
Education Sector Development Program (RRP SRI 39293) 

 

PROGRAM DESCRIPTION AND SOUNDNESS ASSESSMENT 
 
A. Program Description 

1. The Education Sector Development Program (ESDP) supports the four policy themes of 
the Government of Sri Lanka’s Education Sector Development Framework and Program 
(ESDFP) for 2013–2017.1 Theme 1 of the ESDFP seeks to increase equitable access to 
education, especially through the flagship 1,000 Secondary Schools Development Program, 
which was an outcome of years of investments supported by ADB and focuses on equitable 
distribution of secondary schools offering all subject streams. Theme 2 seeks to improve the 
quality and relevance of education, emphasizing teaching and assessment standards and 
integration of school-based assessment. Science and math are prioritized (with greater 
computer-assisted learning), and a technology stream is introduced. Theme 3 seeks to 
strengthen education governance by improving the capacity of school principals and enhancing 
the Program for School Improvement. Theme 4 includes strengthening gender-inclusive 
education planning and budgeting, and focus on the monitoring and evaluation of results and 
outcomes. The ESDP, using the results-based lending (RBL) modality will focus on 
strengthening access to quality and relevant secondary education by supporting the 1,000 
Secondary Schools Development Program, the technology stream, school leadership 
development, school examination reform, and improved program governance. 
 
B. Program Soundness 

2. The ESDFP lays out the government’s strategy to improve the equity and quality of 
school education based on lessons learned from implementing the first medium term ESDFP 
since 2006 on a rolling basis. This framework lays the foundation for planning financial and 
nonfinancial resources based on baselines for the key indicators and program targets to be 
achieved during 2013–2017. 
 

1. Relevance and Justification 

3. Human capital accumulation is a key driver of economic growth. The per capita gross 
domestic product (GDP) growth rate is mainly a function of the human capital as a percentage 
of GDP growth rate and the growth rate of investment in physical capital as a percentage of 
GDP.2 This endogenous growth model points to the market externalities of education and skills 
training, making a strong case for public investment in these sectors. Investing in human capital 
accumulation by means of quality education and skills training—and simultaneously investing in 
science and technology to encourage innovation and research—makes economic sense for Sri 
Lanka as it strives to accelerate growth and reduce youth unemployment. The government’s 
multisector approach to human development will create a virtuous cycle of quality education and 
skills training, which will in turn spur growth, create more jobs, and increase demand for better 
quality education and skills training. Improved equity in the provision of quality schools in all 
districts of the country is another strong justification for government investment in secondary 
education. 
 

4. The RBL program is highly relevant and justified because it (i) builds on past investment 
experience to support fundamental second-generation education quality reforms; (ii) is aligned 
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to the country programming strategy, 2012–2016;3 (iii) provides sector-wide predictable and 
sustainable financing for the ESDFP expenditure framework, which has strong government 
ownership; (iv) enhances the leverage and position of the education sector to secure adequate 
and predictable financing from the Ministry of Finance and Planning (MOFP); and (v) supports 
institutional development of the sector by incrementally strengthening program implementation 
and fiduciary systems to improve efficiency and adequately manage risks. 

 
5. The direct beneficiaries of the program are secondary school students, especially those 
in rural and disadvantaged districts. Of Sri Lanka’s 20.7 million people, 84.9% live in rural 
areas.4 

 
C. Social and Poverty Analysis  

6. The ESDFP directly contributes to the national poverty reduction strategies in the 
government’s National Development Policy Framework, the Mahinda Chintana 2010. This policy 
framework aims to move the country towards a ―technologically advanced, knowledge-based 
and self sufficient economy‖ and aims to achieve universal secondary education.5 The program 
is aligned with ADB’s country partnership strategy with Sri Lanka, 2012–2016, which identifies 
human resource and knowledge development as one of the three pillars of the partnership. In 
2010, the poverty rate in Sri Lanka was estimated at 8.9% with rural poverty at 9.4% and estate 
poverty at 11.4% (footnote 3). The overall unemployment rate in Sri Lanka was low at 3.9% in 
2012.6 However, the unemployment rate was much higher for youth 15–24 years old at 17.8% 
and even higher for female youth at 21.6%, compared with 15.6% for male youth (footnote 6). 
The unemployment rate of youth 15–16 years old who have received the general certificate in 
education (GCE) ordinary level was 37.2% in 2010.7 
 
7. The government is committed to rectifying the unequal distribution of quality secondary 
schools and the lack of access to science and mathematics, especially in conflict-affected areas 
and disadvantaged districts. The ESDP aims to reduce regional, socioeconomic, and gender 
disparities in access to quality secondary education by increasing participation in the science, 
commerce, and technology streams at the GCE advanced level. It also seeks to enhance 
learning outcomes for all students to enable youth to align their learning better with the labor 
market. Poor and vulnerable groups will benefit from the ESDP through higher enrollment of 
children from the poorer quintiles and lagging districts in secondary schools, as well as their 
higher completion rates through ordinary level (grades 10–11) and advanced level (grades 12–
13). Improved pass rates at the GCE ordinary level and the introduction of the technology 
stream at advanced level will increase students’ access to advanced level or enable them to 
pursue technical or vocational training. This will increase their chances of engaging in higher 
income-generating livelihoods. Furthermore, higher-quality secondary education, as well as the 
addition of science and commerce streams at advanced level schools, will increase the 
opportunities of graduates to pursue tertiary education. This will contribute to improved human 
capital formation, which in turn will help reduce poverty.  
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8. While there are more girls than boys at each level of schooling and there is gender parity 
in learning outcomes, a disproportionate number of girls choose the arts stream while a larger 
number of boys choose the science and commerce streams. Only 19% of all advanced level 
female candidates were enrolled in the science streams in 2010. This gender imbalance is 
carried into post-secondary levels and then into the labor market, where youth unemployment 
rates are significantly higher for women. With greater emphasis on strengthening the teaching of 
science, technology, and related subjects that girls may shy away from, the ESDP plans to 
address this issue through measures including (i) developing gender-sensitive training modules 
and capacity development plans to ensure that women teachers are trained adequately, 
especially in nontraditional fields such as science and technology; (ii) ensuring women teachers’ 
equitable participation in training; (iii) encouraging the entry of girls in the science and 
technology streams; (iv) installing and/or upgrading girl-friendly infrastructure and facilities, such 
as separate toilets for girls; (v) ensuring women’s participation in management committees; and 
(vi) incorporating gender indicators in management and monitoring systems. 
 
D. Economic Analysis 

9. The foundation for the government program of human capital development for a 
knowledge economy is a high-quality school education program with an emphasis on improving 
science and technical education. Recent academic literature on the economic benefits of 
education shows the importance of the impact of learning rather than of just completion rates on 
economic growth.8 The quality of education (as measured by test scores or learning outcomes) 
is a more significant determinant of economic growth rates in developing countries than in 
developed nations. Science and math scores are particularly significant in the growth equation. 
Recent studies and reports found that the private rates of return on secondary education 
(passing the advance level) are high in Sri Lanka, averaging 15% for men and 18% for women. 
This underlines the urgent need to invest in improving secondary education quality in order to 
increase completion rates and enhance learning.9 The 2012 labor force survey found that 
unemployment was highest for those with an advanced level qualification or higher at 8.6% 
(11.7% for females and 5.5% for males), compared with 5.9% for all females and 3.0% for all 
males. These statistics highlight the poor quality of Sri Lanka’s secondary schools, which are 
producing graduates with low employability. The proposed RBL program supports the ESDFP, 
which emphasizes improving the quality of the secondary education sector and the 
employability of its graduates, with particular attention to raising math, science, and technology 
learning outcomes.  
 
10. Other studies have found substantial empirical evidence that reducing regional and 
socioeconomic differences in cognitive skills helps reduce income disparities.10 The equity focus 
of the proposed government program, particularly ensuring that all districts have at least one 
high-quality secondary school that offers all GCE advanced level streams (science, commerce, 
and the arts), is likely to reduce regional and socioeconomic disparities in education outcomes 
significantly. Currently, less than 30% of all secondary schools offer advanced level science, 
and these are concentrated in wealthier, urban areas. Thus, the proposed support emphasizes 
math, science, and technology through capital investment in science and information technology 
laboratories and equipment, as well as the professional development and rational deployment of 
teachers in these subjects in all divisions of the country. This is expected to yield substantial 
economic benefits through improved equity of access to high-quality secondary education. The 
                                                
8
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1,000 Secondary Schools Development Program is also likely to increase economic efficiency 
by reducing the number of very small schools in the country and transferring students to the 
bigger secondary schools that offer all streams in each division. 
 
11. An analysis on the impact of education on household welfare found a significant positive 
correlation between the education level of the principal income earner of the household and 
household welfare (Figure 2).11 A recent survey report shows that households in which the head 
has completed secondary education are likely to have 50% higher income than households with 
a household head who had passed only the ordinary level examinations (grade 11).12 Thus, 
educational attainment is strongly correlated with poverty reduction and improved economic 
welfare in Sri Lanka. By focusing on systematic improvements in facilities and teacher training, 
along with other quality inputs to improve education attainment, the ESDP is expected to 
increase household welfare substantially. 
 
12. The World Bank undertook an analysis of the economic internal rate of return (EIRR) for 
the ESDPF in 2011.13 Since the scope and costs of the ESDFP remain largely unchanged, this 
analysis is also valid for the ADB-financed ESDP.Since this RBL program supports the ESDFP, 
it would be redundant to redo the World Bank’s EIRR analysis. The RBL policy also 
recommends that ADB assess the entire government program, rather than particular aspects or 
subsets of it. There has been no substantive costing or program changes between the 2012–
2016 ESDFP, which the World Bank analyzed, and the updated 2013–2017 ESDFP. Thus, the 
World Bank’s EIRR analysis has been used. 
 
13. The World Bank economic analysis concluded that the EIRR for the ESDPF could vary 
significantly: 29% with a net present value (NPV) of $359 million in the low case scenario; 33% 
with an NPV of $429 million in the middle case scenario; and 38% with an NPV of $500 million 
in the high case scenario. The benefits stream comprised higher wages because of an increase 
in the number of people employed and higher-quality education. Standard discounting 
techniques were applied. The alternative scenarios were based on different assumptions 
regarding increases in the number employed and in earnings. The low case scenario assumed 
that 70% of secondary school graduates found employment and their earnings increased by 
7.5% compared with present earnings because of higher-quality education. The middle case 
scenario assumed that 80% of graduates found employment with an earnings premium of 8.5%. 
The high case scenario assumed that 90% of graduates found employment with an earnings 
increase of 9.5%. Under any set of assumptions, the ESDP is expected to have a high rate of 
return and NPV. 
 

1. Adequacy  

14. Since the ESDFP medium-term expenditure framework is based on costing of individual 
programs and is updated annually, it is adequate to meet the key sector results. It utilizes 
realistic costs and incorporates the needs of provincial and national schools.14 The process of 

                                                
11

 Himaz, R. and H. Aturupane. 2011. Education and Household Welfare in Sri Lanka from 1985 to 2007. Economics 
Series Working Papers 527. University of Oxford, Department of Economics. 

12
 Ministry of Finance and Planning, Department of Census and Statistics. 2011. Household Income and Expenditure 
Survey 2009/10. Colombo. 

13
 World Bank. 2011. Project Appraisal Document: Transforming the School Education System as the Foundation of a 
Knowledge Hub Project–Sri Lanka. Washington, D.C. 

14
 The total capital budget requirements in the medium-term expenditure framework are $96 million lower than the 
aggregate costs of the individual programs. This is because of the complexities involved in coordinating a 
decentralized system where costing done by the Ministry of Education and the Provincial Departments of 



5 
 

translating these costs into the medium-term expenditure framework needs to be strengthened 
to accurately incorporate all capital costs based on this bottom up process. In addition, most 
recurrent expenditures are excluded from the framework except those that are needed to 
support additional capital investments. Future iterations of the framework will need to 
incorporate projections for all recurrent expenditures to enable better planning and budgeting. 
The process of translating these costs into medium-term budgetary requirements will be 
strengthened through ESDP.  
 
15. ADB financing for 2013–2017 using the RBL modality will help ensure the key sector 
outcomes are attained by strengthening the planning and budgeting process. This will enable 
better coordination between the provincial councils, the Finance Commission, the MOE, and the 
MOFP in improving the predictability of funds and the protection of priority programs for the 
sector. Through the use of disbursement-linked indicators (DLIs), the RBL modality has built-in 
incentives for the government to allocate sufficient funds to the school education sector in order 
to achieve results. In addition, the DLI on improved capital budget execution provides an 
incentive for the MOFP to release sufficient capital budget funds as well as incentives for the 
MOE and provincial councils to spend adequately in order to receive further releases. The 
agreement will also include an assurance that financial allocations will meet the needs of the 
sector, as reflected in the ESDFP, as part of the program action plan.  
 
16. ADB will contribute 4% of the total ESDFP budgetary requirements over 5 years (2013–
2017), i.e., $200 million of a projected total of $4.9 billion. However, ADB funds account for 28% 
of the capital budget, contributing significantly to productive expenditures for the secondary 
education program.15 The RBL approach, where ADB funds flow into treasury funds and are 
released using government budget management procedures, increases the likelihood of 
sustainability.  

 
17. The declining financial priority the government has given to education from 2006 to 2011 
has constrained investments in improving equitable access to quality schools. While nominal 
spending has grown, Sri Lanka spent only 1.9% of GDP on the education sector in 2011. 
Spending on education fell from 10.8% of total government spending in 2006 to 8.6% of total 
government spending in 2011.16 This is substantially less than the 3%-5% of GDP and 15%–
20% of total budget spent in countries with similar economic features such as those in South 
East Asia.17 More importantly, however, nearly all of school education spending has been for 
recurrent expenditures (an average of 92% for 2008–2011). This has severely limited the 
amount of new investments, especially in secondary schools where major investments are 
required. An analysis of the government’s education funding shows that the MOE manages 
about one-third of total recurrent expenditure, but more than half of capital expenditures.  

 
18. While only 8% of total school education sector spending was on capital expenditures in 
2008–2011, this proportion increased to more than 11% in 2012.18 The 2013 budget proposes 
to increase that proportion to 13%, largely because of the planned investments in facilities for 
science and technical education in secondary schools. The changing economic composition of 
planned expenditures in favor of capital outlays will have a positive impact on secondary school 

                                                                                                                                                       
Education might sometimes differ and reconciliation is difficult. For the purposes of this analysis, the sum of the 
costs of all the individual programs is used to reflect the total requirements of the program. 

15
 The recurrent expenditure requirements were estimated based on the projected capital budget requirements in the 
ESDFP. 

16
 Calculations based on government budgets. These figures include higher education. 

17
 World Bank. 2011. Transforming School Education in Sri Lanka: From Cut Stones to Polished Jewels. Colombo. 

18
 This is based on revised estimates; actual figures for 2012 are not yet available. 
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outcomes, especially since a large proportion of these capital outlays are planned to be spent 
on much-needed investments in higher-order assets such as science and information 
technology laboratories. An analysis of the ESDFP capital budget requirements illustrates that 
almost 40% of the needs over the 5-year program period are for the flagship 1,000 Secondary 
Schools Development Program to invest in science and technical laboratories and equipment, 
computers, libraries, and upgrading other basic facilities across all divisions of the country. 
Expected expenditure on high-quality textbooks and education publications is also significant. 
The ESDFP includes more than $100 million in capital budget financing to provide free 
textbooks to all students in grades 1–11 as well as free uniforms and scholarships to selected 
students, according to national policies. The expected capital expenditure for investments in 
quality improvement programs for science, math, technical, information and communication 
technology, and English education is about $60 million for 2013–2017. 
 

2. Implementation Arrangements  

19. The ESDP will be implemented from June 2013 to May 2018.The MOE will be the 
executing agency; the MOE and nine provincial education departments will be the implementing 
agencies.19 The MOE will be responsible for ESDFP coordination with development partners 
and provinces, as well as program-specific monitoring and reporting. It will be supported by the 
Sector Monitoring and Technical Support Unit (SMTSU) with staff nominated by the MOE to 
provide outreach support to the provinces. The SMTSU will undertake timely monitoring and 
support for implementation of the DLIs. The provincial education departments will be 
responsible for formulating and implementing provincial ESDFP plans through the zonal 
education offices. Performance-based partnership agreements (PPAs) between the MOFP, 
MOE, and provincial education departments will ensure greater coordination. The MOFP will 
ensure adequate budget appropriation and smooth funds flow. The National Planning 
Department, Project Management and Monitoring Department of the MOFP will be on the 
program steering committee to monitor program progress. 
 
20. ESDFP implementation involves a wide range of stakeholders at different levels of the 
national and provincial education sector administrative structure, with overlapping mandates. All 
these stakeholders need to work in concert to achieve the ambitious targets of the ESDFP. 
Coordination and accountability in such a complex institutional setup is a challenge. Weak 
institutional capacity, particularly at the provincial and local level, adds to this complexity. A 
credible and systematic monitoring and evaluation system, aimed at providing effective 
feedback to optimize implementation and ensure accountability of all stakeholders, is required.  

 
21. The ESDFP (through ESDP support) is a departure from the traditional project-based 
approach to sector-wide financing. Key differences include using a treasury model of financing 
(without ring-fenced funds); taking a results-based approach with DLIs; using national systems 
for procurement, financial management, and other fiduciary compliance; piloting and 
institutionalizing substantial reforms in the sector (e.g., the introduction of an advanced level 
technology stream); and positioning support behind the government’s strategy, vision, and 
implementation plans for the sector.  
 
22. The ESDP will support several key initiatives aimed at addressing the main challenges: 

(i) establishing an SMTSU, 
(ii) entering into PPAs between the MOE and provincial education departments, and 
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 Details of program implementation and institutional arrangements are in the Sector and Institutional Assessment 
and Program Action Plan (accessible from the list of linked documents in Appendix 2). 
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(iii) systematic monitoring and reviewing of ESDFP implementation 
 
23. Effective implementation and institutionalization of related reforms will require support for 
incremental capacity building. In parallel, ADB is implementing a capacity development 
technical assistance (TA) project.20 The outputs will include improved technical capacity for 
planning, as well as institutional and fiduciary capacity for implementing human capital 
development programs. These will help support the efficient implementation of the ESDP with 
about $400,000 in earmarked funds. The TA will also support independent verification where 
necessary, especially for performance reviews. 
 
24. The MOE will establish an SMTSU with a clear mandate and terms of reference, and 
ensure adequate resources are provided in the budget. The SMTSU will report directly to the 
MOE secretary, with resource. The SMTSU will also serve a critical role in coordinating 
development partners’ support to the ESDFP, and will serve as the secretariat for development 
partner coordination. The SMTSU will comprise a program head supported by at least two other 
professional management personnel, a focal person to coordinate with the Finance 
Commission, nine provincial program coordinators (all government officers), and necessary 
support staff. The government staff will be supported by five consultants with expertise in 
secondary education management, monitoring and evaluation, procurement, financial 
management, and education infrastructure development. 
 
25. One of the primary mandates of the SMTSU will be to provide technical guidance to 
entities implementing the overall ESDFP program, including MOE agencies and departments 
and provincial and zonal authorities. To execute this mandate, the SMTSU core team will need 
to be supplemented, as required for implementation of the ESDFP and specified in the ESDP 
DLI protocol. These supplementary specialists, who will be part of program implementation, will 
provide hands-on support to central and provincial authorities to achieve the ESDFP targets, as 
well as the ESDP DLIs and actions. 

 
26. The PPAs will be multiparty agreements between the MOE and each provincial 
education department. The purpose of the PPA is to clearly define the (i) ESDFP physical and 
financial performance targets of provincial and MOE agencies, (ii) responsibilities of each 
implementing entity, (iii) monitoring procedures, (iv) fiduciary compliance requirements, (v) 
overall ESDFP implementation arrangements, and (vi) financing targets. The PPAs will ensure a 
balanced emphasis on physical and human resource development under the fast-track 
implementation of the 1,000 Secondary Schools Development Program—critical in achieving 
the desired outcomes for the national economy as envisioned in the Mahinda Chintana (footnote 
5). 

 
27. On behalf of the MOE, the SMTSU will facilitate the formulation and signing of these 
agreements with concerned stakeholders, and also assist in the review and update of annual 
performance targets.  

 
28. The PPA will help address funding uncertainties in meeting plan targets, as well as 
ambiguities in roles and responsibilities. They will also provide assurance of a coordinated effort 
to achieve national ESDFP targets efficiently and systematically. The PPAs will also allow for 
effective tracking of progress against the ESDP DLIs to ensure effective disbursement and 
utilization of funds.  
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29. The monitoring and evaluation arrangements for the program will strengthen the existing 
institutional systems for timely and efficient monitoring and reporting. National authorities are 
involved in the monitoring and evaluation of results. The results frameworks for the ESDFP at 
the MOE level and provincial level are key instruments for monitoring sector performance. To 
establish a credible and systematic monitoring and evaluation system that provides effective 
feedback to optimize implementation and ensures accountability of all stakeholders, special 
arrangements have been made under the ESDP. 
 
30. An annual review and midterm review will provide opportunities to jointly assess the 
implementation performance against the ESDFP targets and the ESDP DLIs. The annual review 
will assess and verify the achievement of the DLIs, which will be basis for fund disbursements. 
The periodic fiduciary review will supplement the annual review process. The midterm review, 
which will be planned during the third year of the program, will include a review and revision of 
the DLIs targets based on implementation experience and performance. 

 
31. The SMTSU’s second key role is to be the focal point for monitoring performance of the 
sector against the ESDFP. To carry out this function, the SMTSU will collaborate closely with 
the MOE divisions, departments, and agencies (e.g., National Institute of Education, National 
Evaluation and Testing Service, Center for Education Leadership Development)—particularly 
the monitoring and performance review branch under the Planning and Performance Review 
Division of MOE—as well as the provincial authorities. 

 
32. The SMTSU’s key outputs will include (i) progress reports every 6 months, (ii) periodic 
DLI review reports, (iii) periodic fiduciary review reports, (iv) annual sector performance reports, 
(v) review of provincial performance against PPAs, and (vi) other reports as required by the 
development partners and the MOE. The SMTSU will also facilitate the preparation of third party 
review reports, the school census reports, and Education Management Information System 
(EMIS) reports as required.  

 
33. The financial auditing and reporting arrangements will rely on program reports and will 
be harmonized with that of the World Bank’s program to support the ESDFP. ADB will conduct 
the annual fiduciary and third party reviews monitor performance.  
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Table 1: Implementation Arrangements 

Aspects  Arrangements 

Implementation period June 2013 – May 2018 

Estimated completion date 31 August 2018 

Oversight body Program Steering Committee  

Executing agency MOE 

Implementing agencies MOE and Provincial Education Authorities 

Implementation unit No separate project implementation unit will be established, but MOE 
through its own Sector Monitoring and Technical Support Unit  will oversee 
implementation 

Disbursement Total ADB loan of $200 million will be disbursed over 5 years, subject to 
achievement of DLIs. The first disbursement in each year will be made after 
achievement of  at least 3 of the annual DLIs). If all DLIs are achieved, the 
annual disbursement will be $40 million, and any amounts not disbursed for 
unmet DLIs will be disbursed once these DLIs have been met.

21
 

ADB = Asian Development Bank, DLI = Disbursement Linked Indicator, ESDP = Education Sector Development 
Program, MOE = Ministry of Education.  
Source: Asian Development Bank. 

 

Aspects  Arrangements 

Implementation period June 2013–May 2018 

Estimated completion date The estimated physical completion date of the ESDP is 31 August 2018. 

Oversight body A program steering committee headed by the MOE that includes National 
Planning Department and Project Management and Monitoring Department. 
It will manage the program and regularly convene a program monitoring 
forum with provincial councils. 

Executing agency MOE 

Implementing agencies MOE and provincial education authorities 

Implementation unit No separate project implementation unit will be established, but the MOE 
through its Sector Monitoring and Technical Support Unit will oversee 
implementation 

Disbursement ADB loan of $200 million will be disbursed over 5 years, subject to the 
achievement of the DLIs. The first disbursement will be made after 
achievement of year 1 DLIs (with at least 3 of the annual DLIs, the MOE may 
submit a withdrawal application along with the evidence verifying 
achievement of the DLIs). If all DLIs are achieved, the annual disbursement 
will be $40 million; any amounts not disbursed for unmet DLIs will be 
disbursed once they have been met.

a
 

ADB = Asian Development Bank, DLI = disbursement linked indicator, ESDP = Education Sector Development Program, 
MOE = Ministry of Education.  
a
 Disbursement-Linked Indicators Matrix, Verification Protocol, and Disbursement Arrangements (accessible from the 
list of linked documents in Appendix 2). 

Source: Asian Development Bank. 
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 DLI matrix, verification protocol and disbursement arrangements (accessible from the list of linked documents in 
Appendix 2). 


