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PRIVATE SECTOR ASSESSMENT (SUMMARY)1 
 

1. With the dawn of peace in 2009, ending a war that lasted over 3 decades, Sri Lanka has 
embarked on a higher growth path. The country has since restored political and economic 
stability—two key impediments that stifled growth and development. A third key impediment was 
poor infrastructure. The government has embarked on an ambitious plan to remove 
infrastructure bottlenecks in the country and to reduce the infrastructure gap between Sri Lanka 
and other countries in the region.  
 
2. The government aims to retain growth levels around 8% over the next 5 years. To 
sustain growth at that level, investments have to be increased to 33%–35%. An increase in 
investments by the domestic private sector and inflow of foreign direct investment is crucial to 
achieve the expected higher rate of investment. However, despite the improved political and 
economic environment, the growth in private investments, both domestic and foreign, is below 
expected levels. 
 
3. The government has led the way by undertaking large investments in the transport, 
energy, water, sanitation, and irrigation sectors. In the port sector, the Colombo South Port 
Development Project and the Hambantota International Port have made significant headway. 
Construction of the second international airport at Mattala has commenced and is expected to 
be completed by the end of 2012. Phase 2 of the Colombo airport expansions expected to 
commence shortly. The education sector—which suffers from poor capacity, quality, and 
relevance—has potential for greater private sector participation, especially in the higher 
education sector, to make Sri Lanka a knowledge hub in Asia.  
 
4. In 2011, 35% of the population lives in urban areas. This is expected to increase to 60% 
by 2020, creating an urgent need to develop urban infrastructure to accommodate this 
transformation. The government plans to develop several metro cities and metro regions and to 
provide housing for the underserved settlements; improve transport, water, and sanitation 
facilities in urban areas; and introduce improved solid waste management systems. A greater 
role is expected from the private sector in urban development.  
 
5. Private sector participation in future power generation will be in the area of renewable 
energy. To meet the government target of generating 10% of energy through renewable energy 
sources requires substantial investments in renewable energy, especially in wind power 
generation.  
 
6. Tourism sector potential was underutilized during the conflict years. With the restoration 
of peace, tourist arrivals have increased by well over 50%. By 2016, tourist arrivals are 
expected to be increased to 2.5 million. The current infrastructure cannot cope with the 
increasing number of tourist arrivals. The private sector will be mainly responsible for the 
development of tourism infrastructure. 
 
7. The government plans to ensure that 90% of the people in the country have access to 
clean water by 2020. This requires substantial new investments in the sector, and private sector 
investments are expected to assist in achieving these targets. Other areas in which public–
private partnerships (PPPs) are expected in the near future are roads, public transport, health, 
waste management, and creation of sports and recreational facilities.  
 
                                                 
1  This summary is based on ADB. 2011. Sri Lanka Country Private Sector Assessment 201. (Available on request). 
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8. In the government’s Development Policy Framework, 2010–2016, the private sector is 
expected to play a key role in developing infrastructure and there is particular emphasis on 
PPPs in a number of sectors. 
 
9. The first wave of PPPs in Sri Lanka was led by the need to reform state-owned 
enterprises (SOEs) and make them more efficient. The legal framework to enable private sector 
participation in SOEs was established through two pieces of legislation—Conversion of 
Government Owned Business Undertakings into Public Corporations Act No. 22, 1987, and 
Conversion of Public Corporations or Government Owned Business Undertakings into Public 
Companies Act No. 23, 1987. To provide a legal basis for the privatization process and make it 
transparent, the government passed the Public Enterprise Reforms Commission Act No. 1, 
1996, which set up the Public Enterprise Reforms Commission to regulate the process of 
divestiture of state ownership of enterprises. 
 
10. Private sector participation in infrastructure became prominent in the late 1990s. To 
make the process transparent and clear, the Guidelines on Government Tender Procedure 
Part II (1998) were put in place for private infrastructure projects. An administrative structure—
the Bureau of Investment in Infrastructure—was also set up to operate within these guidelines 
and to facilitate private sector participation in infrastructure. In addition to these guidelines, the 
government recently put in place a mechanism to handle unsolicited proposals of a strategic 
nature, which may be permitted to deviate from the normal competitive bidding process. This is 
spelt out in Supplement 23 to the Procurement Guideline Part II, Reference: 2: 3: 7 issued on 
16 May 2011 by the Department of Public Finance. Several sectoral legislations have been also 
been brought in or are expected to be passed to facilitate PPPs.  
 
11. Competition laws are enacted through the Consumer Affairs Authority. However, the 
Consumer Affairs Authority’s provisions for competition are weak because there are no 
provisions to deal with monopolies, mergers and acquisitions, or dominant positions. Despite 
the lack of an overall competition policy and regulatory framework, sector-specific institutions—
such as the Telecommunications Regulatory Authority and the Public Utilities Commission—
have been established or are envisaged to ensure competition. 
 
12. Lack of policy direction, and weak and inconsistent policy implementation have hindered 
growth in private investments. The government has failed to communicate its policy on PPPs to 
all government institutes, both at central and provincial level, leading to poor implementation. 
Reversal of policy decision has been frequent in Sri Lanka and continues to be so. 
 
13. The current legal and regulatory framework does not provide the necessary impetus for 
PPPs. For example, the independence and autonomy of the regulatory institutes have been 
questioned from time to time. The Guidelines on Government Tender Procedure Part II (1998) 
which provide a transparent, competitive, open bidding process for private sector infrastructure 
in practice have become an exception to the rule.  
 
14. There is a sense of urgency in the government to implement infrastructure projects, 
since Sri Lanka has already lost 3 decades to war and has much catching up to do with the rest 
of the world. As a result, the government is keen to have policies that help fast track project 
implementation, not those that delay the process. From this perspective, competitive and 
transparent bidding procedures are considered burdensome because they lengthen the project 
processing period, ultimately causing delays in project implementation. Hence, there is an 
increasing tendency to sacrifice transparency for the speed of implementation. However, lack of 
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transparency and accountability in the process creates unpredictability, leaves room for 
corruption and carries legal risks, and may act as a disincentive for private sector investments.  
 
15. Lack of an institutional framework that enables and facilitates implementation of PPP 
projects is an impediment to successful implementation of such projects in Sri Lanka. The 
government’s lack of a pipeline of viable and bankable PPP projects also discourages private 
sector investments. In addition, the underdeveloped financial sector works as a constraint in 
securing long-term domestic funding for private sector infrastructure projects. Poor stakeholder 
consultation and public awareness creation of the benefits of PPP projects also act as 
constraints to their success.  
 
16. ADB’s emphasis on private sector development is recent and mainly focuses on three 
areas: (i) creating an enabling environment for business; (ii) generating business opportunities 
in ADB-financed public sector projects; and (iii) catalyzing private investments through direct 
financing, credit enhancements, and risk mitigation instruments. ADB, through its Private Sector 
Development Program, has worked toward elimination of impediments to, and developing 
opportunities for, greater private sector involvement in Sri Lanka. The results of the private 
sector development programs implemented by ADB in Sri Lanka have been mixed, with some 
delivering expected outcomes and others failing to do so. The performance of projects was 
uneven, mainly because of variation in policies, changes in government, and political economy 
contexts. In PPPs, ADB made much headway in the area of ports, but achieved limited success 
in other sectors such as agriculture, power, and education.   
 
17. The lessons that can be learned from the private sector development experience of ADB 
are the need to understand and evaluate multifaceted dimensions of projects, make provisions 
to increase public awareness in sectors with substantial public and political resistance, provide 
sufficient time and resources for stakeholder consultation, strengthen the absorptive capacity of 
key institutes, and remain involved in policy dialogue even when the political environment is 
difficult. 
 
18. In its efforts to promote PPPs in Sri Lanka, it is recommended that ADB ensure the 
involvement of the Ministry of Finance and Planning in identifying, planning, and designing PPP 
arrangements from the beginning. This is crucial for the success of PPP projects. Ultimately, the 
Ministry of Finance will determine the overall feasibility and acceptability of the provisions and 
make contributions of  finance to the PPP modes of investments.  
 
19. ADB assistance to create an enabling institutional framework for PPP projects will 
require strengthening the capacity to design and implement projects,, creating guidelines for 
PPP projects, and developing a shelf of bankable infrastructure projects.  It is also necessary to 
tap the synergy and complementarity of similar projects financed by other development 
partners.   
 
20. Given the difficulties experienced in raising long-term project financing, ADB assistance 
to enhance availability and access to long-term financing at a reasonable cost, through 
refinancing or even by creating a Private Sector Infrastructure Development Fund as a transitory 
mechanism, would help increase private sector participation in infrastructure development. 
Further ADB assistance is required to design and develop projects and plans at sector level, 
enhance the technical capacity of sector agencies to manage PPP projects, and provide 
assistance to create basic infrastructure facilities to make projects commercially viable for 
private sector investment.  


