 
mechanisms for ongoing SME monitoring and long-term SME policy and regulatory 
management. 
 

2. Government Policy 
 
152. The Government’s core strategy involves accelerating economic growth by removing 
barriers on productivity, stimulating private sector investment through reforming the legal 
foundation in many economic areas, eliminating the heavy burden of overregulation, introducing 
labor reforms, and improving the social safety net. The Government is focused on removing the 
trade and regulatory barriers and continues to simplify tax rules and custom regulations and 
accelerating the privatization process of commercial activities so that there could be more 
productivity undertaken by the private sector. By improving productivity, the country can 
aggressively seek investment and market possibilities for Sri Lankan goods and services around 
the world. 
 
153. The Government of Sri Lanka has initiated a deregulating process to design appropriate 
policies and strategies in order to create a suitable enabling environment for SME development 
and reduce the cost of doing business. The Deregulation Task Force has recommended the 
deregulation of five industries and the laws are in the process of being drafted. Much more 
deregulation needs to follow.  
 

3. Sector Needs and Challenges 
 

a. Labor 
 
154. Although the official unemployment rate has been decreasing over the last decade from 
13% in the early 1990s to 9.2% in 2002, over 77% of the unemployed have been unemployed 
for over 1 year. In addition, there exists a significant number of young and educated 
unemployed, resulting in estimates of unemployment and underemployment to be close to 
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2 million, excluding over 1 million Sri Lankans working overseas, mainly in the domestic care 
and semi-skilled sector. 
 
155. A key policy imperative has been the development of labor market flexibility through the 
adoption of labor reforms including the revision of legal provisions on redundancy among 
enterprises subject to the Termination of Employment of Workmen Act (TEWA). Although the 
TEWA Act has been passed by Parliament in May 2003, the details of the formula are still being 
negotiated by appropriate stakeholders. The implementation of TEWA would provide a new 
uniform compensation formula for compensation in conjunction with the introduction of a 
scheme of unemployment protection for affected employees. The primary objective is to provide 
the prompt return of the unemployed to productive employment and to provide short-term 
financial support to ensure that the unemployed worker can spend sufficient time to undertake 
systematic job search and to receive retraining if necessary. Such a scheme in Sri Lanka would 
be the first of its kind in South Asia and one of the few among developing countries in Asia. 
However, due to the country’s fiscal pressures, the challenge of designing and funding a 
sustainable scheme is enormous. 
 

b. Healthy Banks and Other Financial Institutions 
 
156. Most banks suffer from high levels of nonperforming loans (NPLs), inadequate 
provisioning, heavy reliance on collateral security (which is difficult to realize), and unduly high 
cost/income ratios. The high level of NPLs is partly due to the banks’ unwillingness to write off 
long-standing delinquent loans, but also reflects poor credit risk management. Given the 
importance of the private sector as the engine for growth, it is important to have healthy banks 
to provide financing to the private sector’s growth needs. Additionally, the role of leasing, 
factoring, and venture capital companies should be expanded. 
 

c. Trade and Investment Policy Reform 
 
157. The Government is committed to implement a strong pro-trade package to (i) move 
toward a stable, low, uniform tariff rate; (ii) address inefficiencies in customs regulations; and 
(iii) pursue bilateral trade opportunities that offer improved market access for Sri Lankan 
exports. A bilateral free trade agreement has been reached with India and one is being 
negotiated with Pakistan. At the same time, Sri Lanka must continue to pursue free trade 
accords with other countries, especially South Asian nations, and to honor its commitments to 
free and fair trade under the World Trade Organization. 
 

d. Restructuring and Successful Privatizations of State-Owned 
Enterprises  

 
158. During the period between 1989 and 2001, the Government privatized over 80 SOEs. 
However, more than 70 SOEs have not been privatized due to poor financial performance. 
Estimated combined losses of the nonprivatized SOEs amounted to 2% of GDP in 2000, 
primarily resulting from fixed overhead costs from excessive labor (some estimates indicate that 
the larger SOEs are overstaffed by approximately 50%). Subsidizing these loss-incurring SOEs 
has contributed to a widening budget deficit, while excessive borrowing from the domestic 
banking sector has created macroeconomic imbalances in the economy and crowded out 
private sector investment.  
 
159. With bankruptcy laws anticipated to be introduced during the first half of 2004, SOEs will 
be permitted to restructure and reorganize. The bankruptcy laws would also define the rights of 
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various credit holders, which would give the banks more incentives to approve the restructuring 
of SOEs. Once the new TEWA labor law and bankruptcy law are enacted, SOEs will be given 
greater flexibility to reduce staff. The SOEs need TA to develop sound business plans, 
implement the strategy, and introduce further efficiencies resulting from the reduction of the 
labor force and/or restructuring of their balance sheets. 
 

e. SME Constraints 
 
160. SMEs face constraints that hinder their productivity and, hence, their long-term capacity 
to reduce poverty in a sustainable manner: 
 

(i) External constraints in the business environment, which are reflected in a 
complicated tax system, overregulation, unfair competition due to support to 
SOEs and inadequate infrastructure; 

(ii) Internal constraints within SMEs, which are reflected in weak entrepreneurial 
skills, production management, accounting, business planning and marketing; 
and 

(iii) Lack of access to productive financial and export markets needed for a level 
playing field in finance and trade. Additionally, SMEs that are weak tend to rely 
on bank finance, which may explain the large volume of NPLs to private sector 
firms among some banks. The more successful ones operate as suppliers to 
large exporters and obtain finance from banks lessors and suppliers. Additionally 
SME usually do not have access to external equity finance (start-up capital and 
injections of capital to cover losses). 

 
4. ADB’s Strategy 

 
161. ADB will continue to focus mainly on two areas: (i) private sector development including 
financial sector reforms and corporate governance (i.e., for SOEs as well as publicly owned 
companies); and (ii) SME development. ADB’s strategy addresses the creation of enabling 
business conditions, including deregulation, further strengthen financial governance, 
development of a more diversified and resilient financial sector, establishment of a realistic 
social safety net, improvements in competition policy and focus on support for SOE reforms, 
restructuring, and commercializing SOEs through privatization. 
 
162. ADB’s SME development program will emphasize a private sector-led sustainable 
assistance package, focusing on improving the regulatory framework and supporting a favorable 
policy toward SMEs, business development services as well as business support services and 
financing. Support for structural reforms in finance and trade will be deepened with advisory 
support to improve the business environment. 
 
163. ADB’s sector strategy will: 
 

(i) Continue to support labor reforms, private sector reforms, eliminating the heavily 
burden of over-regulation and trade barriers; 

(ii) Continue to support the restructuring and eventual privatization of SOEs and 
public-private partnerships; 

(iii) Focus on capacity building to improve local business environment and eliminate 
external constraints, particularly the myriad business and banking regulations 
that carry large fixed costs and have little or negative impact on SMEs. 
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(iv) Remove internal constraints through the Business Services Support Facility and 
continued support of capacity building to the MEDIPIP and chambers of 
commerce to provide high-quality supply-driven business development services 
to SMEs. 

(v) Improve access to financial and export markets. Through ADB’s SME Sector 
Development Program, continue to provide credit assistance and guarantee 
cofinancing for SMEs. Export opportunities based on local competitiveness and 
international and regional demand should emerge by the Government’s support 
in accelerating regional trade cooperation. 

 
 5. Implementation Issues 

 
164. Major issues to improve implementation relate to progress in reforms, onlending 
operations for industry, trade promotion, and capacity building.  
 

6. Performance Monitoring 
 
165. Performance will be gauged through legislative and administrative policy actions. Each 
SOE will be monitored in the development of a business plan, implementation of the strategy 
and tracking the financial performance of the SOE, and the possible sale of stakes will be 
monitored against targets. Other benchmarks include growth of investment (domestic and 
foreign) in the private sector, increase in the number of foreign investors and volume of foreign 
investment, and growth in net funds raised by the stock market. 
 
166. The pace of reforms as well as the actual development of SMEs, such as their 
contribution to GDP, total employment, and exports, will measure overall performance in the 
medium and long terms. Other areas of performance to be tracked are (i) the establishment of 
new SMEs, (ii) the development of new SME businesses, (iii) the entry of SMEs into new 
geographical markets, (iv) the amount of exports generated by SMEs, and (v) SMEs’ success in 
securing and repaying credit. 
 

 

 

 

 

 

 

 

 

 

 



Appendix 3 108

Private Sector Development (including SMEs) Road Map 
 

Item 5 years ago Current In 5 years In 10 years 
A.  Sector Outcomes     
- Enhance the policy framework for SME’s 
 

Inadequate Improving Improving Widespread 

- Strengthen financial intermediation function 
in the SME sector 

 

Inadequate Improving Improving Widespread 

- Reduce NPAs of SMEs at banks 
 

Inadequate Improving Satisfactory Satisfactory 

- Improve performance and reduce 
Government’s ownership in SOEs (number 
of company’s owned) 

>200 70 30 10 

- Improve number of SMEs registered Inadequate Inadequate Improving Widespread 
- Increase exports 

 
Inadequate Inadequate Improving Robust 

-       Increase tax revenue base from SMEs. Inadequate Inadequate Improving Robust 
B.  Sector Outputs     
- Improved access to credit by and sounder 

operational bases for SMEs 
 

Inadequate Improving Improving Robust 

- Redefined framework and network of 
financial intermediaries for SME 
development 

 

Inadequate Inadequate Improving Robust 

- Diversify domestic products and services 
 

Minimal Minimal Improving Robust 

- Reduced government subsidies for SOEs 
 

Inadequate Inadequate Improving Widespread 

- Reduction in employment in SOEs 
 

Inadequate Inadequate Improving Robust 

- Suitable restructuring programs of SOEs Inadequate Inadequate 80% 100% 
 

- Net proceeds from sales of SOEs ($ 
million) 

44 57 100 200 

C.  Sector Issues and Constraints 
• Due to high unemployment rates, strong labor unions, the fiscal deficit and lack of management skills, the 

restructuring of SOEs and their eventual privatisation is a significant challenge. 
 
• Regulations must be simplified and inflation must be kept under control in order to improve and stimulate 

private sector and SME growth. 
 
• As a result of eliminating trade barriers in 2004 under the World Trade Organization agreement, regional 

trade agreements must be entered into and/ or enhanced. 
 

By Agency  
By Issue 

 
Schedule ADB Govt 

TA for Private Sector Development II 2003 0.5   
TA for SME Development II 2005 0.5   

TA for Private Sector Development III 2006 0.5   
Loan for Private Sector Development II 2004 $70 m   

D. Actions, Milestones and 
Investments 

 

Loan for SME Development II 2006 $60 m   
SME= small and medium enterprises 
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I. Education Sector 
 

1. Introduction 
 
167. Sri Lanka has done well to educate almost all children through age 14 and this has led to 
relatively high literacy rates over time and a universal public school coverage that provides 
schools and teachers in most communities. Overall expenditures for basic education are 
relatively low due to the low cost of production of basic services, including the high volume of 
utilization and equitable allocation of inputs. This, unfortunately, has led to low-priority, low-
growth education budgets and has created problems. The relative efficiency of service delivery 
implies little possibility for future efficiency savings and cost containment, and low growth of 
basic education budgets comes at the expense of quality. Consequently, without budget 
increases, the basic education system will deteriorate. Likewise, secondary and postsecondary 
schools serving those above age 14 are unable to accommodate social demand for schooling 
due to budget constraints. Education through university is mandated by the Constitution to be 
free while the Government simply does not have the funds to provide compulsory schooling 
much beyond age 14. For secondary education and above, new ways must be found to 
increase efficiency with existing budgets. New learning technologies can reach a wider 
audience as well as public-private partnerships that enable private schools to participate in 
upper levels of education as a means to meet the demand for higher levels of education. 
 
168. Previous policy restrictions on the use of languages as media of instruction have put 
some communities at a disadvantage, especially in the study of science, math, and information 
and communications technology (ICT). In general, the bureaucracy has stifled initiatives and 
has pursued traditional academic subjects leading to a lack of relevant skills—including modern 
languages, science, math, computing, and business education—needed by graduates to find 
jobs in the new economy. The main challenge for Sri Lanka is to find ways to decentralize 
education so that communities take responsibility for day-to-day operations and funding while 
the central Government provides quality improvements, especially to the curriculum and to 
monitoring and evaluation of school performance. If successful, all students will gain education 
through age 16 and graduates with general skills that can be sharpened with further education 
and on-the-job training leading to higher wages. A strong education system will provide the 
human resource base throughout the country to maintain a modern and dynamic economy that 
is slowly developing as a result of free markets and an end to civil conflict.  
 

2. Sector Needs and Challenges 
 
169. At a macro level, Sri Lanka is still mired in policies that limit the growth of public-private 
partnerships in education and do not support innovations needed to make education relevant to 
the needs of society. Policies limit the involvement of private education, especially in senior high 
school and above, at a time when the public sector does not have the resources to expand 
enrollment to meet demand. One reason for this earlier policy was to prevent differences in 
quality based on ethnicity. However, the net result was to limit everyone to the lowest common 
denominator in the provision of services. Public-private partnerships are new areas of interest 
that need to be developed. The public education system at upper secondary and postsecondary 
levels cannot meet future demand and ways must be found to expand private school capacity. 
For this to happen, policies are needed to induce private partners to expand efforts while 
ensuring that fair trade practices protect students against low-quality products and services.  
 
170. The public sector is still too bureaucratic and this prevents teachers and educational 
resources from being assigned to where they are most needed (usually rural areas). As a 
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consequence, qualitative differences have arisen between urban and rural areas. Public 
education can provide a strong foundation of basic literacy and skills for every 16 year old 
throughout the country, including plantation and conflict areas. This means that all regions, if not 
schools, need to provide full curriculum services to students (e.g., arts and humanities, 
commerce, and science streams). This is not easy when not every school has science labs or 
computer rooms, for example, or when a shortage of science teachers precludes science 
teachers from taking assignments in rural communities. Policies are required to target poor 
areas and provide additional resources to bring schools up to threshold norms of proficiency, 
including hardship incentives to get teachers to teach in rural communities. Equitable 
educational opportunities for all students will help ensure that the nation can meet the needs of 
the labor market. Some new innovations needed might include communication skills in English 
and other foreign languages, skills in computer usage, science, and math skills to improve 
quantitative and analytic skills, and commercial and business skills for the modern office, 
especially in SMEs. 
 

3. Government Policy 
 
171. The ADB Country Strategy and Program Update (2002) and Poverty Reduction Strategy 
in Sri Lanka22 highlight poverty reduction and emphasize pro-poor investments to strengthen 
public-private partnerships. In education, this means that ADB will support reform efforts to 
(i) open access and improve quality, particularly in rural and conflict areas; (ii) promote social 
cohesion through provision of educational opportunities nationwide through distance education 
for skills’ development, career guidance, institutional capacity building; and (iii) improve public-
private institutional resource management. The ADB policy on education welcomes efforts in 
postsecondary and tertiary education to improve both internal and external efficiency and equity. 
Priorities include providing knowledge, attitudinal change and skills essential for pro-poor, 
sustainable economic growth, with emphasis on equity, access, quality, capacity building, 
resource mobilization, public-private partnerships, and new learning technologies. The ADB 
Education Policy includes six subsidiary priorities of (i) reaching the poor; (ii) improving quality; 
(iii) increasing efficiency; (iv) mobilizing resources; (v) collaboration with beneficiaries; and 
(vi) supporting innovation. In Sri Lanka, ADB supports increasing educational opportunities in 
rural areas for those unable to attend formal schools; improves quality of, and access to, 
improved academic programs, especially on-line; increasing internal efficiency of the Open 
University of Sri Lanka (OUSL) and line ministries, mobilizing resources outside the government 
grant system; collaboration with public-private institutions; and introducing distance learning 
technologies to raise standards. 
 
172. ADB previously supported skills’ development for junior secondary school leavers by 
providing wider choices in vocational and technical programs.23 ADB provided TA to improve the 
financing of social sectors (1995) that looked at trend data showing how government allocated 
and budgeted funds across the sectors. ADB provided TA for improving educational planning in 
1998. The study provided valuable information in the form of an employment survey on how 
students sought employment after school. The study culminated in a policy agenda that 
recommended: (i) expanding university education to qualified nonpublic and private sector 
institutions through rules and regulations on opening, operating, and closing schools, 
maintaining standards, and fair trade practices to protect students; (ii) improving the quality of 
course content through an accreditation board; (iii) offering career guidance and job search 
information; (iii) recommending financial management of resources to replace line-item 

                                                 
22 Asian Development Bank. Poverty Reduction Strategy in Sri Lanka: Issues, Findings, Approaches. 
23 Asian Development Bank. Skills’ Development Project. 2000. 
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budgeting with performance-based budgeting; and (iv) harnessing new learning technologies to 
improve access and quality. Based on discussions, visits, interviews, and focus groups, these 
reviews and employment survey provided government important information to develop its 
policy agenda in addressing unemployment.24  
 

4. ADB Sector Experience 
 
173. ADB has been a major provider of funds to the education sector in Sri Lanka. ADB 
assistance was either for secondary education or skills’ development. The first secondary 
education project was postevaluated and rated highly successful. The four ongoing projects are 
in secondary education, skills development, scientific personnel, and distance education. The 
secondary education project is relatively recent and doing well. The Skills’ Development Project 
is behind schedule due to frequent staff changes but has been corrected. The Scientific 
Personnel Project is doing well. All three projects met their target contract awards and 
disbursements for 2002. The Distance Education Modernization Project was approved in June 
2003. 
 
 5. Funding Agency Activities 
 
174. ADB has prepared more education projects than World Bank, but the individual loan 
amounts have been smaller so overall lending has been somewhat less. The World Bank has 
provided two national projects directed at basic education and teacher training. In addition, the 
World Bank has proposed support for conventional universities in 2003 and beyond. ADB has 
complemented the World Bank projects by stressing upper secondary education and 
examination reform at ages 16 and 18. In postsecondary education, ADB supports the OUSL 
because of its nontraditional distance learning pedagogy through 26 campuses nationwide for 
which fees are charged mostly to part time employed students. ADB also supports private for 
profit and nonprofit institutes and to vocational and technical institutes that offer certification and 
diplomas to 16 year olds and above. Outside, a few small-scale interventions in the plantation 
regions, most funding agency activity centers around support for administrative and 
management training. Norway and Sweden are assisting universities set up accounting 
systems. Department for International Development (DFID) is assisting with social conflict 
resolution activities, including curriculum development. JICA is conducting an assessment of 
computer needs in lower secondary education and will be useful for future ADB interventions in 
ICT. The International Labour Organization is working on a job net for young adults that will fit 
well with ADB interventions in career guidance and job search training for postsecondary school 
students. 
 

6. ADB’s Education Sector Strategy 
 
175. The education sector strategy supports ADB’s emphasis on poverty reduction, human 
development, and economic growth, with special efforts to ensure gender and development. 
Historically, ADB supported the secondary education subsector with emphasis on expansion, 
quality, and capacity. There are two major times in a Sri Lankan student’s life when decisions 
must be taken to proceed with schooling: at age 16 and age 18. ADB supports the career 
                                                 
36  Asian Development Bank, Technical Assistance to Sri Lanka for a Study on Financing of Social Services. Manila, 

1995; and ADB, Technical Assistance to Sri Lanka for Improving Education Planning. Manila, (1998) that included 
(i) the labor force experience of secondary school graduates with university degree holders in 1993 and 1997; 
(ii) population change and labor supply in Sri Lanka; (iii) a survey sample of employed and unemployed secondary 
school and university graduates from public and private post secondary schools and universities; and (iv) a survey 
of selected growing (sunrise) industries 
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channeling at age 16 through previous and ongoing projects. The first project supported 
strengthening secondary education and the national examination system to ensure that more 
students qualify for further academic study after ages 16 and 18. A follow up project in 2000 
continued support to quality improvements and introduced ICT in about 1,000 senior secondary 
schools throughout Sri Lanka (the World Bank agreed to follow the model and support about 
400 additional upper secondary schools). Based on pilot work tried under the earlier ADB 
intervention in secondary schools, the ongoing follow-up project supported teaching through e-
learning that makes high school graduates computer literate and introduces digital learning 
experiences in secondary schools. The second approach to assist 16 year olds provided wider 
skills’ acquisition opportunities in the many vocational-technical courses for which students 
apply when they do not qualify for higher secondary school education. These include 
apprenticeship and technical education that serve a wide range of employment areas.  
 
176. ADB also supports 18 year olds in their choice of education after secondary school 
graduation. ADB has supported universities and postsecondary institutes with resources to 
increase scientific personnel needed to expand the number of math and science teachers, and 
to provide opportunities for university students to study and for university professors to pursue 
research. The spin-off from this project will increase the capacity of universities to provide 
greater numbers of scientific personnel. The second effort that ADB is assisting the Government 
concerns the proposed Postsecondary Education Modernization Loan for $45 million that is firm 
for 2003. The Project strengthens Open University (OU) education by supporting the OU 
network of 26 campuses nationwide to expand enrollment and improve internal efficiency. The 
Project also supports new learning technologies, including distance education that provides 
online learning with potential for reaching a wide audience of external degree students 
throughout Sri Lanka. Finally, the Project supports government initiatives to work closely with 
private sector institutes to set standards and encourage expansion to help close the demand 
gap for postsecondary education.  
 
177. ADB plans follow-up projects to continue support for skills’ development and to introduce 
ICT for all secondary schools in Sri Lanka as continued efforts to strengthen academic and 
vocational and technical skills needed in traditional and modern jobs, especially in small and 
medium enterprises. Skills apprenticeships in vocational and technical education will help make 
technical education more demand driven with links to private enterprise. ADB efforts to make 
high school seniors computer literate and to increase the options for learning lessons outside 
the classroom through computers is a second benefit designed to help improve the quality of 
secondary school education. The support for new learning technologies such as distance 
learning for online study is another use of ICT to improve quality and access to learning for 18 
year olds and older.  
 

7. Implementation Issues 
 
178. There are two implementation issues facing the education sector. The first concerns 
frequent project staff changes and vacancies that lead to slow progress. This is especially true 
for the Ministry of Tertiary Education and Training (MTET). Greater training efforts are required 
to strengthen both MTET and the project management offices under its direction. The second 
concern is slow procurement under the Government’s operating procedures. Efforts have been 
made both by the Government and ADB Sri Lanka Resident Mission to overcome some of the 
major impediments. 
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8. Performance Monitoring 
 
179. Performance monitoring is well planned and implemented under ADB’s new project 
performance management system, and carefully coordinates the project framework and project 
performance report. 
 

9. Alternative Development Scenario with Peace 
 
180. If social conflict is reduced, the country can expect a gradual move away from high 
military expenditures toward greater investments in nation building. The education sector has 
always pursued national integration as a good although often this could not be achieved due to 
the dangers of crossing into uncleared territories. Consequently, past projects often did not 
include resource allocation to the North and East. With open borders and a cessation of fighting, 
education projects affecting open learning and support for private postsecondary education will 
benefit the entire country. Likewise, efforts to strengthen secondary schools through the use of 
computer learning and decentralized school management will also benefit all regions of the 
country. Finally, with peace, skills’ development programs aimed at junior secondary school 
graduates interested in learning skills and trades will benefit all regions of the country as 
programs are introduced and implemented nationwide. 
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Education Sector Roadmap 
 

 INDICATORS 
 Current 

(%) 
10 Years 

(%) 
1.   Sector Outcomes 
           Gross Enrollments 

 Junior Secondary   
 Urban/Rural 
 Senior Secondary  
 Urban/Rural 

       
      Examination Pass Rates 
          Age 16 (urban/rural) 
          Age 18 (urban/rural) 
          Enrollments (Nos.) 
  Technical Institutes 
  Open University 
  Universities 
  Private Institutions 
          External Degrees 
 

 
90 

95/85 
35 

40/30 
 
 

35 (40/30) 
45 (60/35) 

 
10,000 
20,000 
40,000 
50,000 
165,000 

 
100 

100/100 
50 

50/50 
 
 

50 (50/50) 
50 (50/50) 

 
15,000 
40,000 
50,000 
80,000 

200,000 

 

2.   Sector Outputs 
Wide and equitable access to secondary education and skills training 
nationwide  
ICT development with full coverage of Secondary school computers and 
postsecondary distance learning 
Full cooperation of public-private partnerships in postsecondary education 

 
40 
 

25 
 

20 

 
80 
 

75 
 

75 
 

3. Sector Issues 
Constraints include (i) regional inequalities in access; (ii) limited absorptive capacity in postsecondary levels including 
vocational and technical institutes; (iii) weak public-private partnerships and cooperation at the tertiary school level; 
and (iv) restricted ICT coverage in secondary schools and poor distance learning capacity among postsecondary 
school institutes. 
 
 By Agency 
4.  Actions/Milestones/Investments  

Schedules 
 

ADB 
 

Others 
 

Govt 
A.    Policies 
• Quality Secondary Schooling 
• Quality OUSL Education 
• Distance Learning System  
      (for external degrees) 
• Public-Private Partnership Model in tertiary 

education 
• Results based Monitoring and Budgeting 
• Accreditation Board 
• Skills Development System  
• National ICT for Education Policy 

 
 

2002–2008 
2003–2008 
2003–2008 

 
2004–2008 

 
2003–2006 
2003-2006 
2002-2006 
2003-2008 

 
 

X 
X 
X 
 

X 
 

X 
X 
X 
X 

 
 
WB 
 
NORAD 
 
 
 
WB 
WB 
 
JICA 

 
 

X 
X 
 
 
 

X 
X 
 

X 
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B.    Institutional Capacity 
• Line ministry capacity 
• OUSL, SLIATE, Public-Private partners 
• NETS 
• Zonal Office Administration 
• School Development Boards 
• DEPP ICT capacity 
• Secondary School Teacher's training 
 

 
 

 
X 
X 
X 
X 
X 
X 
X 

 
WB 
 
 
WB 
WB 
JICA 

 
X 
 
 

X 
 

C.   Investments 
• Secondary Education Modernization II 
• Human Resource Development 
• Distance Education Public-Private Partnership 
 

 
2004 
2005 

2006/2007 
 

   

DEPP = Distance Education Partnership Program, ICT = information and communications technology, NETS = 
National Education and Training System, OUSL = Open University of Sri Lanka, and SLIATE = Sri Lanka Institute of 
Advanced Technical Education. 



Appendix 3 116

J. Water Supply and Sanitation 
 

 1. Introduction 
 
181. The main challenges faced by the urban sector in Sri Lanka are responding to the 
demand of basic infrastructure in the growing urban centers. Water supply, wastewater, 
drainage, and solid waste management are the urban services most in demand. Although about 
70% of the population has access to safe water, only 29% has a household connection to a 
piped system. The National Water Supply and Drainage Board (responsible to the Ministry of 
Housing and Urban Development) is the primary agency responsible for water supply (covering 
75% of over 500 piped water supply systems), and local authorities operate and maintain the 
remainder, most of which are provided with bulk-treated water by NWSDB. Of the population, 
80% has access to sanitation facilities (including improvized latrines) but wastewater collection 
and disposal systems are not widely available and only Colombo has sewerage facilities. Other 
urban services such as drainage and solid waste collection and management fall under the 
responsibility of the local authorities, which have difficulties in investing in and operating these 
services. 
 
182. ADB's involvement in the sector has been predominantly in the water supply subsector 
in secondary towns and rural areas. The discussions in this section focus on improving the 
operational and financial sustainability of the existing services and expanding water supply 
services to new areas. Regarding the wastewater subsector, there has been some involvement 
in the provision of sanitation in rural areas and drainage in secondary towns. The urban 
subsector has focused on demand-driven integrated projects. 
 
 2. Sector Needs and Development Challenges 
 
183. The provision of water supply and sanitation has improved during the last 15 years. In 
April 2002, the Government approved a tariff increase that allows the National Water Supply 
and Drainage Board (NWSDB) to finance O&M and debt service from tariffs. During the last 5 
years, a number of activities such as meter reading and billing and collection have been 
outsourced to the private sector. No new personnel have been hired, in order to reduce 
personnel ratios. NWSDB is now in a better position to take over the O&M and rehabilitation of 
existing urban schemes, and it has also gained significant experience in the implementation of 
participatory approaches in rural communities (which has proved to be more sustainable than 
the top-down approaches). However, despite NWSDB’s improved financial performance to date, 
O&M is not regarded as adequate in many towns and debt service obligations remain highly 
subsidized with a high level of grant funding provided to NWSDB. Moreover, except for some 
modest rehabilitation, revenues from water sales remain inadequate to make any real 
contribution to future capital expenditure out of tariffs and NWSDB continues to be heavily 
reliant on the Government and official development funding for major capital works. Finally, 
major institutional reforms, such as independent regulation, introduction of private sector 
participation, and decentralization of service delivery, which would improve the operational and 
financial performance of the sector, are still ongoing. 
 
184. The sanitation sector is very underdeveloped. Only one urban center, Greater Colombo, 
has a sewerage system, the rest of the population relies on onsite sanitation. Onsite sanitation, 
although in most instances appropriate, is becoming a source of environmental pollution in 
heavily populated areas with delicate soils and aquifers. The Greater Colombo Sewerage 
System dates back to 1906 and 1920 for a design population of 400,000 people. Lack of proper 
O&M and rehabilitation has made the system obsolete and population growth has exceeded its 
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capacity. Until recently, management of the Greater Colombo Sewerage System was shared 
among different municipalities with weak technical and financial capacities to manage it. The 
O&M of the system has been consolidated under the NWSDB and Cabinet has approved a 
sewerage tariff based on water consumption. It is expected to be implemented by January 2004. 
 
185. The main challenges faced in the water supply sector are (i) improving the delivery of 
service by increasing the efficiency of NWSDB, introducing private sector participation in 
management, and decentralizing management of small and medium schemes to local 
authorities and community-based organizations; (ii) improving the financial sustainability of the 
sector by introducing a clear tariff policy that can be implemented through an independent 
regulatory authority and that takes into account commercial, economic, and social aspects; 
(iii) developing and implementing a set of policies and procedures for the allocation of water 
rights including groundwater development and management policy in order to increasing 
capacity to manage wastewater and sanitation in urban areas; (iv) increasing institutional 
capacity and investment in sanitation and waste water management, especially in dense urban 
areas. 
 
 3. Government Policy 
 
186. In Regaining Sri Lanka, the Government states that "the provision of safe drinking water, 
and adequate sewage and sanitation systems, is frequently cited as the single, highest social 
service priority by poor households”25 and it identifies access to safe water and appropriate 
sanitation as one of its priorities and has set as a target providing adequate water supply and 
sanitation to the whole population by 2025. 
 
187. In achieving this objective, the Government has also committed to the following guiding 
principles: (i) protecting the environment and safeguarding health through the integrated 
management of water resources and liquid and solid wastes; (ii) institutional reforms in line with 
this, including the full participation of women at all levels in sector institutions; (iii) community 
management of services, backed by measures to strengthen local institutions; and (iv) pursuing 
sound financial practices achieved through better management of existing assets and the use of 
appropriate technologies. The proposed strategy is a "two-pronged strategy involving large-
scale system expansion for urban schemes and a vast number of small-scale community 
improvement initiatives, to bring better water supply and sanitation services to poor 
communities.”26 
 
188. In terms of the policy framework, the Government recognizes water as an economic 
good in its National Water Supply Policy. Operation of water systems by the private sector is 
currently being considered and gradually introduced. In October 1999, the National Policy on 
Private Sector Participation in Water Supply and Sanitation listed eight urban water supply 
schemes to be selected as pilot projects for private sector participation. Moreover, it has 
demarcated potentially profitable service areas for the Government to enter into partnerships 
with the private sector to operate maintain and extend water systems.27 Currently, the World 
Bank is providing support for the participation of the private sector in Galle-Kalutara coastal 
area. Introduction of private sector participation to operate the Greater Colombo Sewerage 
System is expected to commence within the next 2 years. 
                                                 
25 Government of Sri Lanka, “Sri Lanka: Connecting to Growth: Sri Lanka's Poverty Reduction Strategy”, in Regaining 

Sri Lanka. 
26 Government of Sri Lanka, “Sri Lanka: Connecting to Growth: Sri Lanka's Poverty Reduction Strategy”, in Regaining 

Sri Lanka. 
27 Government of Sri Lanka, “Sri Lanka: Connecting to Growth: Sri Lanka's Poverty Reduction Strategy”, in Regaining 

Sri Lanka. 
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4. ADB Sector Experience 
 
189. ADB’s assistance to the sector began in 1985. It has provided four loans totaling an 
equivalent of $205.3 million. The first two loans were used for the rehabilitation and expansion 
of 27 urban water supply schemes in the southern half of the country. The third loan, which is 
ongoing, is being utilized for rural and urban water supply and sanitation development and 
related institutional development activities. The first loan project was completed in March 1991. 
The second loan project was completed in September 1998 and the third loan commenced in 
1998 and is due for completion in 2004.  
 
190. The fourth loan, 1993-SRI (SF), approved in January 2003, will build two new urban 
water supply systems, expand three existing urban systems, and provide community-based 
water supply and sanitation in two rural provinces. Institutional reforms undertaken in these 
projects include the implementation by NWSDB of a corporate management strategy, a financial 
strategy and an operational strategy that will allow NWSDB to continue to provide services in 
the sector under the new policy framework. The loan will also further the mandate to 
decentralize rural water supply to local authorities and will implement a gender strategy. Also, 
two ongoing TAs will actively support the development of an institutional framework for the 
water supply and the sewerage sector by supporting with the implementation of sector 
regulations of public and private sector providers under PUC. 
 
 5. Activities of Other Funding Agencies 
 
191. Grants and loans from bilateral funding sources and multilateral agencies have formed 
the mainstay of sector investment over the past two decades. The International Development 
Association (IDA) and ADB have adopted a sector approach in expanding the coverage of safe 
rural and urban water supply and sanitation. IDA, United Nations Children’s Fund (UNICEF), 
and the governments of Denmark, Germany, and Finland have been particularly active in 
promoting community-based approaches. 
 
192. IDA has assisted water supply and sewerage development, mostly in Greater Colombo, 
with three credits totaling $81 million and a Community Water Supply and Sanitation Project 
(CWSSP) with a credit of $24.3 million, approved in 1993. IDA approved a second phase of the 
CWSSP in 2003. JBIC has assisted development of water supply and sewerage mostly in 
Greater Colombo, with a mix of loans and grants totaling $107 million equivalent. USAID 
assistance has been mainly for institutional support to NWSDB, especially to promote 
decentralized operations. UNDP has assisted with sector coordination and preparation of 
master plans and has just completed the National Water Supply and Sanitation Sector 
Facilitation Program, which produced a national framework for development of rural water 
supply and sanitation. The Government of France has assisted with provision of water treatment 
facilities, mostly in Colombo. 
 
 6. Main Lessons Learned in the Sector 
 
193. The main lessons learned from past activities are reflected in ADB's strategy and 
include: (i) the need to implement broad reform instruments, including commercial management 
and decentralization to promote efficient and responsive delivery of water supply/sanitation 
services; (ii) to ensure that regulating authorities are independent and have the capacity to 
enforce regulations; (iii) the need to include both supply and demand side concerns and that 
financial sustainability, water conservation, and environmental considerations are integrated in 
price strategies; (iv) the need to design water supply development on a regional basis and in 
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accordance to plan economic and population growth; (vi) accepting that flexibility and capacity 
building of communities is necessary for successful implementation of participatory approach 
projects; and that (vi) clear targets and plans for improving female participation as beneficiaries 
and as project implementors together with gender-disaggregated data facilitate the greater 
involvement of women. 
 
 7. ADB's Sector Strategy 
 
194. Provision of water supply and sanitation is recognized in the Millennium Development 
Goals as one of the key components to improve life expectancy and reduce child mortality. 
Provision of water supply and sanitation also plays an important role to support sustainable 
economic growth and to ensure that this growth is accompanied by the necessary infrastructure 
to avoid negative impacts on the population's health and the physical environment. To achieve 
the objectives, the strategic thrust of sector operations in the medium term will be on overall 
improvement of sector performance, including: 

 
(i) Supporting policy and institutional reforms to achieve independent regulation, 

effective decentralization of service delivery to local government and 
communities, and the participation of the private sector and NGOs, and to 
increase customer responsiveness and social accountability. 

(ii) Promoting institutional reforms and sector strategies that ensure financial 
sustainability required to operate, maintain, and rehabilitate existing infrastructure 
and to allow for expansion of services to nonserved populations, especially in 
rural areas.  

(iii) Integrating environmental and social impacts, including gender, in the planning 
and implementation of water supply and waste management plans and policies. 

(iv) Introducing water saving management strategies through, among others, 
awareness campaigns and scheme specific tariffs for nonbasic consumption to 
maximize the effectiveness of investments and to minimize environmental 
impacts. 

(v) Supporting demand driven community-based approaches in rural water supply 
and sanitation and the decentralization of project management and 
implementation to community-based organizations and local governments.  

(vi) Increasing investments in the sanitation and wastewater management following 
similar principles to those apply to water supply. 

(vii) Improving the access of the poor to these facilities, particularly in those areas 
where sector investments have been lacking in the past decades. 
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Water Supply and Sanitation Sector Roadmap 
 

  Indicators 

A.   Operational Performance  2003 2004 2005 2006 2007 2008 
1.    M3 Billed Increase 5% 4% 3% 2% 1% 
2.    Collection Rate Target 95% 96% 97% 97% 97% 
3.    Accounts Receivables       
      a.   Domestic and Private Institutions Target 60 days 50 days 45 days 40 days 35 days 
      b.   Government Institutions Target  65 days 55 days 50 days 45 days 40 days 
4.   Staff to Connection Ratio Decrease  5% 5% 5% 5% 5% 
5.   Kwh Electricity Use  Decrease  2% 2% 2% 2% 2% 
 
6.   Maintenance Expense 

Increase of 
Total O&M 

 
7.5% 

 
10% 

 
10% 

 
10% 

 
10% 

 
10% 

 
7.   Establishment Expense 

Decrease of 
Total O&M 

 
 

 
10% 

 
10% 

 
10% 

 
10% 

 
10% 

 
8.   Rehabilitation Expenses 

Increase of 
Total O&M 

 
15% 

 
20% 

 
20% 

 
20% 

 
20% 

 
20% 

9.   Debt Service Coverage To maintain  1.2 1.2 1.2 1.2 1.2 
 
A. Financial Performance Indicators 
1. Tariff cost recovery of operations, an adequate level of maintenance, debt service, and capital expenditure related to 

normal/routine replacement of scheme assets. 
2. A debt-service ratio (DSR) of at least 1.2 so as to ensure adequate cash flow to meet debt service requirements each 

year. 
3. A self-financing ratio (SFR) of 15% for 2006 and 2007 and thereafter 20%. The SFR should be expressed as a 3-year 

moving average of capital expenditure. 
4. Accounts receivable target of not more than 90 days of sales from 2003 and 60 days from 2007, to ensure that cash 

flows do not suffer because of slow payment or nonpayment of water bills. (The maintenance of this should be 
supported by well-publicized and enforced disconnection policies.) 

5. Scheme-specific O&M Costs. All towns or projects are to meet at least their O&M costs at the national tariff or town 
specific O&M costs are to be established. 

6. The O&M costs of regional support centers (RSCs) and town O&M costs outside Greater Colombo to be met out of 
tariffs without any cross subsidy from Greater Colombo for scheme-specific O&M and all regional support costs. 

 
B. Sector Performance Indicators 
1. Make operational the water supply and sanitation unit within the Public Utilities Commission, including development of 

all regulations and guidelines. 
2. Approve a plan and a budget to establish and make operational a government unit to undertake water policy planning 

and coordination and to lead activities needed to advance sector reform. 
3. Separate NWSDB planning functions from the operational functions. 
4. Develop an Implementation Strategy for the Water Supply and Sanitation Sector Policy including an investment plan 

for the water sector with estimates of financial and institutional resources needed and propose sources and level of 
funding from tariffs, government budget and external aid. 

5. Approval by Cabinet of the Water Supply and Sanitation Sector Policy and Implementation Strategy. 
6. Provide a 5-year investment plan for the water sector based in the Water Supply and Sanitation Sector Policy and the 

implementation strategy. 
7. Development of capital investment criteria that, in serving policy objectives, will form the basis for prioritizing and 

approving all sector financing. 
8. Implement an awareness campaign and communication for the water sector to support water demand management 

activities and sector reforms. 
9. Review the chart of accounts for NWSDB and implement appropriate accounting reforms and make information 

available to the general public. 
10. Define a set of performance indicators to be gathered and published annually for each scheme (to be implemented by 

the regulatory body when operational). 
     

Kwh = kilowatt hour, and O&M = operation and management. 
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CONCEPT PAPERS FOR LENDING PRODUCTS 

 

This appendix contains the concept papers for projected lending products. 
(i) Table A4.1:    Private Sector Development (Subprogram II) 
(ii) Table A4.2:    Secondary Education Modernization II 
(iii) Table A4.3:    TA Loan for Road Project Preparation 
(iv) Table A4.4:    Public Sector Resource Management 
(v) Table A4.5:    North East Community Restoration and Development II 
(vi) Table A4.6:    Human Resource Investment 
(vii) Table A4.7:    Basic Social Infrastructure Development 
(viii) Table A4.8:    Colombo Port South Harbor Development 
(ix) Table A4.9:    National Highway Sector Development 
(x) Table A4.10:  Commercialization of Agriculture 
(xi) Table A4.11:  Rural Electrification 
(xii) Table A4.12:  Small and Medium Enterprise Development II 
(xiii) Table A4.13:  Greater Colombo Waste Water Management 
(xiv) Table A4.14:  Road Network Sector Development 
(xv) Table A4.15:  Pilot Service Delivery and TA Loan 
(xvi) Table A4.16:  Distance Education Public-Private Partnership 
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CONCEPT PAPERS FOR LENDING PRODUCTS 

 
Table A4.1:  Private Sector Development (Subprogram II) 

Concept Paper 
 

Date: 30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Industry and Finance 
   Subsector:  Private Sector Development 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Governance, Finance and Trade Division/South Asia Department 
   

5. Responsible ADB officer:  Barbara Ericsson 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy:  The private sector in Sri Lanka has grown significantly 

over the past two decades as evidenced by the rising share of private investment in GDP and of the private 
sector in manufacturing output. However, the private sector has yet to realize its potential because of policy and 
institutional impediments, including the following: (i) the public sector remains dominant in commercial activities; 
(ii) the financial sector is underdeveloped, with small and medium enterprises (SMEs) in particular still facing 
problems in accessing finance; (iii) inefficiencies in critical government functions resulting in many industries 
being over regulated and/or having regulations which are ambiguous; (iv) the financial sector needs to be 
strengthened in terms of products, services, risk management and governance; (v) labor laws and regulations 
have created distortions in the labor market; and (vi) the social safety net does not encourage improved 
productivity and efficiency. 
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       The Government’s broad-based reforms and its commitment to fostering economic growth, expansion of 

employment and improvement of living standards has created the basis for evolving a suitable enabling 
environment for the private sector to assume a leading role in transforming Sri Lanka’s economy. The 
Government plans to remove all barriers in order to facilitate growth and increase productivity. ADB's country 
strategy and program (CSP) for Sri Lanka identifies private sector development as a key area of support. The 
proposed private sector development program (PSDP, subprogram II) and associated preparatory TA are in line 
with ADB's strategy focusing on enabling private sector activities. 

 
 b. Goal and purpose: The proposed subprogram is part of the PSDP cluster approved in 2000. It focuses on 

further improving the environment for private sector development. The project preparatory technical assistance 
(PPTA) will help identify remaining constraints to private sector development and key program components such 
as (i) continued support for public enterprise reforms and support for privatization including restructuring of state-
owned-enterprises; (ii) support for strengthening of the regulatory and institutional framework for private sector 
participation in infrastructure; (iii) deregulation in order to enhance private sector growth; (iv) assistance in 
strengthening of the labor relations framework to facilitate employment growth; and (v) continued support for 
strengthening of the financial sector to facilitate access of the private sector to financing 

 
 c. Components and outputs: The PPTA will review the Government's ongoing efforts to promote private 

sector development. The TA will specifically (i) identify the remaining critical issues that need to be addressed to 
enable the private sector in Sri Lanka to realize its potential; (ii) assess the institutional capacity of the 
Government to undertake the needed reform measures to improve the business environment; (iii) identify 
financial sector innovative products to facilitate access to financing by the private sector; and (iv) assess the 
adjustment costs of reform.  

 
 d. Expected results and deliverables: PPTA to provide overall program design, scope, draft policy matrix, 

implementation arrangements, and cost and financing plan; (ii) program loan to assist in removal of impediments 
to private sector development. 

 
 e. Social or environmental issues or concerns: The privatization program may require labor redeployment 

program services for retrenched public enterprise employees. Infrastructure and industrial projects transferred to 
the private sector may have environmental impacts. 

 
 f. Plans for disseminating results/deliverables: The TA will be implemented in close consultation with the 

Ministry of Finance and the Ministry of Policy Development and Implementation. The results will be discussed 
with the Ministry of Enterprise Development, Industrial Policy, Investment Promotion and Constitutional Affairs, 
and the Ministry of Labour. The policy issues will be discussed with the concerned government agencies and 
agreement reached on action plan and implementation timetable. 

 

7. Proposed executing/implementing agencies: Ministry of Finance, and Ministry of Enterprise Development 
Industrial Policy, Investment Promotion and Constitutional Affairs. 

 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
In designing the subprogram, ADB will work closely with the Ministry of Policy Development and Implementation, 
Ministry of Finance and Ministry of Labour and other concerned agencies, including the Public Enterprise Reform 
Commission, Board of Investment, Bureau of Infrastructure Investment, Financial Sector Reform Steering 
Committee, Central Bank of Sri Lanka, and the to be created Financial Services Authority. Other stakeholders, 
including labor unions, employers' federations, NGOs, and the academic world, will also be consulted. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP update 2002 

 b. Expected date of submission for approval 
   Lending:  2004 
   Nonlending (project preparatory): Not applicable 
      Nonlending (other than project preparatory): Not applicable 
 
 c. Period and duration of assistance 
   Lending:  2004–2007 
   Nonlending: Not applicable 
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10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $60 million 
   Asian Development Fund: $10 million 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds 
   Other:   

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, PPTA = project preparatory technical 
assistance, SCSP = subregional cooperation strategy and program, TA = technical assistance. 
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Table A4.2:  Secondary Education Modernization II 
Concept Paper 

 

Date:  30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Social Infrastructure 
   Subsector:  Secondary Education 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 
 

4.  Responsible division/department:  Social Sectors Division/South Asia Department 
 

5. Responsible ADB officer:  Jeoung-Keun Lee 
 
 

6. Description of assistance 
 

a.    Background/linkage to country/regional strategy: The project will support the Government's strategy to 
improve the quality and access of secondary education to meet new labor market requirements through 
changing educational policies, revising curricula, and improving educational environment, especially for poor and 
disadvantaged youths. 
 

 b. Goal and purpose: The project will help expand educational opportunities for the poor and disadvantaged 
youths by introducing new incentives for schooling and improving school environment. The project will also 
provide information technology education to reduce digital divide and to prepare for information technology-
related jobs. 

 
 c. Components and outputs: The project will have three components:  (i) application of innovative education 

policies and practices in secondary schools, (ii) expansion of information technology facilities and equipment, 
and (iii) capacity building of school administrators and teachers in innovative practices and information 
technology. 
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 d. Expected results and deliverables:  It is expected that at lest 20% increase in secondary school 

enrolment with the successful implementation of the project.  About 50% of secondary school students will be 
able to operate computers. Most of the school administrators and teachers will be able to use information 
technology in improving quality and efficiency of secondary education. 

 
 e. Social or environmental issues or concerns: Ethnic issues will be carefully reviewed to promote social 

integration through education. 
 

f. Plans for disseminating results/deliverables: Additional investment plan for computerization will be 
drafted to expanded the project concept to rural and remote areas in collaboration with the Government and 
other funding agencies. 

 

7. Proposed executing/implementing agencies:   Ministry of Human Resource Development, Education and   
Cultural Affairs 

 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
During the technical assistance (TA) implementation period, consultations with the all stakeholders will be 
carried out. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan: CSP update 2001 

 b. Expected date of submission for approval 
   Lending:  2004 
   Nonlending (project preparatory): Not applicable 
   Nonlending (other than project preparatory): Not applicable 
 
 c. Period and duration of assistance 
   Lending: October 2004 – September 2009 
   Nonlending: Not applicable 
 

10. Financing Plan  
 
 a. For lending 
   Ordinary capital resources: $       
               Asian Development Fund: $40 million   
   Other: Government, $17 million; Cofinancing, $40 million 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
`   Grant TA funds 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A4.3:  TA Loan for Road Project Preparation 

Concept Paper 
 

Date:  30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  Technical Assistance Loan 
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Transport 
   Subsector:  Road 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Transport and Communications Division/South Asia Department 
   

5. Responsible ADB officer:  Sri Widowati 
 
 

6. Description of assistance 
 

 a. Background/linkage to country/regional strategy: The Government has, in the context of its economic 
reform program "Regaining Sri Lanka", issued in December 2002, emphasized the development of the country's 
infrastructure. Key objectives are to create economic growth and ensure an efficient transport sector capable of 
reducing financial contributions from the public sector and attracting private investment. Building national 
highways system and an integrated road network are preconditions for the achievement of the economic growth 
targets and are therefore priority reform initiatives. Accelerating development in the country, and in the poorer 
regions in particular, is given high priority by the Government and ADB and requires major infrastructure 
development. This requires many resources and expertise in planning, prioritizing, and preparing necessary 
preparatory works to ensure that the ensuing development will have optimum benefits in economic growth and 
poverty reduction. The ensuing investment needs to be technically feasible, economically viable, and 
environmentally and socially responsible. Very often, these justifications have not been in place by the time the 
external agencies, like ADB and others, come in to take up the investment. In addition, readiness of detailed 
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design of infrastructure projects during processing stage is very important in order to have more accurate cost 
estimates, proper land acquisition and resettlement, and advance procurement. This requires expertise, 
experience, and familiarity with ADB's related guidelines and procedures, and resources in project management. 
Lacking those, delay in project implementation often results, which, in turn leads to delayed and reduced 
development impact achievement, and payment of a greater amount of commitment fees by the Government to 
ADB in the case of ordinary capital resources (OCR) loans. 
 
The Government and ADB agreed to expand ADB involvement in road sector development in the country in the 
medium term through sector loan modality. Ensuring appropriate funding sources for the planned network 
development, operational and maintenance costs are of specific importance. Increasing domestic revenues 
through the road maintenance fund is one important way, but expressway development financing development 
to a large extent will have to be met by foreign investors. The proposed TA loan will assist the Government in 
fulfilling the processing requirement of road projects to be ready for external and private financing. Road 
infrastructure to be studied and designed under the TA loan will improve the efficiency of the currently and poor 
conditions transport and communications network in the country. 

 
 b. Goal and purpose:  The primary objective of the TA loan is to provide a fund to facilitate preparation of 

road projects that promote economic growth and poverty reduction, and are technically feasible, economically 
viable, and environmentally and socially responsible. The TA will also contribute to capacity building for selection 
of consulting services, procurement, and other project management capabilities of various executing agencies 
(EAs). 

 
 c. Components and outputs:  The TA loan will enable development of (i) concession agreements, (ii) project 

feasibility studies, (iii) project detailed designs, and (iv) project tender documents. It will also provide for 
assistance to the EAs during the process of (i) consultant selection, (ii) procurement, and (iii) contract 
negotiations. 

 
 d. Expected results and deliverables:  Preparatory works for road projects will be completed in a timely, 

quality, and cost-effective manners. Deliverables include reports for strategies and investment plan, feasibility 
studies, environmental impact assessments, resettlement plans, social assessments, poverty assessments, 
preliminary designs, detailed designs, concession agreements and bidding documents. Training and transfer of 
knowledge in consultant selection and procurement in accordance with external agencies' guidelines and 
procedures and negotiations with private investors will also be delivered. 

 
 e. Social or environmental issues or concerns:  Social and environmental aspects will be properly 

addressed. The social aspect will be one of the selection criteria of the roads to be provided. 
 
 f. Plans for disseminating results/deliverables:  The project will share results and lessons learned with 

stakeholders, development partners, and beneficiaries through appropriate media. 
 

7. Proposed executing/implementing agencies:  (1) Ministry of Transport, Highways, and Civil Aviation; 
(2) Ministry of Highways; (3) Ministry of Policy Development and Implementation; (4) Ministry of Home Affairs, 
Provincial Council and Local Governments; (5) Road Development Authority; and (6) Board of 
Investment/Bureau of Infrastructure Investment.  

 
8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
       Discussions will be held involving all stakeholders including recipient states, ministries, departments, and 

authorities, to formulate and agree the scope of the TA project. Several workshops will be held involving EAs, 
communities, civil society, and the private sector, in designing future projects. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan: CSP 2003 

 b. Expected date of submission for approval 
   Lending:  November 2004 
   Nonlending (project preparatory): Not applicable 
   Nonlending (other than project preparatory): Not applicable  

 c. Period and duration of assistance 
   Lending: 2005 – 2010 (5 years) 
   Nonlending: Not applicable 
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10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund: $10 million 
   Other:  To be determined 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A4.4:  Public Sector Resource Management 

Concept Paper 
 

D ate:  30 June 2003   

1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  TA loan 
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
      Other:  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:   Others 
   Subsector:  Others 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other: Macroeconomic management 

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 
 

4.  Responsible division/department:  Governance, Finance and Trade Division/South Asia Department 
   

5. Responsible ADB officer:  Bruno Carrasco 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy: ADB’s support for improved governance in Sri Lanka, 

as outlined in the Country Operational Strategy (December 1998), will entail strengthening public sector resource 
management. 

 
 b. Goal and purpose: To set public finances on a sustainable path through increased revenue mobilization 

and improved expenditure management. 
 
 c. Components and outputs: Strengthening fiscal discipline, institutional support to the revenue authority, 

improving fiscal transparency, and supporting the groundwork for fiscal devolution. 
 
 d. Expected results and deliverables: The project will help establish an autonomous and well functioning 

revenue authority, that will combine the existing Inland Revenue, Customs and Excise departments and will be 
responsible for all aspects of revenue collection. The project will also help streamline budgeting procedures and 
expenditure control processes within the Ministry of Finance. The project will lead to a stronger fiscal position, 
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improved macroeconomic stabilization and support higher sustainable growth.  
 

 e. Social or environmental issues or concerns: None 
 

 f. Plans for disseminating results/deliverables: To be determined 
 

7. Proposed executing/implementing agencies:   Ministry of Finance 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
The Government developed the tax policy framework with International Monetary Fund (IMF) assistance, which 
was discussed in a workshop held on 20–24 August 2001. The main tax policy measures were announced as 
part of the 2002 budget. 
 

The Government has developed the basis for improved budgeting processes with (i) ADB TA 3301-SRI: 
Strengthening Public Expenditure Management Systems, for $3 million, approved on 16 November 1999. The 
TA included long-term advisors in budgeting and accounting working with the Ministry of Finance to improve the 
framework for expenditure planning and management; (ii) ADB TA 3906-SRI Public Sector Resource 
Management for 500,000 approved in August 2002. The TA will support the creation of a proper functioning 
revenue authority (RA) by defining rules and procedures for tax collection, staff profiling, and training needs 
under a human resource development plan and internet technology (IT) requirements to assist in the 
computerization of the RA.  
 

A revenue authority workshop was held in Ottawa on 28 April–2 May 2003, hosted by Canada Customs and 
Revenue Agency. Participants included the Government through the Revenue Steering Committee, IMF and 
ADB. The workshop led to an exchange of ideas on the concept and design of the future revenue authority and 
discussed next steps forward. 
 

       A Reconnaissance Mission was fielded on 17-18 July 2003. An aide-mémoire was left behind with a draft policy 
matrix for discussion. Awaiting government comments before proceeding with next mission. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP update 2002 

 b. Expected date of submission for approval 
   Lending:   2004 
   Nonlending (project preparatory):  Not applicable 
   Nonlending (other than project preparatory): Not applicable 
  
 c. Period and duration of assistance 
   Lending:  2004 – 2009 
   Nonlending: Not applicable   
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $20 million 
   Asian Development Fund: $30 million 
   Other:  To be determined 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds 
   Other:   

 
If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing):   
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A4.5:  North East Community Restoration and Development II 

Concept Paper 
 

Date:  30 June 2003   
 
1. Type/modality of assistance 

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:   Others 
   Subsector:  Multisector 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Sri Lanka Resident Mission/South Asia Department 
   

5. Responsible ADB officer:  John Cooney 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy:  Recovery from conflict. 
 

b.    Goal and purpose:  Restore livelihood/basic infrastructure in conflict-affected areas. 
 

c. Components and outputs:  To be determined. 
 
 d. Expected results and deliverables:  Restored access, growth. 
 

e. Social or environmental issues or concerns: None 
 

 f. Plans for disseminating results/deliverables: Not applicable. 
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7.    Proposed executing/implementing agencies:   North East province/to be determined. 
 
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
Project to be based on post-conflict needs assessment, which was developed based on inputs from a wide range 
of stakeholders. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan: CSP 2003 

 b. Expected date of submission for approval 
   Lending: 2004 
   Nonlending (project preparatory): Not applicable 
   Nonlending (other than project preparatory): Not applicable 
    

 c. Period and duration of assistance 
   Lending:  2004 – 2006 
   Nonlending: Not applicable   
 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund: $40 million 
   Other: Cofinancing, to be determined 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds 
   Other:   

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A4.6:  Human Resource Investment 

Concept Paper 
 

Date:  30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Social Infrastructure 
   Subsector:  Vocational Training 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas 
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Social Sectors Division/South Asia Department  
   

5. Responsible ADB officer: Jeoung-Keun Lee 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy: Poor skills training has been a major cause of 

mismatch between educated youth and labor markets. The high unemployment rate of the country's youth and, 
especially, women must be addressed urgently. Improvement of the quality and relevance of skills training 
programs, including those for information technology, is critical to build a high-quality workforce, with particular 
focus on rural youth. Private sector participation in vocational training will be promoted. A sector review was 
carried out in 1999 to identify development constraints and issues. 

 
 b. Goal and purpose: ADB has been involved in a number of projects in the sector in Sri Lanka, including 

through Loan 1707-SRI: Skills Development Project. The project will open up skills training and job opportunities 
for both urban and rural youth from low-income families either through paid employment or from self-
employment, and integrate large numbers of women into the economy. In the long run, unemployment for the 
youth will be reduced.  
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 c. Components and outputs: ADB will support reforms and investments to (i) develop employable skills for 

private sector employment, (ii) provide career guidance for students, (iii) partially recover costs and regulate 
private education to improve its quality and sustainability, (iv) expand tertiary education, and (v) improve 
administration and management of sector institutions. 

 
d. Expected results and deliverables:  Improvement of the quality and relevance of skills training to the 

requirements of the labor market.  
 
 e. Social or environmental issues or concerns: The project will open up skills training and job opportunities 

for low-income urban and rural youth, either through paid employment or self-employment, and integrate large 
numbers of women into the economy. In the long run, youth unemployment will be reduced. 

 
 f. Plans for disseminating results/deliverables: Consultation and participation of relevant stakeholders 

including policy makers, potential employers, trainers, and trainees. 
 
 

7. Proposed executing/implementing agencies:  Ministry of Tertiary Education and Training 
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
Develop a mechanism for market-driven skills training through consultation and participation of relevant 
stakeholders in formulation of skills development. 

 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan: CSP update 2001 

 b. Expected date of submission for approval 
   Lending:  2005 
   Nonlending (project preparatory): Not applicable 
   Nonlending (other than project preparatory): Not applicable 
    

 c. Period and duration of assistance 
   Lending:  March 2005 –February 2009 
   Nonlending: Not applicable 
 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund: $20 million 
   Other:  to be determined  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds 
   Other:   

If cofinancing is required indicate sources, and amount sought: 

If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing):  
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A4.7:  Basic Social Infrastructure Development 

Concept Paper 
 

D ate:  30 June 2003   

1. Type/modality of assistance 

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    
  

Other:  

2. Assistance Focus 
 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Social Infrastructure 
   Subsector:  Urban Development 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Social Sectors Division/South Asia Department 
   

5. Responsible ADB officer:  Eva Maria Mayerhofer 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy: Sri Lanka’s municipal sector has developed over the 

last decade, yet its capacity to meet investment responsibilities and respond to the increased demand for 
services is still at a relatively early stage of development, and needs to be reinforced. The municipalities remain 
fairly limited in their financial and human resources, which are delimited by the local government acts and laws. 
Furthermore, the sector does not have an urban policy to address some of the issues that have arisen with 
decentralization. 

 
b.   Goal and purpose:  The loan will look at implementing the policy recommendations from the Urban Policy 
Sector Framework with respect to developing decentralized management systems at provincial, municipal, urban 
and local levels, to establishing effective communication channels between the service providers and 
beneficiaries and to improving leadership and management capabilities.  

 
c. Components and outputs:  The proposed loan will support the Government in its initiative to formulate and 
implement a comprehensive urban policy in particular with respect to the strengthening and empowerment of 
local authorities to deliver urban infrastructure, especially basic social infrastructure such as water supply and 
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sanitation, drainage, solid waste management, and roads falling under the responsibility of the local authorities. 
In doing so the loan is consistent with the Government’s goals as set out in “Regaining Sri Lanka”, namely of 
(i) strengthening public policies and implementation capabilities, (ii) improving the country’s infrastructure and 
facilitating growth, and (iii) alleviating poverty and upgrading basic social services. The achievement of the 
objectives requires a multipronged approach including (i) redefining urban areas; (ii) strengthening the role of 
municipal administrations in local development; (iii) continuing decentralization reforms; (iv) quantitative and 
qualitative improvement in urban services to accompany national efforts to strengthen Sri Lanka’s economic 
competitiveness; (v) increasing citizen participation in urban planning and management; and (iv) improving 
mobilization and utilization of municipal revenues through a combination of transfers, better cost recovery, and 
collection of local taxes and fees. 

 
 d. Expected results and deliverables:  The final output of the loan will be the preparation of an investment 

project that will be a catalyst in improving delivery of basic social services to the population. The accompanying 
policy reform agenda will promote lean, competent, and motivated local government and agencies responsive 
and accountable to their constituencies.  

 
f. Social or environmental issues or concerns: No major negative social or environmental issues expected 
 

 g. Plans for disseminating results/deliverables: Project evaluation workshop 
 

7.    Proposed executing/implementing agencies:   
The Ministry of Policy Development and Implementation will be the EA for the loan. The Urban Policy Sector 
Framework recommends the establishment of an Urban Policy Facilitation and Coordination Unit. The 
implementing agency will be this particular unit. 

 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
Ministry of Policy Development and Implementation (MPDI/ERD), the Ministry of Finance (MoF), the Ministry of 
Housing and Plantation Infrastructure (MH&PI), the Ministry of Home Affairs, Provincial Councils and Local 
Government, the Chairpersons of the National Urban Task Force and representatives from UN-Habitat, Japan 
International Cooperation Agency, Japan Bank for International Cooperation, among others. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP update 2001 

 b. Expected date of submission for approval 
   Lending:  2005 
   Nonlending (project preparatory):  Not applicable 
   Nonlending (other than project preparatory): Not applicable 
    
 c. Period and duration of assistance 
   Lending:   2005 – 2006 

  Nonlending: Not applicable    
 
 

10. Financing Plan  
 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund: $50 million 
   Other:  To be determined 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds 
   Other:   
If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing):  
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance 
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Table A4.8:  Colombo Port South Harbor Development 

Concept Paper 
 

D ate:  30 June 2003   

1. Type/modality of assistance 

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other 
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Transport 
   Subsector:  Port 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Transport and Communications Division/South Asia Department 
   

5. Responsible ADB officer:   Prodyut Dutt 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy:  ADB is continuing its assistance to mobilize resources 

to increase port capacity through operational improvements and physical expansion parallel with efforts to 
improve the policy and institutional environment. This assistance will improve subsector efficiency and 
performance as well as increase the involvement of the private sector in port infrastructure provision and 
operation to make up for government resource constraints. A more efficient and higher-capacity port will help 
capitalize Colombo’s geographical potential to be a major hub port for South Asia and thus bring about economic 
spin-off benefits to the country. 

 
 b. Goal and purpose: In 2004–2006, the project aims to expand the capacity of Colombo port as a public-

private partnership while continuing to reform the legislative and regulatory framework and improve the efficiency 
of the existing container terminals. This is the second stage of implementation of institutional and policy reform to 
improve port efficiency and governance, increase private sector participation in port infrastructure provision 
works and operations, and make Colombo port a major hub for South Asia. 



 Appendix 4       139
 

 
 c. Components and outputs: The project will (i) support updating the Sri Lanka Port Authority Act; (ii) set up 

a credible port regulator; (iii) increase efficiency of existing container terminals; (iv) implement an electronic data 
interchange network linking port operators and other key government agencies (e.g., customs and ancillary 
service providers such as banks, shipping agents, and forwarding agents) to increase efficiency of cargo 
clearance and reform of national and provincial road provision; and (v) partly finance the development of the 
South Harbor Development Project (SHDP) as a public-private partnership. Private sector participation in the first 
phase of the SHDP is expected to be 33% and will progressively increase in the second and third phases of the 
project. 

 
d. Expected results and deliverables:  
(i) The private sector share of civil works will be at least $100 million for the first phase of the SHDP.  
(ii) The private sector share of civil works under SLRs2.5 million will be at least 33% of the total for the first 

phase. 
(iii) The capacity of Colombo port will double to 5 million 20-foot equivalent units.  
(iv) Colombo port will continue to implement its labor rationalization plan. 
(v) A credible port regulator will be established. 
(vi) A new port act more conducive to private sector involvement in the port subsector will be passed. 

 
 e. Social or environmental issues or concerns: Labor redundancy should be tackled with sensitivity. The 

approved Environmental Mitigation Plan should be strictly monitored so that adverse impacts during the 
construction of the south harbor are minimized. 

 
 f. Plans for disseminating results/deliverables: To be determined 
 

7. Proposed executing/implementing agencies:  Sri Lanka Ports Authority 
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
        Several workshops were held involving all stakeholders to formulate and agree the scope of the project.   
9. Timetable for assistance design, processing, and implementation 
 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CAP 2000 
 b. Expected date of submission for approval 
   Lending:   November 2005 
   Nonlending (project preparatory):  Not applicable 
   Nonlending (other than project preparatory): Not applicable 
 
 c. Period and duration of assistance 
   Lending:  March 2005 – February 2010 (10 years) 
   Nonlending: Not applicable 
 

10. Financing Plan  
 a. For lending 
   Ordinary capital resources: $100 million 
   Asian Development Fund: $ 
   Other: World Bank, $50 million; Japan Bank for International Cooperation, $50 million; Government, 
$90 million; private sector, $100 million; cofinancing, $250 million 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds 
   Other:  
If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A4.9:  National Highway Sector Development Project 

Concept Paper 
 

Date:  30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Transport 
   Subsector:  Road 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Transport and Communications Division/South Asia Department 
   

5. Responsible ADB officer:  Sri Widowati 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy: ADB is continuing its assistance to mobilize resources 

to remove physical and nonphysical barriers in the road network, to support efforts to improve the policy and 
institutional environment, and to improve subsector efficiency and performance. Through its interventions in the 
road subsector in Sri Lanka, ADB is supporting the establishment of a policy and institutional framework to 
improve overall sector performance. This will be achieved through a medium-term sector roadmap approach with 
a series of interventions over the period 2002–2008, to support implementation of a reform program for the way 
in which road services are provided, and for improvement of transport services. The medium-term policy 
framework that was developed and agreed with the Government will serve as a roadmap for future lending to Sri 
Lanka’s road sector. The medium-term sector roadmap approach consists of three possible project loans, 
intended for 2002, 2004, and 2006. The proposed National Highways Development Project will be the second in 
the series of interventions. 
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The Government has, in the context of its economic reform program "Regaining Sri Lanka" issued in December 
2002, emphasized the development of the country's infrastructure. Key objectives are to create economic growth 
and to ensure an efficient transport sector capable of reducing financial contributions from the public sector and 
attracting private investment. Building a national highways system and an integrated road network is a 
precondition for the achievement of the economic growth targets and therefore represents priority reform 
initiatives. Ensuring appropriate funding sources for the planned network development as well as for operational 
and maintenance costs are of specific importance. Increasing domestic revenues through the road maintenance 
fund is one important way, but expressway development financing development to a large extent will have to be 
met by foreign investors. 
 

 b. Goal and purpose: The project aims to further improve the efficiency of the road sector institution, improve 
bus transport services, and increase the capacity of the national roads. The project will also promote private 
sector participation in developing the road network. Efficient road transport will contribute to the expansion of 
economic opportunities and the reduction of poverty. Private sector participation in the financing of expressways 
will help free up public resources, which can be redirected at social spending. 

 
 c. Components and outputs:  The project will (i) support further reform of the provision of national and 

provincial roads, (ii) implement reforms of provision of bus services, and (iii) implement the strategy to promote 
public-private partnership in financing, constructing, operating, and maintaining expressways. The investment 
component will consist of (i) upgrading and expanding the capacity of about 400 km of strategic national 
highways, including improvement of geometric alignment, pavement strengthening, and rehabilitation and/or 
widening of bridges as necessary; and (ii) building and operating about 40 km of expressway to be primarily 
financed by the private sector through public-private partnership scheme.    

 
 d. Expected results and deliverables:  The project will improve national highway system. The expressway 

will be operated as toll roads that will reduce reliance on public financing to allow use of these funds for other 
critical sectors. The policy reform component will result in increased private sector share of domestically funded 
road works, improved road maintenance system and funding mechanism, and deregulated bus transport 
services. 

 
 e. Social or environmental issues or concerns:  Social and environmental aspects will be properly 

addressed. Social aspect will be one of selection criteria of the roads to be provided. Environmental impact 
mitigation and the resettlement plan will be implemented and strictly monitored. 

 
 f. Plans for disseminating results/deliverables: The project will share results and lessons learned with 

stakeholders, development partners, and beneficiaries through appropriate media. 
 
 

7. Proposed executing/implementing agencies: (1) Ministry of Transport, Highways, and Civil Aviation; 
(2) Ministry of Highways; (3) Ministry of Policy Development and Implementation; (4) Road Development 
Authority; and (5) Board of Investment. 

 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
The project's programmatic approach revolves around policy dialogue on sector reforms with the Government 
and discussions and consensus building among various agencies. Individual projects are identified and 
developed under this framework. Consultations with civil society including NGOs have been part of the project 
development process. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP update 2001 

 b. Expected date of submission for approval 
   Lending:  November 2005 
   Nonlending (project preparatory): Not applicable 
   Nonlending (other than project preparatory): Not applicable    
 
 c. Period and duration of assistance 
   Lending: 2006 – 2011 (5 years) 
   Nonlending: Not applicable 
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10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund: $60 million 
   Other:  Cofinancing,  $10 million; Government, $40 million 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A4.10:  Commercialization of Agriculture 

Concept Paper 
 

Date:  30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Agriculture and Natural Resources 
   Subsector:  Agriculture 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 
 

4.  Responsible division/department:  Agriculture, Environment  and Natural Resources Division/ 
                                                                   South Asia Department 
   

5. Responsible ADB officer: Paul Heytens 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy:  Agriculture continues to be the main contributor to 

the livelihoods of Sri Lanka's poor, the vast majority of whom reside in rural areas. While Sri Lankan agriculture 
has gradually become more diversified over the past two decades, the Government recognizes that more rapid 
commercialization through greater private sector participation is the key to raising productivity and accelerating 
growth in the sector. Higher sector growth, in turn, will have a strong impact on reducing poverty and serve as a 
catalyst for improved economic performance more generally through linkages with and spillover effects to the 
broader rural nonfarm economy. The project will therefore contribute directly to the achievement of the 
"Regaining Sri Lanka/Poverty Reduction Strategy Program development objectives and, as such, is fully 
consistent with ADB's country strategy in Sri Lanka. 
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       b.   Goal and purpose: The main goal of the project is to raise Sri Lankan agriculture's growth rate to 6% per 
annum over the next several years, while the main purposes are to diversify and increase value addition in the 
agriculture sector through increased private sector participation and greater commercialization of agriculture.  

 
 c. Components and outputs:  The project component will seek to foster greater commercialization of Sri 

Lankan agriculture by increasing private sector involvement in the following areas: (i) provision of agricultural 
extension services; (ii) management of land and water resources; (iii) research and development of agricultural 
technology; (iv) procurement, processing, and marketing of agricultural produce; and (v) investment in 
agricultural infrastructure, particularly market centers. The program component will seek to improve the enabling 
environment for private activity in agriculture by removing policy/regulatory constraints, including rationalization 
of the trade regime for agricultural outputs, inputs, and technology. Specific outputs will be determined as the 
project is prepared, but will include programs/interventions to increase private sector involvement in the five 
areas noted above.  

 
 d. Expected results and deliverables:  Further diversification and increased value addition in the agriculture 

sector through greater commercialization should raise farm and rural nonfarm incomes and employment, thereby 
reducing poverty in Sri Lanka. At the same time, greater participation of the private sector in agriculture and rural 
development should reduce budgetary outlays, thereby contributing to medium-term fiscal consolidation and the 
sustainability of Sri Lanka's fiscal position. 

 
       e.   Social or environmental issues or concerns:  By generating employment and raising farm and rural 

nonfarm incomes, the project will contribute directly to poverty reduction and lead to an improvement in a range 
of other social and economic indicators. Commercially oriented diversification of agricultural production should 
also improve land quality, conserve water, and make farming more sustainable in the long run. The possible 
social and environmental benefits and costs will be assessed during project preparation. Appropriate mitigation 
measures will be designed where adverse impacts are anticipated. 
 

 f. Plans for disseminating results/deliverables: The project areas and scope of interventions will be 
determined during the PPTA in consultation with the various stakeholders. The project will seek to provide 
models for sustainable, private sector-led, and commercial agriculture that can be replicated elsewhere in the 
country. Project supervision, monitoring, and reporting systems will seek to ensure that knowledge of the project 
is disseminated widely in Sri Lanka. 

 
 

7. Proposed executing/implementing agencies: The EAs for the PPTA will be determined following completion 
of a sector review to be undertaken later in 2003. The executing/implementing agencies for the loan project will 
be determined during the PPTA. 

 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
Extensive consultations will be undertaken during project preparation and implementation with farmers, 
concerned government agencies (Ministries of Policy and Development Implementation, Finance, Agriculture and 
Livestock, Plantation Industries, Irrigation and Water Resources Development, Land and Regional 
Development), industry associations and the private sector (e.g., the National Agribusiness Council and The 
Ceylon Chambers of Commerce).  
 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP update 2001 

 b. Expected date of submission for approval 
   Lending:  2006 
   Nonlending (project preparatory):  2004 
   Nonlending (other than project preparatory):  2006 
 
 c. Period and duration of assistance 
   Lending:  2006–2011 

  Nonlending:  2004  
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10. Financing Plan  

     a. For lending 
   Ordinary capital resources: $30 million 
   Asian Development Fund: $20 million 
   Other:  To be determined 

 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 

      b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds - $800,000 for PPTA; $500,000 for the attached TA 
   Other:   

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A4.11:  Rural Electrification Project 

Concept Paper 
 

Date:  30 June 2003   
 
1. Type/modality of assistance 

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
 
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:   Energy 
   Subsector:  Power 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Energy Division, South Asia Department 
   

5. Responsible ADB officer:  Rune Stroem 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy: ADB’s 2004–2006 country strategy and program is 

directly supporting the objectives and goals established in Regaining Sri Lanka, of which increased economic 
growth is one of the cornerstones. A prerequisite to sustainable economic growth is urban and rural 
infrastructure. The proposed rural electrification directly supports this element of Regaining Sri Lanka, and would 
enhance the economic opportunities in the rural areas, leading to less pressure on the urban areas in Sri Lanka.   

 
 b. Goal and purpose: To ensure even distribution of economic growth in Sri Lanka by providing electricity to 

rural areas currently not covered by the national grid, and ensuring the opportunity for increased economic 
activity in the rural areas. In addition, to ensure opportunities for the poorer segments of the population to get 
connected in order to alleviate stress on human and financial resources by providing opportunities for additional 
income, better health conditions, and enhanced education opportunities.   
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 c. Components and outputs: The proposed assistance will focus on augmenting the distribution network 
and bringing the network to rural areas currently not supplied with electricity. 

 
 d. Expected results and deliverables: Bringing the electrification ratio of Sri Lanka from the expected 72% 

in 2005 to about 80% by 2010. Physical delivery of electricity to about 600 additional villages and 12,000 
households. 

 
 e. Social or environmental issues or concerns: The proposed assistance will make an effort to ensure that 

the poorer population within each electrified village has the opportunity to get connected to the power supply. 
 
 f. Plans for disseminating results/deliverables: Through workshops, seminars, and publications of the 

data gathered in the socioeconomic survey (see below).   
 
 

7. Proposed executing/implementing agencies:  Ministry of Power and Energy/power distribution entities               
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
During the PPTA, a socioeconomic survey will be carried out to ensure adequate knowledge at the village level. 
During this data collection period and later project design stages, public meetings and consultations will take 
place among the villages electrified during previous and current rounds of installing facilities, and the villages 
scheduled for electrification during the proposed loan. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan: CSP update 2001 

 b. Expected date of submission for approval 
   Lending:  2006 
   Nonlending (project preparatory): 2004 
   Nonlending (other than project preparatory): Not applicable 
    

 c. Period and duration of assistance 
   Lending:  2006 – 2010 
   Nonlending:  2004 - 2005 
 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund: $50 million 
   Other:  To be determined 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds:  $600,000 
   Other:   

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing) 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A4.12:  Small and Medium Enterprise Development II 

Concept Paper 
 

Date:  30 June 2003   
 
1. Type/modality of assistance 

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
      Other:  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Industry and Finance 
   Subsector:  Governance, Finance and Trade 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Governance, Finance and Trade Division/South Asia Department 
   

5. Responsible ADB officer:  Barbara Ericsson 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy: The Government’s policy focus on accelerated 

economic growth, expansion of employment, and improvement of living standards has created a suitable 
enabling environment for the private sector to assume a leading role in transforming the Sri Lankan economy. 
SMEs are an important source of employment for low-income, rural and urban households. SMEs account for 
nearly 90% of industrial establishments and 70% of employment in the manufacturing sector. SME growth and 
development are restricted by the presence of regulatory and other constraints, a weak skills base, high 
transaction costs, an underdeveloped business development service sector, and limited access to finance. The 
project recognizes SME development as a means to create jobs for the poor and affirms ADB's commitment to 
promote an enabling environment for private sector development, particularly for SMEs.  

 
 b. Goal and purpose: The proposed SME development project is a follow-up to the SME Sector 

Development Program (SMESDP) approved in 2001. The goal of the new project is to further promote the 
growth and sustainability of SMEs in Sri Lanka. The PPTA will help the Government prepare an SME 



 Appendix 4       149
 

development project through an integrated approach that addresses the various dimensions of SME support 
systems (financial, technical, marketing, and supply-chain linkages), and related policy and institutional issues. 

 
 c. Components and outputs: (i) Review the Government's ongoing efforts to improve the business 

environment and identify remaining constraints; (ii) assess the institutional capacity of the SME Policy Unit in the 
Ministry of Enterprise Development, Industrial Policy and Investment Promotion (MEDIPIP);  (iii) review financial 
sector policies as they relate to SMEs and develop options for financial service products targeting SMEs; 
(iv) assess the performance of the Business Services Support Facility set up under the SMESDP; and (v) identify 
capacity-building measures needed to develop the financial, technical, marketing, and supply=chain linkage 
dimensions of SME support systems. 

 
 d. Expected results and deliverables: Overall project design, scope, implementation arrangements, 

institutional support program, and cost and financing plan. 
 
 e. Social or environmental issues or concerns: None. 
 
 f. Plans for disseminating results/deliverables: The PPTA will be prepared in close consultation with 

MEDIPIP, the Ministry of Policy Development and Implementation and the Ministry of Finance. 
 
 

7. Proposed executing/implementing agencies:  MEDIPIP 
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
In designing the PPTA, ADB will work closely with MEDIPIP and with other concerned agencies. Other 
stakeholders, including business associations, NGOs, and academia will also be consulted. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan: CSP 2003 

 b. Expected date of submission for approval 
   Lending:  2006 
   Nonlending (project preparatory):  2005 
   Nonlending (other than project preparatory): Not applicable 
 
 c. Period and duration of assistance 
   Lending:  2006–2010 

  Nonlending:  2005–2006  
 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $60.0 million 
   Asian Development Fund: $ 
   Other: To be determined 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
 
 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds:  $500,000 
          Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A4.13:  Greater Colombo Waste Water Management  

Concept Paper 
 

Date:  30 June 2003   
 

1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
      Other:  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Social Infrastructure 
   Subsector:  Urban Development 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas 
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Social Sectors Division/South Asia Department 
   

5. Responsible ADB officer:  Maria Paniagua-Pascual 
 
 

6. Description of assistance 
 

  a. Background/linkage to country/regional strategy:  As the Government states in its policy framework 
“Vision 2010”, the existing sewerage and waste infrastructure is grossly inadequate for the optimal expansion of 
urban areas and the concentration of economic activities around urban centers. The sewerage network is limited 
to a small area serving only about 25% of the Colombo urban region and a large section of it is in need of a 
complete overhaul and augmentation. Effective sewerage disposal is a necessary condition not only to for 
growth but to protect the environment from increasing levels of pollution resulting from economic activities. 

 

The Government is currently in the process of considering a model for the participation of the private sector in 
the provision of water supply in Greater Colombo and has stated that public investment will focus on improving 
sewerage networks while the private sector participates in operation and maintenance. By 2004 the following 
sector reforms should be in place: (i) implementation of a model of private sector participation for water supply in 
Greater Colombo; (ii) introduction of a sewerage tariff based on volumetric usage;  and (iii) consolidation of 
responsibility for all public owned sewerage systems in Greater Colombo in one institution. Within the given 
framework, the TA will prepare a project to rehabilitate the Greater Colombo Sewerage System and support 
further progress in sector reforms. 
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b. Goal and purpose: The TA will prepare a project to assist the Government to improve the living conditions 
of the urban population in Greater Colombo, and to minimize negative environmental impacts caused by 
increasing levels of domestic and industrial waste.   
 

 c. Components and outputs: The TA will (i) provide institutional strengthening to improve the capacity of 
institutions responsible for wastewater management in Greater Colombo; (ii) identify physical and institutional 
areas that need improvement, including institutional and financial scenarios and the policy framework; 
(iii) identify an investment to improve wastewater management including rehabilitation of existing sewage and 
improvement of on-site sanitation facilities in Greater Colombo, within the objectives and policies of both ADB 
and the Government; and (iv) provide all the necessary information for the preparation of a loan project in 
accordance with ADB operational guidelines. 

 

d. Expected results and deliverables:  The TA will (i) increase the capacity of the Greater Colombo 
institutions to manage wastewater; (ii) provide all necessary information to prepare a project to undertake the 
physical rehabilitation of Greater Colombo Sewerage System and the improvement of on-site sanitation; and 
(iii) implement the necessary institutional and policy reforms to ensure financially and institutionally sustainable 
solutions for the Greater Colombo Sewerage System. The TA will prepare a project to support and advance 
current policy reforms in the sector. 

 

e. Social or environmental issues or concerns:  No environmental issues are expected during TA 
implementation. The TA will prepare a project to mitigate current negative environmental impacts due to 
inappropriate management of domestic and industrial waste. 
 

 f. Plans for disseminating results/deliverables: Project final report and project evaluation workshop. 
 

7. Proposed executing/implementing agencies:  To be determined 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
The Government has expressed in writing to different ADB officers and management the need to rehabilitate the 
Greater Colombo Sewerage System and has discussed the assistance during discussions regarding 
participation of the private sector in Greater Colombo’s water supply. In its Vision 2010, the Government 
identifies as a priority area the rehabilitation of the Greater Colombo Sewerage System. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP update 2001 

 b. Expected date of submission for approval 
   Lending:  2006 
   Nonlending (project preparatory):  2004 
   Nonlending (other than project preparatory): Not applicable 
 

 c. Period and duration of assistance 
   Lending:   2005 - 2009 
   Nonlending:  2004 - 2005 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $20 million 
   Asian Development Fund: $ 
   Other:  Government, to be determined; Cofinancing, $130 million 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
 
 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds 
   Other:   

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing):  
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy and program, TA 
= technical assistance. 
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Table A4.14:  Road Network Sector Development Project 

Concept Paper 
 

Date:  30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:   Transport 
   Subsector:   Road 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Transport and Communications Division/South Asia Department 
   

5. Responsible ADB officer:  Sri Widowati 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy: ADB is continuing its assistance to mobilize resources 

to (i) remove physical and nonphysical barriers in the road network, (ii) support efforts to improve the policy and 
institutional environment, and (iii) improve subsector efficiency and performance. More efficient transport will 
contribute to poverty reduction by increasing economic growth and improving access to economic opportunities. 
Through its interventions in the road subsector in Sri Lanka, ADB is supporting the establishing of a policy and 
institutional framework to improve overall sector performance. This will be achieved through a medium-term 
sector roadmap approach with a series of interventions over the period 2002–2008, to support implementation of 
a reform program to improve road and transport services. The medium-term policy framework developed and 
agreed with the Government will serve as a roadmap for future lending to Sri Lanka’s road sector. The project 
will be the third in the series of interventions. 
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 The Government has, in the context of its economic reform program "Regaining Sri Lanka", issued in December 
2002, emphasized the development of the country's infrastructure. Key objectives are to create economic growth 
and to ensure an efficient transport sector capable of reducing financial contributions from the public sector and 
attracting private investment. Building a national highways system and an integrated road network are 
preconditions for the achievement of the economic growth targets and are therefore priority reform initiatives. 

 
 b. Goal and purpose: Efficient transport and improved access, in particular, is one of the keys to economic 

development leading to reduction of poverty. Investment in roads is part of a continuing program to support the 
development of an integrated and balanced road network in the country. The project aims to improve the 
efficiency of road sector institutions, and increase the capacity and efficiency of the road network to promote 
economic growth, rural development, better access to employment opportunities and social facilities, and 
domestic and regional trade. 

 
 c. Components and outputs: The TA is to help the Government identify and prepare a project of about [xx 

something gone walkabouts here …] The project will (i) support further reform of road sector institutions, and 
(ii) upgrade and expand the capacity of about 1,000 km of the road network (classes A, B, C, and D), including 
improvement of geometric alignment, pavement strengthening, and rehabilitation and/or widening of bridges as 
necessary.  

 
 d. Expected results and deliverables: The project will improve the country road network. The policy reform 

component will complete the institutional development program under the medium-term framework of road 
sector development. It will result in separation of the regulatory and service-provider functions within the  

       government agency, a strong private sector in the road sector, and a sustainable road-financing mechanism. 
 
 
 e. Social or environmental issues or concerns: Social and environmental aspects will be properly 

addressed. Social aspect will be one of selection criteria of the roads to be provided. Environmental impact 
mitigation and resettlement plan will be implemented and strictly monitored. 

 
 f. Plans for disseminating results/deliverables: The project will share results and lessons learned with 

stakeholders, development partners, and beneficiaries through appropriate media. 
 

7. Proposed executing/implementing agencies:  (1) Ministry of Transport, Highways, and Civil 
Aviation;(2) Ministry of Highways; (3) Ministry of Home Affairs, Provincial Council and Local Government; and 
(4) Road Development Authority. 

 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
       The project's programmatic approach revolves around policy dialogue on sector reforms with the Government 

and discussions and consensus building among various agencies. Individual projects are identified and 
developed under this framework. Consultations with civil society including NGOs have been part of the project 
development process.  

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP  2003 

 b. Expected date of submission for approval 
   Lending:  2006 
   Nonlending (project preparatory): 2005 
   Nonlending (other than project preparatory): Not applicable     

 c. Period and duration of assistance 
   Lending:  2007 – 2012 
   Nonlending:    
 

10. Financing Plan  
 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund: $60 million 
   Other:   To be determined 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
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 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: ${amount} 
   Grant TA funds 
   Other: {specify}  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 

  
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A4.15:  Pilot Service Delivery and TA Loan 

Concept Paper 
 

Date:  30 June 2003   
 
1. Type/modality of assistance 

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:   TA Loan 
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:   
  
2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Industry and Finance 
   Subsector:  Governance, Pro-poor Service Delivery 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas 
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Governance, Finance and Trade Division/South Asia Department 
   

5. Responsible ADB officer:  Asha Newsum 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy: Following almost two decades of civil conflict, in 2002 

the newly elected government declared a ceasefire and renewed peace negotiations with the Liberation Tigers of 
Tamil Eelam (LTTE). In mid-2002, the Government published a Relief, Rehabilitation, and Reconciliation (RRR) 
Framework, which sets out a framework of policies and strategies concerned with the overriding need for peace 
and recovery. Restoration of public services and coordination through effective institutional mechanisms at 
national, provincial and district, division, and village levels will be critical to the attainment of peace.  

 
In December 2002, the Government announced a strategy for comprehensive economic and structural reforms 
to achieve higher and sustainable economic growth and accelerated poverty reduction. This strategy is 
described in Regaining Sri Lanka and is set out in three parts: part one represents the framework for economic 
development; part two presents the poverty reduction strategy (PRS); and part three includes an action plan for 
parts one and two. Key components of the strategy include fostering macroeconomic stability through 
appropriate monetary, fiscal, and external policies; and structural adjustment including deregulation to enhance 
resource allocation, and raise productivity. The strategy also envisages changing the role of government from 
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being a leading provider of goods and services to being a facilitator of private sector economic activity; ensuring 
that public sector operations are conducted efficiently and cost effective; focusing on results and the need to put 
systems and processes in place to track performance, including stakeholder consultations and feedback on 
public service delivery, accessibility, and quality; shifting the focus of authority from central to local government 
as a means of empowering the poor; raising transparency and information flow including through implementing 
legislation on the right to information; and balancing available resources and service demands and making 
effective utilization of resources allocated in the provision of public services.  

 
       ADB's governance approach in Sri Lanka is being reflected in the governance review as part of the preparation 

of the CSP. While taking into account the fluid situation, the approach is geared toward contributing to the 
attainment of lasting peace and poverty reduction through initiatives that will improve accountability and 
transparency of government and bring government closer to the people. The approach will be operationalized as 
core governance initiatives and mainstreamed in ADB's sector related investments.  

 
 b. Goal and purpose: To improve the access, equity, efficiency, and sustainability of public services in Sri 

Lanka. The purpose is (i) to produce a national roadmap including one for the North and East supported by 
appropriate institutional arrangements that is concerned with the development and implementation of a policy 
framework for making public services delivered by the central, provincial, and local tiers of government work for 
the poor and people affected by the conflict; and (ii) to implement the preliminary phase of the roadmap through 
the implementation of specific tools and techniques concerned with improving service delivery through pilot 
schemes in a selected and manageable number of high-priority public services. The proposed loan/TA loan 
component will support the upscaling of service delivery pilot projects (see below).  

 
c. Components and outputs:  
 
1. Institutional frameworks including frameworks that are suitable for the North and East established for:  

(i)    Implementing service delivery improvement reforms in central, provincial and local governments; 
(ii)   Building capacity in government, civil society, and local communities;  
(iii)  Advising on performance areas and performance monitoring; 
(iv)  Establishing appropriate incentive systems for bringing about behavioral change. 

2. Establishing service provider links with 1–2 international agencies for capacity building in improving delivery 
of public services;  

3. Feasibility study for integrated services using e-governance in rural and/or urban areas; 
4. Study on intergovernment accountability framework for 3–5 pilot priority services in two geographical areas, 

including a service in the North and East; 
5. Using a selection of the following tools (the list is not conclusive) in 3–5 pilot priority services with a view to 

determining components for incorporation in the service delivery policy framework: 
(i)    service delivery policies, planning and budgeting by policy makers; 
(ii)   service delivery planning by service providers involving citizens; 
(iii)  public expenditure tracking surveys; 
(iv)  quantitative service delivery surveys;  
(v)   costing of public services; 
(vi)  policies on user charges and policies on subsidies for the poor and marginalized; 
(vii) social audit of public services by citizens;  
(viii)service standards; 
(ix)  access to and availability of service delivery related information; 
(x)  citizen redressal;  
(xi)  performance monitoring and benchmarks; and  
(xii)  assessment of service delivery constraints. 

  
6.  Upscaling of the pilot priority services to cover broader geographic area and to enable mainstreaming of 

institutional and service delivery frameworks 
 

d. Expected results and deliverables:  
(i)     Service delivery policy framework adopted and implemented on a pilot basis by 3–5 service providers; 

        (ii)   Constraints identified and improvements realized in pilot services;  
        (iii)  Approved and costed service delivery improvements plans for scaling up on the basis of the work 

undertaken in the pilots; 
        (iv)  Operationalization of service delivery policy frameworks across government;  
        (v)   Investment plan for the establishment of integrated services in rural and/or urban areas using e-

governance and by bridging the digital divide;  
        (vi)  Approved modalities for learning and sharing good practices in service delivery; 
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       (vii) Challenge fund operational for innovations in service delivery that are pro-poor and/or contributing to 
conflict resolutions and attainment of lasting peace;  

       (viii) Improved capacity in public sector for improving public services; and 
        (ix)  Service providers identified and contracts in place for building capacity in the planning, delivery, 

regulation, monitoring, and evaluation of public services.  
 

The proposed assistance will be provided through cluster TA for institutional development, and subsequent 
project loan/TA loan for upscaling pilot service delivery mechanism. 

 

 e. Social or environmental issues or concerns: The initiative is designed to address the constraints in the 
delivery of public services and particularly social and infrastructure services. An integral part of the approach will 
be to consider the gender dimensions in the provision of public services and the requirements of displaced 
persons.  

 

 f. Plans for disseminating results/deliverables: The Government will establish institutional mechanisms for 
disseminating information concerning the processes, outputs, and outcomes of the TA through institutional 
arrangements that are capable of reaching out to all tiers of government, civil society, and the citizens in a 
meaningful way. Information generated from the project will be required for a variety of purposes including 
ensuring citizen participation, development of policies, gearing up implementation of service delivery 
improvement plans, and improving transparency and accountability of the Government. 

 
 

7. Proposed executing/implementing agencies:  The EA will be the Ministry of Policy Development and 
Implementation and the implementing agencies will be (i) the line ministries responsible for improving the priority 
services on a pilot basis; (ii) relevant provincial governments, district, and divisional offices and local 
governments; and (iii) civil society. The implementation arrangements will take into account the evolving political 
and structural arrangements that are being evolved under the ongoing peace process. In addition, the Sri Lanka 
Institute of Development Administration (SLIDA) will be responsible for leading on the development of 
appropriate capacity building programs and the Sri Lanka Center for Poverty Analysis will be responsible for 
leading the nongovernment components of the service delivery policy reforms. 

 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
       During the course of preparation of the governance review for the CSP, meetings to discuss the approach 

outlined above have taken place with central government, provincial governments, and local governments. In 
addition, consultative workshops have taken place with groups from government, nongovernment organizations, 
and community-based organizations, as well as business and funding agencies. 

 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan: CSP 2003 

 b. Expected date of submission for approval 
   Lending: January 2006 
   Nonlending (project preparatory):  2005 
   Nonlending (other than project preparatory):  2004   

 c. Period and duration of assistance 
   Lending:  2006 onwards 
   Nonlending:  I – IV Quarter 2005 for Cluster TA   
 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $10 million 
   Asian Development Fund: $10 million 
   Other:  To be determined 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
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 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds:  $500,000 
   Other:  to be determined, $1.1 million  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A4.16:  Distance Education Public-Private Partnership 

Concept Paper 
 

Date:  30 June 2003   
 
 1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:   
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  
2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Social Infrastructure 
   Subsector:  Education 

 b. For project preparatory and lending, classification   
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas 
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:   

3. Coverage   

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Social Sectors Division/South Asia Department 
   

5. Responsible ADB officer:  To be determined 
 
 

6. Description of assistance 
 

a. Background/linkage to country/regional strategy: The Government emphasizes moving from a public 
sector employment system to private sector employment system for value-added occupations required by Sri 
Lanka to enter the global economy. The Government is diversifying the economy, and has developed an 
employment strategy that emphasizes less restrictive labor laws, support for SMEs, and the shedding of 
parastatal operations. The strategy is pro-poor because the generation of more and better jobs will allow income 
to filter down across a wide geographical region and across a wide segment of society. Since the public 
postsecondary education system is shrinking and the private sector is expanding, the Government also needs to 
plan its strategy to allow private providers to operate. 

 
b. Goal and purpose:  The TA will assist the Government to reorient the postsecondary system of 
education—Open University, technical institutes, and the myriad private sector institutions granting diplomas and 
degrees—to harmonize services for the majority of secondary school graduates who qualify for higher education 
but are not admitted due to limited capacity of universities. The TA will prepare a project that moves the 
subsector to private sector dominance with government monitoring, standard setting, and policy making 
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designed to ensure quality, veracity in advertising, and a closer supply-demand job match. 
 

c. 

d. 

e. 

f. 

Components and outputs: The TA will prepare a project that addresses technical needs of the subsector, 
including distance education technologies designed to overcome critical bottlenecks in teaching competencies 
and wider application of course offerings nationwide through the Internet and a wide set of institutions. 

 
Expected results and deliverables:  The TA is expected to deliver a feasibility study that takes account of 

current initiatives, both local and foreign, in the support for learning online throughout Sri Lanka to increase 
opportunities for students living outside urban areas. The new system is expected to be more competitive and 
hence more efficiently run and more closely tied to labor market requirements.  

 

Social or environmental issues or concerns:  Social issues include the need to provide services 
nationwide across poor plantation areas and former war-torn areas. Most of the educated poor in rural areas 
have little opportunity to locally upgrade skills for advancement. A distance education system already under way 
is needed at the local level to allow access to learning on demand with back-up tutorials. Such a system would 
also allow private nonprofit organizations that specialize in information and communications technology, 
business, accounting, and languages to grow in small towns across the country. 

 

Plans for disseminating results/deliverables: The feasibility study will be prepared in close cooperation 
with the public and private school systems so that inputs from each can be included and common ground 
reached. This will be done through regional workshops, field visits, and face-to-face interviews with stakeholders. 

 

7. Proposed executing/implementing agencies:  Ministry of Higher Education and Training 
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance: 
 The Government is actively pursuing reforms in higher education to reduce the role of the public sector while 

expanding private sector involvement. The process will take time and the project will follow up existing ADB and 
World Bank support in the subsector and help ensure the long-term success of the reforms. The TA will work 
closely with the ongoing reform process and benefit from the lessons learned regarding stakeholder involvement, 
especially between the newly emerging private and public sector institutional cooperation and sharing.  

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan: CSP 2003 

 b. Expected date of submission for approval 
   Lending:  2006 
   Nonlending (project preparatory):  2005 
   Nonlending (other than project preparatory): Not applicable 
 
 c. Period and duration of assistance 
   Lending:  2006–2010 (5 years) 
   Nonlending:  2005–2006 (9 months) 
 
10. Financing Plan  
 

 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund: $50 million 
   Other:  To be determined 

If cofinancing is required indicate sources, and amount sought:  
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds: $600,000 
   Other:  

If cofinancing is required indicate sources, and amount sought: TBD 
If known, provide cost estimates and financing arrangements (e.g., total cost, ADB financing, other financing, and 
government financing): 
  
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy and program, TA 
= technical assistance. 
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CONCEPT PAPERS FOR NONLENDING PRODUCTS AND SERVICES 

 

This appendix contains the concept papers for projected nonlending products and services. 

(i) Table A5.1:   Financial Sector Development and Production Innovation  
                     (Cluster TA) 

(ii) Table A5.2:   Road Sector Master Plan 
(iii) Table A5.3:   Implementing National Resettlement Policy 
(iv) Table A5.4:   Local Governance in Rural Water Supply and Sanitation 
(v) Table A5.5:   Jaffna Water Supply and Wastewater Management II 
(vi) Table A5.6:   Energy Sector Review 
(vii) Table A5.7:   Capacity Building in Oil and Gas Exploration 
(viii) Table A5.8:   Private Sector Development III 
(ix) Table A5.9:   Secondary Towns and Community-based Water Supply and 

         Sanitation II 
(x) Table A5.10: Secondary School Teacher's Training 

 

 



Appendix 5 162

 

CONCEPT PAPERS FOR NONLENDING PRODUCTS 
 

Table A5.1:  Financial Sector Development and Product Innovation Cluster TA 
Concept Paper 

 

Date:  30 June 2003   
 

1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:   Industry and Finance 
   Subsector:  Governance, Finance and Trade 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas 
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Governance, Finance and Trade Division/South Asia Department 
   

5. Responsible ADB officer:   Barbara Ericsson 
 
 

6. Description of assistance 
 

  a. Background/linkage to country/regional strategy:  The country’s legal and regulatory framework 
provides an adequate foundation for a modern financial system. However, there are a number of weaknesses: 
(i) the financial system continues to be dominated by the banking sector and by state-owned institutions; 
(ii) limited financial products and services are available to (a) diversify investment risk for issuers and investors 
and/or (b) encourage private sector development and growth; (iii) there is negligible product development and 
innovation in creating new instruments in the bond and equity markets to attract additional domestic and foreign 
investment capital; (iii) inefficiencies in the bond and stock markets; (iv) limited penetration of nonbank financial 
products, including insurance in the country; (v) limited asset, liability, and risk management; (vi) the need to 
further improve the regulatory and supervisory framework in the financial sector; and (vii) the need for 
implementing additional corporate governance and best practice code of conduct.  
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b.   Goal and purpose: The proposed technical assistance (TA) will support the Government’s national 
strategy of stimulating the financial environment by enhancing investment capital inflows from domestic (retail 
and institutional) as well as international investors to realize its objective of high and sustainable economic 
growth. The proposed TA will also provide better methods for issuers of securities and investors to manage their 
financial risks. The proposed TA will complement the country’s Private Sector Development Program approved 
in 2000 and the SME Sector Development Program (SMESDP) approved in 2001.  
 

 c. Components and outputs: The proposed TA will provide: (i) support for developing new innovative 
products and services in the capital markets; (ii) capacity building for institutions and regulators for financial 
sector development and product innovation; (iii) [xx a c. OR campaigns] public awareness campaign, as 
requested, on products and services available in the capital market; and (iv) assistance in drafting laws and 
regulations for an effective regulatory framework.  

 

 d. Expected results and deliverables: Innovative products that will (i) attract more domestic and 
international investment capital to the country; (ii) stimulate the economic growth of the country by providing 
additional financial products and services; (iii) reduce the overall capital cost and financial risk to the government 
and private sector; (iv) improve and strengthen financial institutions; (v) diversify investment opportunities for 
pension funds and insurance companies; (vi) improve liquidity, market efficiency, and transparency in the capital 
market; and (vii) provide alternative savings products.  

 

e. Social or environmental issues or concerns: None 
 

 f. Plans for disseminating results/deliverables: The TA will be prepared in close consultation with Ministry 
of Finance. The results will be discussed with the Ministry of Finance. 

 

7.     Proposed executing/implementing agencies:   Ministry of Finance 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
In designing the TA, ADB will work closely with the Ministry of Finance, the Colombo Stock Exchange, the 
Central Bank, the (to be created) Financial Services Authority, and other concerned agencies. Other 
stakeholders, including business associations, NGOs, and academia, will also be consulted. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP 2003 

 b. Expected date of submission for approval 
   Lending:   
   Nonlending (project preparatory):   
   Nonlending (other than project preparatory):  2004 and 2005 
    
 c. Period and duration of assistance 
   Lending:  
   Nonlending:  2004–2006 
 
10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund: $ 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds:  $500,000 
   Other:  $700,000 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy and program, TA 
= technical assistance. 
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Table A5.2:  Road Sector Master Plan 

Concept Paper 
 

Date:  30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:   Transport 
   Subsector:  Road 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas 
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage 

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Transport and Communication Division/South Asia Department 
   

5. Responsible ADB officer:  Sri Widowati 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy:  The road sector is the backbone of the transport 

sector in the country, a vital component for movement of people and goods, and plays an important role in 
integrating the country, facilitating economic growth, and achieving ADB's overall country objectives of poverty 
reduction. As the dominant transport mode, roads carry 90% of traffic, comprising an extensive network of 
95,000 km, which is the densest in South Asia. While the road network is extensive, most roads are old and 
outmoded. Road maintenance, rehabilitation, and new construction have not kept abreast with the rapid growth 
in demand for transport. Traffic levels now exceed the design capacity of many roads. Uncontrolled roadside 
development has also reduced the capacity of the network. Road network maintenance has been underfunded. 
Road conditions, particularly provincial roads, are poor. The road conditions are even worse in the conflict-
affected areas in North and East provinces.  
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       The Government recognizes that improving the country’s infrastructure, particularly its roads, is essential for 

increasing prosperity and reducing poverty. The Government’s Regaining Sri Lanka has set forth the road 
transport policy agenda, which includes connecting poor regions and production centers to domestic and 
international markets, and building a national highway system and an integrated road network. Until recently, 
however, there has been no nationwide comprehensive road network master plan, covering all aspects of the 
road network from expressways to national highways and  provincial roads, as an integrated network. 

 
       b.    Goal and purpose:  The TA will assist the Government prepare a comprehensive road network master plan 

for the core network promoting (i) integration of the country, (ii) sustainable economic growth, (iii) poverty 
reduction, and (iv) trade and investment. It will provide a prioritized plan to develop the road network for the next 
20 years.  
 

 c. Components and outputs: The TA is to help the Government identify the most efficient core road network 
to promote economic growth and national integrity, covering expressways, national highways, and provincial 
roads, linking major cities in the country and/or leading from production centers to consumption centers and 
export gateways. The approach is to use generalized information to determine a ranking based on relative 
benefits and costs, and so establish a pipeline of possible projects for implementation in the next 20 years under 
various funding scenarios. It will also assess the need for road investment in the medium and long term, 
including new construction, improvement, rehabilitation, and maintenance. Financing strategies will be 
developed both for roads and bridges, for construction, rehabilitation, and maintenance, including public and 
private sector financing requirements; this will include the formation of public-private partnership for 
expressways. 

 
 d. Expected results and deliverables: The expected results of the TA include (i) road network master plan, 

(ii) investment plan, and (iii) financing strategies to increase participation of the private sector in road works. 
 

e.     Social or environmental issues or concerns:  Since the proposed TA is not project specific at this stage, 
these issues will be addressed in a general manner and will be taken into account in prioritizing the investment. 
Environmental and social costs and requirements will be taken due consideration. 
 

 f. Plans for disseminating results/deliverables: The TA will share results and lessons learned with 
stakeholders, development partners, and beneficiaries through appropriate media. 

 

7.    Proposed executing/implementing agencies:  (1) Ministry of Transport, Highways, and Civil Aviation; 
(2) Ministry of Highways; (3) Ministry of Home Affairs, Provincial Council and Local Government; (4) Road 
Development Authority; (5) Ministry of Policy Development and Implementation; and (6) National Physical 
Planning Department. 

 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
Several workshops were held involving all stakeholders to formulate and agree the scope and findings of the TA. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP 2003 

 b. Expected date of submission for approval 
   Lending:   
   Nonlending (project preparatory):   
   Nonlending (other than project preparatory):  November 2004 
 
 c. Period and duration of assistance 
   Lending:  

  Nonlending:  March – December 2005   
 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund: $ 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
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 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds:  $1 million 
   Other:   

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 

   
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A5.3:  Implementing National Resettlement Policy 
Concept Paper 

 

Date:  30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Others 
   Subsector:  Others 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 
 

4.  Responsible division/department:  Transport & Communications Division and Energy Division/ 
                                                                   South Asia Department 
   

5. Responsible ADB officer:  Dewi Utami and Ruwani Jayewardene 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy: ADB has provided assistance to formulate the 

national policy on Involuntary Resettlement in Sri Lanka. Further assistance is necessary to sustain the efforts 
for institutional strengthening and capacity building to support ADB operations and successfully implement the 
national policy on involuntary resettlement. Specific efforts will be required  for (i) capacity building to implement 
the national policy on involuntary resettlement;  (ii) training staff in government agencies, NGOs, private 
institutions, universities; and individuals to (a) prepare resettlement plans, and (b) monitor implementation; and 
(iii) strengthening the resettlement unit in the Ministry of Lands.   

 
b.    Goal and purpose: Improved compliance with social safeguard policies, both of the Government and ADB. 

 
 c. Components and outputs: Training, institutional strengthening, and sector guidelines. 
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 d. Expected results and deliverables: Smooth implementation of land acquisition and resettlement. 
 

e.   Social or environmental issues or concerns:  None adverse; positive social benefits. 
 
f. Plans for disseminating results/deliverables:  Training materials will be disseminated to all stakeholders 

including government officials, contractors and other implementing agencies and included in government 
websites and the ADB resettlement website. 

 
 

7.     Proposed executing/implementing agencies:  Ministry of Environment and Natural Resources/Ministry of 
Lands 

 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
The ministries of finance, environment and natural resources, and lands were consulted. The proposed TA 
continues a series of activities that began with the development of the National Policy on Involuntary 
Resettlement (TA 3246). The following have been involved in the process: ADB, NGO Watch, Sevanatha, 
Environmental Foundation, Centre for Women's Research, Sarvodhaya, Institute for Social Development and 
Action, universities of Colombo and Randanja, Open University, Ruhmna, and Board of Investment. Further 
consultations will be conducted during SSTA 3792 during implementation and fact-finding. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP update 2001 

 b. Expected date of submission for approval 
   Lending:  Not applicable 
   Nonlending (project preparatory): Not applicable 
   Nonlending (other than project preparatory):  2004 
    

 c. Period and duration of assistance 
   Lending: Not applicable 
   Nonlending:  January – December 2004 (1 year) 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund: $ 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds:  $100,000 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 

   
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A5.4:  Local Governance in Rural Water Supply and Sanitation 
Concept Paper 

 

Date:  30 June 2003   
 
1. Type/modality of assistance  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Social Infrastructure 
   Subsector:  Urban Development 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Social Sectors Division/South Asia Department 
   

5. Responsible ADB officer:  Maria Paniagua-Pascual 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy:  In its poverty reduction strategy, the Government 

states that "the provision of safe drinking water, and adequate sewage and sanitation systems, is frequently cited 
as the single, highest social service priority by poor households”;1 in Sri Lanka, 80% of the poor live in rural 
areas. The Government has also identified access to safe water and appropriate sanitation as one of its priorities 
and has set as a target providing adequate water supply and sanitation to the whole population by 2010. The 
current decentralization of powers to local governments and the existing National Rural Water Supply and 
Sanitation Policy identify local authorities as the main institution responsible for the provision of water supply and 
sanitation. However, the capacity of local authorities to manage such investments and operate the systems is 
very weak, and they lack the experience and capacity to contract out this service to private sector providers or 
community groups. 

 
 
                                                 
1 Government of Sri Lanka. 2002. Sri Lanka: Connecting to Growth: Sri Lanka's Poverty Reduction Strategy. Colombo.  
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b. Goal and purpose:  The TA will prepare a project to improve the capacity of provincial and local 
governments to provide safe drinking water to their constituencies. 
 

 c. Components and outputs: The TA will (i) assess existing technical and financial capacity of provincial and 
local governments to provide water supply and sanitation in rural areas; (ii) develop and implement a strategy to 
increase the capacity of local authorities to provide rural water supply; and (iii) provide all the necessary 
information for the preparation of a loan project in accordance with ADB operational guidelines to provide water 
supply in selected rural areas. 

 
 d. Expected results and deliverables: The TA will (i) increase capacity of local authorities to provide, 

maintain, and operate rural water supplies through, among others, community-based organizations and private 
sector operators; and (ii) provide all necessary information to prepare a sector project to provide rural water 
supply and sanitation to be implemented by local government. 

 
       e.  Social or environmental issues or concerns: No environmental issues are expected during TA 

implementation. The TA will identify potential negative environmental impacts due to infrastructure construction 
and water source development, among others, and will prepare strategies to minimize and mitigate impacts as 
appropriate. The TA will provide strategies to minimize resettlement impacts due to physical construction of the 
water network and, if required, will prepare the necessary resettlement plans. 
 

 f. Plans for disseminating results/deliverables: Project final report and consultation workshops. 
 
 

7. Proposed executing/implementing agencies: To be determined. 
 
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:     
        To be determined 

9. Timetable for assistance design, processing, and implementation 

a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP update 2001 

b. Expected date of submission for approval 
     Lending:   
     Nonlending (project preparatory):   
           Nonlending (other than project preparatory):  2005    

 c. Period and duration of assistance 
   Lending:  
   Nonlending:  2005 - 2006 
 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund: $ 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds:  $500,000 
   Other:   

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 



  Appendix 5       171
 

 
 

Table A5.5:  Jaffna Water Supply and Wastewater Management II  
Concept Paper 

 

Date:  30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Social Infrastructure 
   Subsector:  Urban Development 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic area(s  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Social Sectors Division/South Asia Department 
   

5. Responsible ADB officer:  Maria Paniagua-Pascual 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy: In its Poverty Reduction Strategy the Government 

states that "the provision of safe drinking water, and adequate sewage and sanitation systems, is frequently cited 
as the single, highest social service priority by poor households”2 and it identifies access to safe water and 
appropriate sanitation as one of its priorities and has set as a target providing adequate water supply and 
sanitation to the whole population by 2010. Improving basic services is one of the strategic priorities of the 
Government in the North and East. 

 
b.   Goal and purpose:  The TA will prepare a project to provide safe drinking water to the population of the city 
of Jaffna and its surrounding urban area, estimated to be 250,000 people.  
 

                                                 
2 Government of Sri Lanka. 2002. Sri Lanka: Connecting to Growth: Sri Lanka's Poverty Reduction Strategy. Colombo.  
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 c. Components and outputs: The TA will: (i) identify physical and institutional areas that need improvement, 
including institutional and financial scenarios and policy framework; (ii) carry out a prefeasibility study of the 
necessary infrastructure required to provide safe drinking water to Jaffna urban area, including source 
development and distribution, within the objectives and policies of both ADB and the Government; and 
(iii) provide all the necessary information for the preparation of a loan project in accordance with ADB operational 
guidelines. 

 
 d. Expected results and deliverables:  The TA will (i) provide all necessary information to prepare a project 

to undertake the physical construction of a piped water network to provide safe drinking water to Jaffna urban 
area, and (ii) help formulate a strategy to implement the necessary institutional and policy reforms to ensure 
financially and institutionally sustainable management and operation and maintenance of the network.  

 
e.  Social or environmental issues or concerns: No environmental issues are expected during TA 
implementation. The TA will identify potential negative environmental impacts arising from infrastructure 
construction and water source development, among others, and will prepare strategies to mitigate impacts as 
appropriate. The TA will provide strategies to minimize resettlement impacts stemming from the physical 
construction of the water network and, if required, will prepare resettlement plans. 
 

 f. Plans for disseminating results/deliverables: Project final report and consultation workshops. 
 
 

7. Proposed executing/implementing agencies:  To be determined. 
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
       The Government and LTTE participated in the North and East need assessments that identified Jaffna water 

supply as the main priority for the sector. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP update 2002  

 b. Expected date of submission for approval 
   Lending:   
   Nonlending (project preparatory):  2005 
   Nonlending (other than project preparatory):  
    
 c. Period and duration of assistance 
   Lending:  

  Nonlending:  2005 - 2006   
 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund: $ 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds:  $800,000 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
  
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A5.6:  Energy Sector Review 
Concept Paper 

 

Date:  30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Energy  
   Subsector:  Power 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Energy Division/South Asia Department 
   

 
5. Responsible ADB officer:   Rune Stroem 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy:  ADB’s 2004–2006 country strategy and program is 

directly supporting the objectives and goals established in Regaining Sri Lanka, of which increased economic 
growth is one of the cornerstones. A prerequisite to sustainable economic growth is urban and rural 
infrastructure. The proposed TA intends to take stock of the energy sector reforms and ensure progression 
toward increased private sector participation in the energy sector and the development of independent regulatory 
mechanisms. 

 
b.   Goal and purpose:  The goals are to ensure compliance with the stated reform objectives, and actual 
implementation of policies calling for reforms and restructuring in the energy sector. The purpose is to adjust the 
reform process as required to successfully establish open competitive markets in the field of energy (power, 
petroleum, and oil and gas exploration). 
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c. Components and outputs: The proposed assistance will be provided through the assignment of 
international and domestic consultants to investigate, review, and recommend specific actions to be taken to 
increase the effectiveness and efficiency of energy sector reforms, both those introduced and implemented as 
well as those planned for the near future. 

 
d. Expected results and deliverables: A clear and concise evaluation of the implementation of energy sector 
reforms, and specific recommendations of future adjustments and new activities to be undertaken in the energy 
sector.  

 
g. Social or environmental issues or concerns: The major social concern is increased service deliveries of 

energy sector products in a financial and sustainable manner by creating a competitive environment to 
ensure cost efficiencies for the consumer. 

 
 f. Plans for disseminating results/deliverables: Through workshops, seminars, and publications of the 

findings and recommendations in the energy sector review. 
 
 

7. Proposed executing/implementing agencies:  Ministry of Power and Energy 
 
 
8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
       During the TA, ADB will ensure close coordination among the Public Utilities Commission, the new entities within 

the energy sector, and consumer protection organizations. The findings of the detailed work will be discussed in 
seminars and workshops.  

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP update 2001 

 b. Expected date of submission for approval 
   Lending:   
   Nonlending (project preparatory):   
   Nonlending (other than project preparatory):  2006 
    
 c. Period and duration of assistance 
   Lending:  
   Nonlending:  2006–2007 
 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund: $ 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds:  $500,000 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A5.7:  Capacity Building in Oil and Gas Exploration 
Concept Paper 

 

Date:  30 June 2003   
 
1. Type/modality of assistance 

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector  Energy 
   Subsector:  Oil and Gas Exploration 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas 
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Energy Division/South Asia Department 
   

5. Responsible ADB officer:  Rune Stroem 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy: Preliminary seismic data gathering indicates that 

there are both oil and gas prospects in several offshore areas of Sri Lanka. ADB is encouraging the Government 
to establish the required legal and operational environment for exploration activities, and manage the process of 
exploration, which should be undertaken by the private sector. Sri Lanka today imports all its oil and gas and 
spends foreign currency doing this. Clearly, any discovery of a commercial size would benefit the country 
economically.  

  
       b.    Goal and purpose: The goal is to help the Government obtain experience through knowledge transfer to 

further develop the oil and gas exploration environment, with the purpose to attract international exploration firms 
while ensuring that fair terms for exploration activities and production sharing are written.  
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       c. Components and outputs:  The components would be the hiring of oil and gas exploration consultants 

with expertise in the (i) legal, (ii) technical, (iii) financial, and (iv) environmental fields. The output of the proposed 
TA would be (i) an improved and comprehensive legal environment for oil and gas exploration companies, 
(ii) improved technical parameters and understanding among policymakers of exploration activities, (iii) improved 
financial understanding among policymakers and process of exploration activities, and (iv) improved attention to 
environmental issues as well as increased environmental protection of the marine life as it relates to exploration 
activities. 

 
 d. Expected results and deliverables: To be determined at fact-finding. 
 
        e.    Social or environmental issues or concerns: The environmental issues resulting from oil and gas 

exploration activities will be addressed through the proposed TA.  
 

 f. Plans for disseminating results/deliverables: Workshops and reports combined with  daily interaction 
with among experts and assigned to the oil and gas exploration function by the Government and the regulatory 
agency, if any. 

 

7.   Proposed executing/implementing agencies:  Currently, it is envisaged that the Ministry for Power and Energy 
will be the executing agency, although the Government is in the process of creating an agency to deal with 
exploration matters that could become the executing agency. This will be determined at fact-finding. 

 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
       To be determined at fact-finding.  

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:   CSP 2003 

 b. Expected date of submission for approval 
   Lending: Not applicable 
   Nonlending (project preparatory):  applicable 
   Nonlending (other than project preparatory):  2006  
    

 c. Period and duration of assistance 
   Lending:  
   Nonlending:   2006–2007 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund: $ 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds:  $300,000 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance. 
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Table A5.8:  Private Sector Development III 
Concept Paper 

 

Date:  30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Industry and Finance 
   Subsector:  Private Sector Development 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas 
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Governance, Finance and Trade Division/South Asia Department 
   

5. Responsible ADB officer:  Barbara Ericsson 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy:  The private sector in Sri Lanka has grown 

significantly over the past two decades as evidenced by the rising share of private investment in GDP and of 
the private sector in manufacturing output. However, the private sector has yet to realize its potential because 
of policy and institutional impediments, including the following: (i) the public sector remains dominant in 
commercial activities; (ii) the financial sector is underdeveloped, with SMEs in particular still facing problems in 
accessing finance; (iii) inefficiencies in critical government functions resulting in many industries being 
overregulated and/or having regulations that are ambiguous; (iv) the financial sector needs to be strengthened 
in terms of products, services, risk management, and governance; (v) labor laws and regulations have created 
distortions in the labor market; and (vi) the social safety net does not encourage improved productivity and 
efficiency. 

 
The Government’s broad-based reforms and its commitment to fostering economic growth, expansion of 
employment, and improvement of living standards has created the basis for evolving a suitable enabling 



Appendix 5 178

environment for the private sector to assume a leading role in transforming Sri Lanka’s economy. The 
Government plans to remove all barriers to facilitate growth and increase productivity. ADB’s CSP for Sri Lanka 
identifies private sector development as a key area of support. The proposed preparatory TA for the Private 
Sector Development Program (Subprogram III) is in line with ADB’s strategy focusing on enabling private sector 
activities. 

 
b.   Goal and purpose: The proposed project preparatory TA (PPTA) is a follow-up to the Private Sector 
Development Program cluster approved in 2000. It focuses on improving the environment for private sector 
development. The PPTA will help identify remaining constraints to private sector development and key program 
components such as (i) continued support for public enterprise reforms and support for privatization including 
restructuring of state-owned-enterprises; (ii) support for strengthening the regulatory and institutional framework 
for private sector participation in infrastructure; (iii) deregulation to enhance private sector growth; 
(iv) assistance in strengthening the labor relations framework to facilitate employment growth; and (v) continued 
support for strengthening the financial sector to facilitate private sector access to financing.  
 

 c. Components and outputs:  The PPTA will review the Government’s ongoing efforts to promote private 
sector development. The TA will specifically (i) identify the remaining critical issues that need to be addressed 
to enable the private sector in Sri Lanka to realize its potential; (ii) assess the institutional capacity of the 
Government to undertake the needed reform measures to improve the business environment; (iii) identify 
financial sector innovative products to facilitate access to financing by the private sector; and (iv) assess the 
adjustment costs of reform. 

 
 d. Expected results and deliverables: A PPTA to provide overall program design, scope, draft policy 

matrix, implementation arrangements, and cost and financing plan; and program loan to assist in the removal of 
impediments to private sector development.  

 
e.    Social or environmental issues or concerns: The privatization program may require labor redeployment 
program services for retrenched public enterprise employees. Infrastructure and industrial projects transferred 
to the private sector may have social environmental impacts. These issues will be duly addressed through 
policy dialogue and concerns to be included in the envisaged program. 
 

 f. Plans for disseminating results/deliverables: The TA will be implemented in close consultation with the 
Ministry of Finance and the Ministry of Policy Development and Implementation. The results will be discussed 
with the Ministry of Enterprise Development, Industrial Policy, Investment Promotion and Constitutional Affairs. 
The policy issues will be discussed with the concerned government agencies and agreement reached on an 
action plan and implementation timetable. 

 
 

7.     Proposed executing/implementing agencies:  Ministry of Finance; and Ministry of Enterprise Development, 
Industrial Policy, Investment Promotion and Constitutional Affairs. 
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
       In designing the subprogram, ADB will work closely with the Ministry of Policy Development and Implementation, 

Ministry of Finance and Ministry of Labour and other concerned agencies, including the Public Enterprise Reform 
Commission, Board of Investment, Bureau of Infrastructure Investment, Financial Sector Reform Steering 
Committee, Central Bank of Sri Lanka, and the to be created Financial Services Authority. Other stakeholders, 
including labor unions, employers’ federations, NGOs, and academia, will be consulted. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP 2003 

 b. Expected date of submission for approval 
   Lending:   
   Nonlending (project preparatory):  2006 
   Nonlending (other than project preparatory):  
    
 c. Period and duration of assistance 
   Lending:  
   Nonlending:  2006–2007 
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10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund: $ 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds:  $500,000 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance 
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Table A5.9: Secondary Towns & Community-based Water Supply and Sanitation II 

Concept Paper 
 

Date:  30 June 2003   
 
1. Type/modality of assistance  

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Social Infrastructure 
   Subsector:  Water Supply and Sanitation 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Social Sectors Division/South Asia Department 
   

5. Responsible ADB officer:  Maria Paniagua-Pascual 

6. Description of assistance 

  a. Background/linkage to country/regional strategy:  The Government's Poverty Reduction Strategy states 
that "the provision of safe drinking water, and adequate sanitation systems is frequently cited as the single, 
highest social services priority by poor households" and reiterates access to safe water and appropriate 
sanitation as one of the country's development priorities. The Millennium Development Goals also include 
reducing the proportion of people without sustainable access to safe drinking water to half by 2015. The project 
will aim to improve access of safe water and sanitation in selected towns outside Colombo, particularly in areas 
with incidence of poverty and water borne diseases higher than the national average. 

 
b.   Goal and purpose:  The PPTA will prepare a project to reduce the incidence of water borne diseases and 
inefficient resources spent by the targeted households in acquiring water to meet their basic needs. The objective 
of the ensuing project will be to provide safe water and sanitation to the targeted population and to improve the 
financial and operational capabilities of the relevant sector institutions. 
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c. Components and outputs:  The PPTA will include a feasibility study to examine the technical, economic, 
financial, environmental and social aspects of the next stage of ADB's investment secondary towns and rural 
water supply. It will take into account lesions learned from the on going Secondary Towns and Rural Community-
based Water Supply and Sanitation Project.  It is envisaged that the loan project will include the following 
components are: (i) provision of urban water supply and sanitation in selected urban centers (the urban 
component); (ii) provision of rural water supply and sanitation in selected districts; (iii) institutional strengthening 
and public awareness campaigns. 

 

 d. Expected results and deliverables: The PPTA will produce a detailed feasibility study for the proposed 
investment project including overall project design, scope, financing plan, implementation arrangements.   The 
TA will examine all the relevant social issues and make recommendations to ensure compliance with ADB's 
safeguard policies.    

 

e.    Social or environmental issues or concerns:  The PPTA will review all expected environmental and social 
impacts associated with the project and will recommend appropriate mitigation measures for any adverse 
impacts.   

 

 f. Plans for disseminating results/deliverables: The results of the feasibility study will be shared with the 
government, stakeholders, and other donors.   

 

7. Proposed executing/implementing agencies:  National Water Supply and Drainage Board will be the 
executing agency. Other implementing agencies include: Irrigation Department, pradeshiya sabhas (smallest 
political unit of the local government with mandate over the provision of water supply and sanitation), provincial 
councils and community based organizations. 

 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
The Government has actively participated in the conduct of the PPTA and it the selection of project areas and the 
design parameters of the project. Consultations will be undertaken with project beneficiaries and institutions 
involved in project implementation during project preparation and formulation. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan:  CSP 2003-2005 

 b. Expected date of submission for approval 
   Lending:   
   Nonlending (project preparatory):  2006 
   Nonlending (other than project preparatory):  
    

 c. Period and duration of assistance 
   Lending:  
   Nonlending:  2006 - 2007 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund: $ 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds:  $500,000 
   Other:  $500,000 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy and program, TA 
= technical assistance. 
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Table A5.10:  Secondary School Teachers’ Training 

Concept Paper 
 

Date: 30 June 2003   
 
1. Type/modality of assistance  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector:  Social Infrastructure 
   Subsector:  Secondary Education 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

 c. Key thematic areas  
   Economic growth  Human development 
   Gender and development  Good governance 
   Environmental protection  Private sector development 
   Regional cooperation  Social protection 
   Other:  

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department:  Social Sectors Division/South Asia Department 
   

5. Responsible ADB officer:  Jeoung-Keun Lee 
 
 

6. Description of assistance 
 
  a. Background/linkage to country/regional strategy: The poor performance of secondary education 

indicates that major changes are necessary, especially in upgrading the quality of teachers. Although the 
number of secondary school teachers has grown rapidly, this has not solved the problems of mismatch of 
teachers in mathematics, science, and other subjects. The current low productivity of teachers is linked to the 
increasing proportion of untrained teachers. The project will support the Government's strategy to improve the 
quality of secondary education to meet new labor market requirements through in-service and preservice teacher 
training. 

 
 b. Goal and purpose: The TA will assist the Government in improving the quality of secondary education 

through analyzing the strengths and weaknesses of the teacher education system, improving national policy, 
planning and coordinating teacher education, strengthening institutional capacity of agencies involved in 
providing teacher training, and establishing an effective teacher management system. 
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 c. Components and outputs: The project will have three components:  (i) rationalization plan for preservice 

teacher training; (ii) master plan for in-service training of secondary school teachers and administrators; and 
(iii) policy reform agenda with regard to recruitment, deployment, promotion, salary scale, and other fringe 
benefits. 

 
 d. Expected results and deliverables: As a result of the TA, a master plan to reform the teacher education 

system will be drafted, together with suggested policy changes. A modern teacher education system will be 
introduced using microteaching and web-based training methods. 

 
 e. Social or environmental issues or concerns: Ethnic issues will be carefully reviewed to promote social 

integration through a quota system. 
 
 f. Plans for disseminating results/deliverables: A handbook for secondary school teachers will be 

compiled and distributed to stakeholders. The handbook will include (i) current status of teacher education in Sri 
Lanka; (ii) issues involved in pre- and in-service teacher training, recruitment, deployment, and promotion of 
teachers; (iii) suggested new reform measures to address issues; and (iv) other related topics. 

 

7. Proposed executing/implementing agencies: Ministry of Human Resource Development, Education and 
Cultural Affairs. 

 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
       During the TA implementation period, consultations with the all stakeholders will be held. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP update, SCSP, SCSP update, or interregional work plan: CSP Update 2001 

 b. Expected date of submission for approval 
   Lending:  2007 
   Nonlending (project preparatory):  2006 
   Nonlending (other than project preparatory):     

 c. Period and duration of assistance 
   Lending:  October 2007 – September 2012 
   Nonlending:  March – August 2006   
 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund: $ 
   Other:  $ 

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing): 
 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds: $800,000 
   Other:  

If cofinancing is required indicate sources, and amount sought: 
If known, provide cost estimates and financing arrangements. (e.g., total cost, ADB financing, other financing, and 
government financing):  
ADB = Asian Development Bank, CSP = country strategy and program, SCSP = subregional cooperation strategy 
and program, TA = technical assistance.  
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