
Secondary Education Sector Improvement Program (RRP SRI 52203-001) 

ECONOMIC ANALYSIS 
 

A. Economic Context 
 
1. Sri Lanka faces significant economic challenges including a slowdown in economic activity 
since 2015, a large fiscal deficit, high debt levels, and inadequate flow and stock of human capital. 
These factors limit opportunities for achieving higher growth. These challenges have been 
exacerbated by the coronavirus disease (COVID-19) outbreak. Gross domestic product (GDP) 
growth in 2019 was at an 18-year old low of 2.3%.1 The government of Sri Lanka’s medium-term 
fiscal framework projects an average real GDP growth rate of 4.9% over the next five-year period 
from 2020 to 2024.2 However, estimates suggest that the COVID-19 outbreak could contract real 
GDP in 2020 by up to 6.1% with real growth averaging 2% during 2020–2024.3 Disruptions in 
schooling4 because of the COVID-19 outbreak further threaten to compound Sri Lanka’s 
challenges in enhancing human capital growth necessary for long-term economic development 
and for transforming into a globally competitive knowledge-based economy as envisioned by in 
the 2019 National Policy Framework.5  
 
2. Over the past three decades, changes in Sri Lanka’s economic structure have shifted 
employment from agriculture to industry and service sectors. Between 1990 and 2019, agriculture 
sector’s share of total employment declined by almost half from 47% to 25%, while industry 
sector’s share rose from 19% to 28% and service sector’s share increased from 34% to 47% of 
overall employment during the same period.6 However, there has been little growth in complex 
service and industrial sector activities that are key for Sri Lanka to advance on a higher 
development trajectory. Service and industrial sectors remain concentrated in lower-value 
activities such as wholesale and retail trade, food and beverages, and textiles and garments. Low 
share of high-value and sophisticated economic activities is symptomatic of the lack of adequate 
human capital the country needs to avoid a middle-income trap and become an advanced 
knowledge-based economy. 
 
3. Despite growing demand in high-skill jobs, Sri Lanka faces a shortage of high-skilled and 
qualified workers. Moreover, the country faces a rapidly ageing population expected to shrink the 
labor force and increase dependency ratio. Over the past years, jobs in high-skill occupations 
have grown faster compared to those requiring lower skill levels. Between 2015 and 2018, 
managerial and senior official jobs grew by 29%; jobs for professionals, and technical and 
associate professionals requiring high skill levels grew by 9.3% and 40.7% respectively over the 
same period.7 In contrast, clerks and clerical support jobs contracted by 8% while services and 
sales jobs requiring medium skills8 decreased by 17.7% between 2015 and 2018. Yet, the supply 
of workers has not been commensurate with the growing demand for higher skill levels and 

 
1 Asian Development Bank (ADB). 2020. Aide Memoire: Consultation Mission, 20 April 2020–14 May 2020. Manila. 
2 Government of Sri Lanka, Ministry of Finance, Economic and Policy Development. 2020. Annual Report 2019. 

Colombo. 
3 This figure is preliminary and likely to be revised. ADB. 2020. Asian Development Outlook Supplement–June 2020. 

Manila). 
4 Schools have been closed nationwide since 13 March 2020. United Nations Educational, Scientific and Cultural 

Organization (UNESCO). Education: From Disruption to Recovery. (accessed 5 May 2020). 
5 Government of Sri Lanka. 2019. National Policy Framework: Vistas of Prosperity and Splendour. Colombo. 
6 Central Bank of Sri Lanka. 2020. Annual Report 2019. Colombo; and Labor Force Survey, 2004 and 2012. 
7 Occupation groups are based on International Labour Organization’s International Standard Classification of 

Occupations (ISCO)–08. International Labour Organization. Labor Force Survey 2018. 
8 Most jobs in the ‘services and sales workers’ category require skills at the ISCO skill level 2 (medium). Jobs in the 

‘managers, senior officials and legislators’; ‘professionals’; and ‘technicians and associate professionals’ require 
ISCO skill levels 3 and 4 (high).   

http://www.adb.org/Documents/RRPs/?id=52203-001-3
http://www.treasury.gov.lk/web/guest/publications/annual-report
https://www.adb.org/sites/default/files/publication/612261/ado-supplement-june-2020.pdf
https://en.unesco.org/covid19/educationresponse
http://www.treasury.gov.lk/article/-/article-viewer-portlet/render/view/national-policy-framework-vistas-of-prosperity-and-splendour
https://www.cbsl.gov.lk/en/publications/economic-and-financial-reports/annual-reports/annual-report-2019
https://www.ilo.org/surveyLib/index.php/catalog/3122
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competencies. Only 21.1% of the employed population in 2018 had advanced level degree (grade 
13) or above and 18.1% had ordinary level degree (grade 11).9 Moreover, the share of students 
trained in disciplines with high economic and labor market relevance such as science, technology, 
engineering, and mathematics (STEM) is low. New labor market entrants also lack critical 
thinking, problem-solving, and 21st century skills.  
 
4. Macroeconomic outlook. The Government of Sri Lanka’s (the government) medium-
term fiscal framework 2020–2024 projects an average real GDP growth rate of 4.9% and average 
revenue and expenditure of 13.9% of GDP and 19% of GDP respectively during 2020–2024. 
Interest payments are projected at 5.9% of GDP during the same period.10 Assuming a modest 
path of fiscal consolidation, government expenditure as share of GDP is projected to be slightly 
lower than in the past 5 years. At the same time, the revenue to GDP ratio is higher due to 
government’s efforts to strengthen revenue. The primary balance is expected to rise from a deficit 
of 3.1% in 2020 to a surplus of 1.5% in 2024. As a result, central government debt is expected to 
fall to 77.9% of GDP in 2024 after surging to 92.4% in 2020. Under more conservative GDP 
growth estimates to account for the impacts of COVID-19 outbreak,11 central government debt is 
projected to increase to 99.9% in 2020 before falling to 91.1% in 2024.12 However, under a 
scenario of lower growth but faster debt reduction and higher primary balances than those 
assumed by the medium-term fiscal framework, the central government debt could fall faster 
reaching 89.3% in 2024. Low economic growth combined with measures to stabilize fiscal deficit 
could squeeze Sri Lanka’s critical public investment in the social sector including education. 
Strategic investment in improving quality of education and ensuring continuity in education access 
and learning is imperative for Sri Lanka to strengthen its human capital base, recoup its economic 
losses, and accelerate economic growth in the long run.   
 
B. Sector Context 
 
5. Sri Lanka has made significant strides in educational attainment in the last few decades. 
Access to primary education is universal.13 Between 2011 and 2018, net enrollment rate in 
secondary education rose from 85% to 91%.14 However, the country faces challenges of low 
quality and labor market relevance of secondary education, especially at the upper secondary 
levels—General Certificate of Education Ordinary Level (‘O’ Level) and General Certificate of 
Education Advanced Level (‘A’ Level). One in four students do not pass the grade 11 ‘O’ Level 
examination while one in three do not pass the grade 13 ‘A’ Level examination.15 Those that pass 
senior secondary examinations graduate without the requisite skills needed for the changing 
needs of the domestic and global economy.  
 
6. Senior secondary education is a critical juncture in Sri Lanka’s education system in terms 
of pathways to further education and skills as well as transition to employment. Yet, the share of 
‘A’ Level students that choose fields of study with high economic relevance and employment 

 
9 Government of Sri Lanka, Department of Census and Statistics. 2019. Sri Lanka Labour Force Survey Annual Report 

2018. Colombo. 
10 Government of Sri Lanka, Ministry of Finance. 2020. Annual Report 2019. Colombo. 
11 A contraction of 6.1% in 2020 and average real gross domestic product growth rate of 2% during 2020–2024.  
12 Prepared for the proposed Secondary Education Sector Improvement Program. ADB. 2020. Draft Note on Sri Lanka 

Government’s Expenditure Program and Debt Sustainability. Manila. 
13 Net enrollment rate was 99.1% at the primary level; 98.5 at the lower secondary level; and 81.4% at the upper 

secondary level in 2018.  
14 UNESCO Institute for Statistics. 2020 Education Data. (accessed 4 August 2020).   
15 Government of Sri Lanka, Ministry of Education (MOE). 2018. School Census Report 2017. Colombo. 

http://www.statistics.gov.lk/samplesurvey/LFS_Annual%20Report%202018-f.pdf
http://www.statistics.gov.lk/samplesurvey/LFS_Annual%20Report%202018-f.pdf
http://www.treasury.gov.lk/web/guest/publications/annual-report
http://data.uis.unesco.org/
https://moe.gov.lk/wp-content/uploads/2020/06/School-Census-Report-2017.pdf
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potential is low.16 In 2018, only 24% of ‘A’ Level students enrolled in science streams and another 
21% enrolled in commerce stream, while over 40% enrolled in the arts stream.17 Students also 
tend to score low in STEM subjects: the average ‘O’ Level science examination score was 35.59 
out of 100. Low intake of STEM subjects at the ‘A’ Level can partly be attributed to supply-side 
issues—these include the low number of schools offering STEM streams (only 36% of schools 
with ‘A’ Level programs offer STEM streams),18 poor infrastructure and lack of qualified subject-
specific teachers. In addition, the curriculum, quality of teaching, and assessments are misaligned 
with enhancing learning and contribute to low performance. The curriculum and teaching 
practices, especially in science and mathematics subjects, are too heavy on content and rote 
memorization but lack an inquiry-based approach and development of 21st century skills including 
soft skills required to be productive in the modern economy. The assessment system also relies 
solely on high-stakes testing associated with information recall rather than analysis and problem-
solving skills. Low pass rates overall, poor quality of teaching and learning, and low participation 
in market-relevant subjects mean that employability and pathways to higher education and 
training are limited for a large swath of Sri Lankan youth.19 
 
7. The COVID-19 outbreak intensifies Sri Lanka’s challenges in education at an 
unprecedented scale. Over 5.57 million learners are currently affected by school and educational 
institutions’ closures nationwide. Around 2.73 million of these learners are at the secondary level 
(footnote 4). While the government has begun using e-learning platforms and digital modes of 
education delivery, many children as well as teachers lack adequate access to digital platforms. 
For example, only 34.1% of Sri Lanka’s population had internet connectivity as of 2017.20 Many 
teachers also lack experience in using virtual teaching methods to ensure learning. Thus, the 
pandemic has exacerbated preexisting challenges in education, including low learning outcomes 
and inequity. In addition to impairing learning, uncertainties in the national and global economy 
heighten the need for developing higher order competencies, soft skills, and the ability to learn. 
While the outbreak has disrupted education, it also presents a window of opportunity to transform 
the education system and align it towards improving learning, strengthen strategic use of digital 
and technology-based learning, and build system resilience against future external shocks. 
  
8. The Secondary Education Sector Improvement Program aims to strengthen Sri Lanka’s 
secondary education system to enhance the quality of upper secondary graduates, support school 
to employment transition and pathways to higher education and ensure continuity in education 
delivery. The results-based lending (RBL) program supports the government’s General Education 
Sector Development Plan 2020–2025 (hereafter, referred to as “the government program”). The 
proposed program will support integrated reforms in curriculum, pedagogy, and assessment with 
a focus on science, technology, mathematics, and commerce (STMC) subjects; the commerce 
stream will be modernized to improve employment opportunities in high-skill jobs in the service 
sector and enable graduates to pursue further education in technical and vocational education 
and training programs if desired. The program will also strengthen capacity of provincial 
authorities and schools in instructional leadership and to implement key education reforms such 
as teacher deployment for STMC subjects, establishing and utilizing laboratories, and 
implementing school development plans with strategies for enrolling more students, especially 

 
16 ‘A’ Level student chooses subject streams from seven categories. These are arts, commerce, physical science, 

biological science, engineering technology, biosystem technology, and other. 
17 ADB. 2020. Completion Report: Sri Lanka — Education Sector Development Program. Manila. 
18 Government of Sri Lanka, MOE. 2020. Contingency Emergency Response Plan for the School Education Sector in 

Sri Lanka to Minimize COVID-19 Pandemic Disruptions. Colombo. 
19 Eligibility for university admission requires passing with an “A” grade in at least three subjects in the ‘A’ Level 

examination. 
20 International Telecommunication Union. Statistics.  

https://www.adb.org/sites/default/files/project-documents/39293/39293-037-en.pdf
https://www.itu.int/en/ITUD/Statistics/Pages/stat/default.aspx
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girls, in STMC subjects. The program will support critical activities to address disruptions caused 
by the COVID-19 outbreak. These include support for development and implementation of e-
learning resources and platforms, remote learning, blended learning approaches, training 
teachers on blended and remote teaching methods, and remedial support for students who may 
have been left behind during school closures. 
 
C. Economic Rationale  
 
9. The economic rationale for the program and for public investment in enhancing quality of 
senior secondary education stems primarily from three channels. These are (i) the 
macroeconomic returns to educational attainment and quality; (ii) labor market returns to higher 
educational attainment, market-relevant skills, and 21st century skills; and (iii) the high opportunity 
costs Sri Lanka faces if it fails to invest strategically in strengthening the quality of its future 
workforce in context of changing skill demands combined with an ageing population and the 
disruptions caused by COVID-19. Investing in quality education is likely to yield positive 
externalities through wider economic and social benefits in addition to private returns. The 
program’s expected impact on contributing to enhancing human resource development to build a 
globally competitive knowledge-centered economy justifies investment in the program. Moreover, 
there are few private providers in the Sri Lankan education system; 92% of all schools are public 
schools and 95% of students in Sri Lanka attend public schools.21 Therefore, public investment is 
justified.  
 
10. Macroeconomic benefits. Macroeconomic growth models have well established the 
economic rationale for investing in education and human capital. Augmented growth models 
consider education a key determinant of a country’s income level and growth rates.22 Newer 
endogenous growth models suggest that education directly affects not just a country’s GDP but 
also long-run economic growth rates.23 Furthermore, recent empirical research has also shown 
that it is the quality of education that matters more for growth rather than mere schooling. 
Hanushek and Woessmann (2015) show that cross-country differences in long-run growth rates 
can be explained by differences in cognitive skills, as measured by standardized test scores in 
mathematics and science. They find that a one standard deviation in mathematics and science 
test scores is associated with an average annual GDP per capita growth rate of 2 percentage 
points. Moreover, this relationship between cognitive skills and economic growth is significantly 
greater among low income countries than high income ones.24 Investment in quality education is 
also crucial for technological innovation and diffusion which are key drivers of economic growth. 
The better educated the workforce, the greater a country’s capacity to innovate as well as 
leverage new technologies for growth.  
 

 
21 The denominator includes public schools, private schools, Special Schools and Pirivena (monastic colleges), since 

students from all these institutions including monks take the national ‘O’ and ‘A’ Level examinations. However, so-
called “international schools” are not included, as some of these are geared towards foreign/international 
examinations. Government of Sri Lanka, MOE. 2020. Sri Lanka: General Education Sector Development Plan 2020–
2025 (revised May 2020). Colombo. 

22 N. G Mankiw et al. 1992. A Contribution to the Empirics of Economic Growth. The Quarterly Journal of Economics. 
107(2). pp. 407-437. 

23 P. Romer. 1990. Endogenous Technological Change. Journal of Political Economy. 98 (5); and R. Lucas. 1988. On 
the Mechanics of Economic Development. Journal of Monetary Economics. 22 (1). 

24 The co-efficient on math and science test scores for the sample of high-income countries is 1.3 percentage points 
whereas the co-efficient for the sample of low-income countries is 2.3 percentage points. Hanushek, E. and L. 
Woessman 2015. Knowledge Capital of Nations. Cambridge, MA: MIT Press. 

https://academic.oup.com/qje/article-abstract/107/2/407/1838296?redirectedFrom=fulltext
https://www.jstor.org/stable/2937632?seq=1
https://www.sciencedirect.com/science/article/abs/pii/0304393288901687
https://www.sciencedirect.com/science/article/abs/pii/0304393288901687
https://mitpress.mit.edu/books/knowledge-capital-nations
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11. A well-established stylized fact is that diversifying the economic base and moving from 
low-value to high-value activities leads to economic growth.25 Another stylized fact is that a narrow 
economic base increases vulnerability to shocks and adversely impact long-term growth 
prospects.26 Sri Lanka’s economic base as indicated by its export basket remains narrow and 
concentrated on low-value products (garments, tea, and rubber products accounting for 64.1% of 
total merchandise exports, with garments alone accounting for 44.7% of total merchandise 
exports in 2019).27 Sri Lanka relies heavily on garment exports, remittances, and tourism earnings 
for foreign revenue source. These three sources account for 60.3% of Sri Lanka’s foreign 
exchange inflow and are critical to meeting its foreign exchange requirement to meet its import 
requirements as well as debt servicing and repayment needs (footnote 4). COVID-19 has exposed 
the risks of dependence on a few sectors as a downturn in these sectors exacerbate the impacts 
from an economic shock. Furthermore, Sri Lanka has not diversified its export base over time. 
For example, in an index of economic complexity Sri Lanka ranked 77th out of 133 countries in 
2017 compared with 75th in 2007. By contrast, Viet Nam ranked 57th in 2017 compared with 67th 
in 2007.28  
 
12. A competitive workforce with relevant competencies and high level skills, especially in 
STEM disciplines, can support economic diversification and complex economic activities critical 
for Sri Lanka’s growth. A productive workforce and stronger economic growth will also be key to 
reversing the decline in government revenue collection, improving the country’s fiscal situation 
and reducing its debt-to-GDP ratio in the long run. Thus, strategic, and timely investment in 
building high quality human capital in fields of high economic relevance is crucial. 
  
13. Labor market returns. The primary beneficiaries of the program are current and future 
secondary school students. It is expected to improve employment opportunities and incomes of 
secondary graduates in two ways: (i) by equipping students with higher order competencies as 
well as market-relevant skills to qualify them for higher-paying jobs; and (ii) by enhancing 
students’ readiness for and improving pathways to higher education, including in STMC fields that 
offer greater employment potential and higher income.  
 
14. Improvement in quality and relevance of secondary education supported under the 
program is expected to enhance the quality and productivity of graduates, and thus increase their 
employment potential and chances of earning higher wages. It will enhance quality by cultivating 
higher cognitive skills and 21st century skills including soft skills which are increasingly demanded 
in the modern economy. The relationship between cognitive and soft skills and earnings from 
other countries also demonstrate the economic value of investing in the program. Hanushek et 
al. (2015) find that higher cognitive skills are associated with increased returns across the full 
spectrum of an individual’s working life and not just in the early stages of labor market 

 
25 R. Hausmann et al. 2013. The Atlas of Economic Complexity- Mapping Paths to Prosperity. MIT Press. 
26 Organisation for Economic Co-operation and Development. 2019. Aid for Trade at a Glance 2019: Economic 

Diversification and Empowerment. Paris. 
27 Central Bank of Sri Lanka. 2020. Annual Report 2019. Colombo. 
28 Atlas of Economic Complexity.  

https://search.proquest.com/openview/d1cde17e1aacbe51ea58a52762ef4dcb/1?pq-origsite=gscholar&cbl=35418
https://www.oecd.org/development/aid-for-trade-at-a-glance-22234411.htm
https://www.oecd.org/development/aid-for-trade-at-a-glance-22234411.htm
https://www.cbsl.gov.lk/en/publications/economic-and-financial-reports/annual-reports/annual-report-2019
https://atlas.cid.harvard.edu/countries/239
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participation.29 Economic returns from soft skills have also been documented in countries such 
as Mexico,30 Peru,31 and Sweden.32  
 
15. Increased uptake and graduation from STMC streams are likely to increase employment 
probability. While data on employment rates of secondary graduates by field of study is not 
available, similar data among tertiary graduates gives an indication of the higher employment 
probability among those trained in STMC subjects. As Figure 1 shows, over 70% of graduates 
from science, technology, and engineering disciplines were fully employed in 2015 and this figure 
was 66% for management graduates. On the other hand, the percentage of arts graduates who 
were fully employed was merely 32%. Furthermore, 20% of arts graduates were 
underemployed—meaning they were employed in less-than full-time jobs or in jobs inadequate 
with their productive potential.33 Since the program targets increased enrollment and 
strengthening of curricula, teaching and assessments of STMC subjects that have greater labor 
market potential yet have disproportionately low participation among secondary and tertiary 
students, the program can add significant economic value.  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

16. The private returns to educational attainment in Sri Lanka are positive across all levels of 
education. In particular, the returns to completing ‘O’ Level and ‘A’ Level are significantly higher 
than the returns to completing basic education (grades 1–9). A study by Aturupane (2017) using 
data from the Household Income and Expenditure Survey 2012 shows that among male workers, 

 
29 E. Hanushek et al. 2015. Returns to Skills Around the World: Evidence From PIAAC. European Economic Review. 

Volume 73 (C). Cambridge: National Bureau of Economic Research. page 103–130. 
30 R. Campos-Vazquez. 2018. Returns to Cognitive and Non-Cognitive Skills: Evidence for Mexico, Applied 

Economics Letters, 25: 16, 1153–1156. Mexico. 
31 J. Diaz et al. 2013. Does Perseverance Pay as Much as Being Smart? The Returns to Cognitive and Non-

Cognitive Skills in Urban Peru. Washington, D.C.: World Bank. 
32 E. Lindqvist and R. Vestman. 2011. The Labor Market Returns to Cognitive and Non-Cognitive Ability: Evidence 

from The Swedish Enlistment. American Economic Journal. 
33 ADB and International Labour Organization. 2017. Sri Lanka Employment Diagnostic. Manila. 

Figure 1: Employment Status of Tertiary Graduates by Discipline 
(2015) 

 

 
Source: Asian Development Bank (2017), using data from Ministry of Education. 
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those with basic education are likely to earn 40% more per month on average than those with no 
education. This return increases to 77% for men who have completed ‘O’ Level and 115% for 
men who have completed ‘A’ Level—compared to those with no education. The wage returns to 
‘O’ Level and ‘A’ Level completion are even higher among female workers. While a woman with 
basic education is likely to earn 28% more per month than a woman without education, female 
workers with ‘O’ Level are likely to earn 91% more and those with ‘A’ Level are likely to earn 146% 
more on average than women without education (Figure 2).34  
 

 
17. The rate of return to ‘A’ Level and higher education has been declining over time which 
suggests that the system is not producing graduates with requisite skills.35 The rate of return to 
completing ‘A’ Level and higher education has declined between 2006 and 2012 (World Bank, 
2017). While this decline in rate of return could theoretically be due to disproportionate increase 
in supply of more educated workers, it likely indicates a mismatch between skills supply and 
demand. Employer surveys denote lack of market-relevant skills among workers regardless of 
their level of education (footnote 35). This is also indicative of the low share of secondary, and 
eventually, university students choosing fields of study that are in greater demand in the labor 
market. Indeed, youth unemployment among those with ‘A’ Level or higher education remains 
high at 32.6% as of 2018, and this rate has not improved since 2013.36 This further calls for 

 
34 Aturupane. 2017. Public Investment in Education: Benefits, Challenges and Opportunities. In N.S. Cooray and S. 

Aberatne (Eds). Decentralization and Development of Sri Lanka with a Unitary State. Springer Nature: Singapore. 
35 World Bank. 2017. Sri Lanka Education Sector Assessment: Achievements, Challenges and Policy Options. 

Washington D.C. 
36 Department of Census and Statistics. 2019. Sri Lanka Labour Force Survey 2018. Colombo. 

Figure 2: Impact of Education on Earnings 
(2012) 

 

 
Source: Aturupane. 2017. Public Investment in Education: Benefits, Challenges and Opportunities. In N.S. Cooray 
and S. Aberatne (Eds). Decentralization and Development of Sri Lanka with a Unitary State. Springer Nature: 
Singapore. 
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strengthening the quality and relevance of senior secondary education specially in fields that have 
greater productive potential. 
 
18. High opportunity costs of not strengthening education investment. The economic 
value of investing in strengthening education quality and 21st century skills are even higher with 
the onset of the fourth industrial revolution and its impact on changing skills demands. Recent 
research across several countries show that new technologies are likely to displace routine and 
low-skill jobs that can be easily automated but will also create new jobs. However, these new jobs 
are likely to be concentrated in the nonroutine and cognitive category that demand greater 
technical and higher-order cognitive skills. Nonroutine jobs also demand greater soft skills. 
Analysis of four economies in developing Asia shows that real wages in jobs intensive in 
nonroutine cognitive tasks grew twice as fast as wages in manual jobs between 2000–2015, 
suggesting a rising premium for high level nonroutine cognitive skills (Asian Development Bank 
[ADB], 2018).37 Failure to prepare the workforce adequately to meet changing skills needs could 
therefore lead to high opportunity costs in terms of individual and aggregate earnings.  
 
19. Sri Lanka’s aging population and the resulting increase in dependency ratio further calls 
for investment in the education sector to strengthen its human capital base. The share of the 
population aged 65 years or above was 10% in 2015 and is expected increase rapidly over the 
next few decades. The increase in share of the elderly is projected to raise the country’s 
dependency ratio to 76% by 2050 and strain economic resources. It is estimated by GDP would 
be more than 7% lower in 2030 due to slower growth of the working-age population38 (ADB, 2017). 
Therefore, it is imperative to equip youth with relevant skills that are likely to yield better labor 
market outcomes and contribute to overall economic growth.  
 
20. Public investment in education is not without trade-offs and may come at the expense of 
spending on other areas such as social protection and immediate economic recovery from the 
impacts of COVID-19. While there are short-term opportunity costs to the program, the expected 
long-term gains are likely to outweigh the costs. Critical reforms to enhance quality and relevance 
of education today will yield higher productivity which will have implications for long-term 
economic recovery (para 10). A high-skilled and agile workforce is also more likely to adapt to the 
changing requirements of the global economy and spur innovation needed to transition to a higher 
growth path. There are high costs to poor education quality that can sustain over long periods of 
time. Evidence shows that loss of learning due to disruptions during World War II led to sizable 
earnings loss that lasted until 40 years after the war.39 Sri Lanka was already facing challenges 
of poor education quality and an inadequate workforce combined with a shrinking labor force. The 
country cannot afford to exacerbate these challenges that existed before the COVID-19 outbreak. 
Thus, strengthening investment in education to compensate for the loss in learning and advance 
human capital development is vital if Sri Lanka is to recover from its economic slowdown and 
achieve higher economic growth in the long-term.  
 
D. Distribution Analysis and Equity 
 
21. The program is likely to contribute to improving equity in access to quality secondary 
education and thereby, increasing labor market outcomes. The share of schools that offer STMC 
streams in ‘A’ Level, called Type 1AB schools, is low to begin with only 36% of schools with ‘A’ 

 
37 ADB. 2018. Asian Development Outlook 2018: How Technology Affects Jobs. Manila. The four economies were 

India, Indonesia, Viet Nam and Thailand. 
38 ADB. 2017. Sri Lanka Employment Diagnostic Study. Manila. 
39 A. Ichino and R. Winter-Ebmer. 2004. The Long-Run Educational Cost of World War II. Journal of Labor Economics. 

22(1).  

https://www.adb.org/publications/asian-development-outlook-2018-how-technology-affects-jobs
https://www.adb.org/publications/sri-lanka-fostering-workforce-skills
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Level programs were Type 1AB schools in 2017.40  These schools are also concentrated in urban 
centers. Regional disparity in the share of schools that offer these four streams also exists. For 
example, 46% of schools in Northern Province offer STMC streams while this figure is only 27% 
in Central Province.41 In general, ‘O’ Level and ‘A’ Level completion rates tend to be significantly 
higher among those from wealthier households. Data from 2012 Household Income and 
Expenditure Survey shows that ‘O’ Level and ‘A’ Level completion rates among those in the top 
income decile were between 50%–60%, whereas among those in the poorest income decile, 
completion rate was only 20%.42 The program will directly support Type 1AB provincial schools, 
that typically serve students in rural areas, in expanding STMC streams and in building their 
capacity to deliver quality education in these subjects. 
 
E. Program and Financial Sustainability  
 
22. The RBL program sustainability will depend on (i) availability of resources for program 
activities; (ii) the government’s commitment to the program; and (iii) the quality and efficiency of 
program expenditures.  
 
23. Over the past years, the government has increased allocations and spending on 
education, a trend which is expected to continue as reflected in the government’s recent medium-
term budget framework.43 In 2018, the government spent 11.3% of its total public spending on 
education—an increase from 8.6% in 2010. Moreover, expenditure on secondary education has 
remained fairly constant at around 50% of the total education spending.  
 
24. Given Sri Lanka’s high debt levels, overall public expenditure is likely to be sensitive to 
economic growth and medium-term fiscal consolidation efforts to make its debt sustainable. 
These measures coupled with low economic growth could impact Sri Lanka’s education 
expenditure. Therefore, the RBL program will support a subset of the government program 
focusing on upper secondary education. While the budget allocation for the overall government 
program from 2020 to 2025 is $11.7 billion, the upper secondary program is estimated to cost 
$3.2 billion over a period of five years from 2020 to 2015 (see Table 1).44 The program financing 
of $400 million represents 12.5% of the government’s program for senior secondary education. 
The financing strategy for the broader government program relies on a combination of the 
government’s own resources (84%) and external sources including funding from development 
partners such as ADB, World Bank, and United Nations agencies.45  
 

Table 1: Summary of Program Expenditure Framework, 2020–2025 

Item 
Amount 

(SLR million) 
Amount 

($ million) a 
Share of Total 

(%) 
Central level: (MOE, including DOE, DOEP, & NIE)    
Recurrent 177,556.6 954.4 29.8% 
Capital 61,854.5 332.5 10.4% 
Subtotal Central level  239,411.1 1,286.9 40.2% 
Provinces    

 
40 MOE. May 2020. Contingency Emergency Response Plan (CERP) for the School Education Sector in Sri Lanka to 

minimize COVID-19 pandemic disruptions. Colombo. 
41 Sri Lanka MOE, 2017. 
42 See footnote 38. 
43 Reference budget for FY 2019 with projections for FY2020–2021. 
44 The results-based lending program expenditure framework is based on the Democratic Socialist Republic of Sri 

Lanka: Education Sector Development Program (ESDP). ESDP medium-term budget framework and is prorated for 
senior secondary education (grades 10–13) using data from 2018 enrollment (where applicable).  

45 ADB and World Bank are the largest external financiers with a respective share of 3.1% and 0.8% of the total ESDP 
financing plan.    

https://www.adb.org/sites/default/files/project-document/77338/39293-037-sri-rrp.pdf
https://www.adb.org/sites/default/files/project-document/77338/39293-037-sri-rrp.pdf
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Item 
Amount 

(SLR million) 
Amount 

($ million) a 
Share of Total 

(%) 
Recurrent 349,637.3 1,879.4 58.7% 
Capital 6,523.6 35.1 1.1% 
Subtotal Provinces 356,160.9 1,914.4 59.8% 
Total program (Central & Provinces)    
Recurrent b 527,193.9 2,833.8 88.5% 
Capital c 68,378.1 367.5 11.5% 
Grand total 595,572.0 3,201.3 100.0% 

DOE = Department of Examinations, DOEP = Department of Educational Publications, MOE = Ministry of Education, 
NIE = National Institute of Education.  
a Based on SLR/USD exchange rate on 1 June 2020 (USD = SLR 186.04). 
b Includes salaries and wages, overtime and holiday payments, other allowances, travelling expenses, supplies, 

maintenance expenditures, services, transfers, etc. 
c Includes rehabilitation or improvement of capital assets, acquisition of capital assets, other capital expenditures, 

tablets for students and teachers, Human Resources Development Programs, etc. 40% of ADB financing is directed 
to one-time program incremental capital items linked to COVID-19 related material development, training, and 
refurbishment of laboratories and purchasing equipment.  

Source: Asian Development Bank. 
 
25. The program reforms and capacity development activities linked to ADB financing are 
expected to generate some incremental recurrent costs such as payment of allowances under 
new incentive schemes, school grants, and operation and maintenance of new equipment and 
established training centers. However, these costs comprise a small share of the Ministry of 
Education’s (MOE) annual budget allocation (Table 2 shows annual budget allocation for 
education), ranging from 2% to 4%. The planned gradual increases in the budget allocation for 
the secondary education sector, coupled with MOE’s strong track record for budget execution 
rates, particularly, for recurrent expenditures also make it likely that any incremental recurrent 
costs due to the RBL program will be sustained after the program is completed. Budget execution 
rate in secondary education has historically been high; since 2017, budget execution rate has 
been averaging 85%; in 2015 and 2016 this figure was even higher at 96%. Even with 
conservative assumptions for the annual increase in budget execution rates that take Sri Lanka’s 
fiscal constraints into account, budget execution rates is projected to remain high over the next 3 
to 4 years; 85% in 2020 and 2021 and increase at a rate of 2% per year from 2022.46 Strong 
budget execution rates coupled with the planned gradual increases in budget allocation for 
secondary education, it is likely that the incremental recurrent costs will be sustained after the 
program is completed.  
 

Table 2: Education Sector Development Program Medium-Term Budgetary Framework 
(SLR million) 

  2020 2021 2022 2023 2024 2025 Total 
 Recurrent 62,628 64,576 71,772 77,514 82,265 93,792 455,547 

MOE Capital 58,903 57,877 76,086 92,746 112,594 134,425 532,631 
 Total 121,531 122,453 147,858 170,260 197,859 228,217 988,178 
 Recurrent 500 515 556 601 661 727 3,560 
NIE Capital 300 300 308 317 328 341 1,894 
 Total 800 815 864 918 989 1,068 5,454 
 Recurrent 4,392 4,609 4,978 5,376 5,914 6,506 31,775 
DOE Capital 1,068 1,048 1,132 1,222 1,345 1,479 7,294 
 Total 5,460 5,657 6,110 6,598 7,259 7,985 39,069 
 Recurrent 66 69 75 81 89 98 478 
DEP Capital 235 230 232 235 238 239 1,409 

 Total 301 299 307 316 327 337 1,887 
 Recurrent 148,894 160,806 173,670 187,564 206,320 226,952 1,104,206 

Provinces Capital 5,717 6,175 6,669 7,202 7,923 8,715 42,401 
 

46 Program Expenditure and Financing Assessment (accessible from the list of linked documents in Appendix 2).  
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  2020 2021 2022 2023 2024 2025 Total 
 Total 154,611 166,981 180,339 194,766 214,243 235,667 1,146,607 
 Recurrent 216,480 230,575 251,051 271,136 298,249 328,075 1,595,566 

TOTAL Capital 66,223 65,630 84,427 101,722 122,428 145,199 585,629 

Total SL Rupee Million 282,703 296,205 335,478 372,858 420,677 473,274 2,181,195 

USD Million (Spot rate 
1, June 2020: 186.04 

1,520 1,592 1,803 2,004 2,261 2,544 11,724 

DEP = Department of Education Publication, DOE = Department of Examinations, MOE= Ministry of Education, NIE = 
National Institute of Education. 
Source: Asian Development Bank estimates. 
 
26. Increased allocations for education and sustained spending on secondary education are 
indicative of the government’s commitment to improving secondary education. Furthermore, the 
core components under the program are strongly aligned with the government’s priorities in 
education and for its broader development goals.  
 
27. The RBL design of the program incentivizes the government to fund and deliver program 
activities efficiently. The RBL program includes several activities designed to build capacity of 
educational institutions. These are also likely to contribute to sustainability of the program by 
contributing to the achievement of results. The program results framework itself, includes 
measurable and achievable targets that are expected to yield economic benefits. The government 
program for upper secondary education supported by the RBL focus on reforms to improve quality 
and relevance of curriculum, pedagogy, and assessment as well as to encourage more efficient 
and effective utilization of the existing infrastructure for senior secondary education.   
 
28. Two risks to efficiency in fund flow arise from the absence of a program-based budgeting 
approach that can capture budget allocation and monitoring for some reform areas in sufficient 
detail (e.g., school grant scheme and incentive scheme for teacher deployment), and from 
absence of specific budget codes separating lower (grades 6–9) and upper secondary education 
(grades 10–13). To mitigate these risks, MOE and the Ministry of Finance have agreed to create 
a new budget line for school grants and develop a separate mechanism for tracking and reporting 
budget estimates as well as actual expenditures incurred as part of the teacher incentive scheme. 
ADB, through technical assistance, will support MOE and provincial education authorities to 
strengthen the budgeting process and to reflect program-based budgeting to further improve 
budget execution. ADB will also conduct regular monitoring of program execution through periodic 
progress reports and continuous dialogue with the government. A loan covenant related to 
adequate funding and timely release of budget to the program will also be introduced. These 
actions will help enhance program efficiency and ensure overall program sustainability.  
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