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Chapter I. EXECUTIVE SUMMARY 

This report is a descriptive analysis and assessment of the private sector development programs 
designed and implemented by the USAIDJSri Lanka Mission since 1983. The report describes 
the purposes and activities of these projects and programs; which have been successll and which 
have failed - and why. Finally, the report outlines enxrging trends and constraints in regard to 
~rivate sector and general economic development in Sri Lanka, along with suggested options for 
b e  Mission to consider regarding future programming. 

The assessment was carried out over a period of slightly less than two months in August-October 
1993, including five weeks in Sri Lanka fiom August 16 thro~igh September 19, studying 
documents and interviewing Mission personnel and Sri Lankan government and business leaders. 

The eleven major private sector development projects and programs carried out by the Mission 
in collaboration with the Government of Sri Lanka (GSL) and the local business community and 
covered in this assessmeat were: 

Private Enterprise Promotion (PEP) Project, 1983-1988 
International Executive Service Corps' Volunteer Executive Program (IESC-VE), 
1984-present 
Private Sector Policy Support (PSPS) Project, 1988- 1993, and Financial Markets 
Project (FMP), 1992- 1996 
Mahaweli Enterprise Development (MED) Project, 1989- 1995 
Technology Initiative for the Private Sector (TIPS) Project, 199 1-1 996 
Agro-Enterprise (AgEnt) Project, 1992- 1998 
~rornotion of Private Intiastructure (PPI) Project, 1992-1996 
PL 480, Section 108 & Title I11 Programs, 1983-1994 
Loan Portfolio Guarantee Program (LPG), 1988- 1993 
Housing Guarantee (HG) Program, 1991-1 993. 

Each of these projects/programs and their sub-components has been analyzed here fiom the 
standpoints of their long-range goals, short-term objectives, activities, performance, outputs, and 
impact on the private sector directly and on private sector development generally. In addition, 
briefer analyses have been attempted of several other programs operated by the Sri Lanka Mission 
that have been concerned in one way or another with private sector development, such as the 
Development Studies and Training @S&T) Project, the Mahaweli Agriculture and Rural 
Development (MARD) Project, the PVO Co-Financing I1 Project, and the like, plus a brief look 
at three new projects being considered for implementation. 
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The performance and impact of USAID projects and programs have been assessed in the context 
of the impressive gains made by Sri Lanka's burgeoning privatz sector in particdar and the 
economy in general since the dramatic 1977 shift in government policy. This shift has involved 
a transition fiom a centralized socialist system with state owned enterprises to a liberalized, 
market-driven economy with the private sector as the leading engine of growth.' Significant 
economic liberalization did not materialize, however? until 1988-89. From that timk on, private 
sector development and leadership has really taken off. 

Indicators suggest an economy that is becoming increasingly private sector-oriented as public 
sector investment declines, private sector capabilities develop, and market distortion mechanisms 
are gradually dismantled. However, there are still systemic problems and constraints that require 
reforms for the Government to provide a facilitative private sector operatio~lal environment. If 
major macroeconomic impediments and policy reforms are not made, private sector growth could 
be seriously hindered. 

The consensus of this assessment is that the USAIDlSri Lanka Mission has designed and 
implemented a sound and well-balanced program of private sector development that is in 
consonance with the policies, priorities, and programs of the Government of Sri Lanka (GSL), 
and suited to the needs and maturation patterns of the country's business community. 

The Mission has shown awareness of the need to alter goals, objectives, and programming 
approaches to coincide with changing political, economic, and social conditions in Sri Lanka. 
This vigilance and flexibility will be necessary to meet the new and more sophisticated challenges 
that will be facing Sri Lanka as the consequence of past successes as well as shortcomings, and 
because of possible changes in Agency programming priorities and funding levels. 

USAIDlSri Eanka9s programs have had a definite impact on private sector activity. While 
individual projects can demonstrate concrete quantifiable results and impact, the greatest value 
of the overall USAID effort in private sector development may have been qualitative in helping 
to create an atmosphere conducive to change and progress, as has been done in USAID's general 
support for economic and social policy reforms. 

The effect of Mission contributions in strengthening both sectoral organizations and individual 
enterprise capabilities goes beyond quoting figures on employment creation, enterprise start-ups, 
income generation, and the like, as important as they are. Their most long-lasting importance 
may be that they have increased the general competitiveness, skills, and confidence of Sri Lanka's 
business community to address hhue  opportunities and challenges, and in creating a general 
policy and attitudM atmosphere that has enhanced possibilities for private sector development. 

Most of the Mission programs have been designed and carried out in-house, although there has 
been effective use of some central and regional bureau Agency programs. The Mission has been 
the beneficiary of a fortuitous combination of experience and competence on the part of its 
professional staff that has resulted in thoughtful, well-organized programs and exemplary 
coordination among the various Mission units. 
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The Mission's private sector development efforts have also benefitted greatly from the presence 
of a cadre of Sri Lankan government and private sector leaders who have been receptive to ideas 
for change and energetic in implementing reform. The Mission has effectively used inputs from 
the Government and the private sector, and has worked closely with both groups'during both 
design and implementation stages of program development. 

The Mission's private sector program has demonstrated through its activities that it can work 
effectively and comfortably directly with private sector businesses and entrepreneurs, something 
which has not been characteristic of many donor programs that seem to experience difficulty in 
coming to terms with doing business with business. 

The Mission's effectiveness with the private sector has been on two levels: (1) sectoral and 
institutional development; and (2) enterprise management eficiency and operational technologies. 

For example, the Private Sector Policy Support Project (PSPS) has contributed substantially to 
the institutional capacities of the leading chambers of commerce for providing services to member 
iudustries and enterprises and, especially, in making possible a much improved, productive forum 
for open and consistent dialogue between the business community and the Government on 
economic, political and social issues of mutual and national interest. 

The multi-faceted PSPS project also paid handsome dividends to general economic growth and 
progress through the successful la~mching of the Security Exchange Commission (SEC), 
strengthening of the Colombo Stock Exchange (CSE), creating Sri Lanka's fust truly private 
venture capital company, and establishing a merchant bank. 

Various Mission programs have supported the Government's economic liberalization efforts. 
Besides encouragement of legal and regulatory reform, USAID underwrote the extremely 
successful pubiic awareness campaign carried out by the Government when it launched its major 
privatization program. When lack of transparency in subsequent privatization transactions 
threatened popular support, timely Mission assistance was crucial in helping to reform and 
improve the process, particularly in regard to valuation of the assets of public enterprises that 
were candidates for privatization. The assessment team has recommended a follow-up public 
awareness campaign to realign popular perceptions about the goals and nature of the 
Government's privatization program. 

At the individual enterprise level, the Technology Initiative for the Private Sector Project (TIPS), 
which collaborated with the highly effective IESC Volunteer Executive Program, clearly showed 
to the business community the advantages of improved technology in order to increase 
international competitiveness of local companies in industrial fields with export potential, and 
assisted individual businesses to improve corporate planning and modernize operational capacities. 

While the TIPS Project concentrated on the larger, more sophisticated trend setting companies 
in the Greater Colombo Metropolitan Area, the Mahaweli Enterprise Development Project (MED) 
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was crucial to the establishment of several hundred small and medium-scale enterprises in agro- 
business for s :rs in rural areas, creating over 7,000 jobs and badly needed income generation. 
One of the most encouraging aspects of the MED project is the apparent sustainability of the 
small enterprise community created. Also, the PVO Co-Financing Project also supported 
numerous activities aimed at increasing employment and earning capacities and alleviating 
poverty among disadvantaged groups, particularly in rural areas and among womeh. 

The increasing sophistication and effectiveness of the Sri Lanka Mission's program has come 
about because of a conscious effort to build upon previous experience (both positive and 
negative) to develop better and more pertinent projects in subsequent programming interventions. 

For example, lessons learned from the overly ambitious initial private sector development efforts 
of the Private Enterprise Promotion (PEP) project, led to the better organized and more effective 
RSPS project. The PSPS follow-on Financial Markets Project (FMP) is, in its turn, addressing 
future sectoral development, including furthering the development of the CSE's investment 
systems, responding to current capital market legaVregulatory reform needs, establishing a 
secondary market for government debt, a ~ d  possibly creating a second tier over-the-counter 
market. 

The successful experience of the PSPS, TIPS, and MED projects were used in designing the more 
sophisticated approaches to emerging major private sector challenges and opportunities addressed 
by the export-oriented Agro-Enterprise (AgEnt) project and the massive infrastructure building 
activities of the Promotion of Private Infrastructure (PPI) project. Further, three potential projects 
still in the concept paper stage are aimed at increasing employment and income generation, and 
generally promoting wider participation in economic and social development programs. 

In the view of the assessment team, the Mission has over the years put together the best private 
sector program development network of all the donor agencies represented in Sri Lanka. As a 
result of this and the quality of its programs, the Mission is generally recognized as the 
leader and trail blazer among the donor community in private sector development. Formal 
coordination with the activities of other donor activities has occurred at the annual Paris Round 
Table Meetings. Past and current coordination has mainly been informal because of the differing 
natures and directions of the various donors' efforts. Informal cooperation, particularly with the 
World Bank, has been sufficient for accomplishing mutual goals. 

The assessment team came to the conclusion that the major goals and objective of the Sri 
Lanka Mission's private sector development program have been appropriate and achieved. 
Further, the team cited as "Lessons Learned" that direct assistance to the private sector was 
most effective when it was demand-driven and that the "hands off" policy of both the 
Government and the Mission in regard to transaction-oriented program operations has paid 
off handsomely, particularly in the TIPS and AgEnt projects. 

Projects worked less well when not deliberately targeted or were prematurely ambitious or 
unfocused organizationally and programmatically, as in the case of the initial foray into the field 
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with the PEP project. The assessment team came to the conclusion that long-term effectiveness 
of projects could be better assured if more attention were devoted to sustainability concerns after 
termination of USAID support. 

The team also noted that there is generally a gap in donor assistance programs between what is 
provided through socio-economic programs aimed at micro-enterprises in poor or ruial areas and 
what is given to larger, more complex companies mainly in the Colombo area. In between, there 
is a significant, emerging group of small and medium-sized enterprises in provincial business 
centers that have possibly the greatest potential for expansion, employment creation, and income 
generation over the next decade. 

Current trends give every indication that the private sector will assume an ever larger role in the 
nation's economic development in terms of investment, revenue and income generation, 
employment, and industrial innovation. The Government, however, has still not clearly defined 
its changed role from being the strong controlling force and an active participant in the 
marketplace to primarily that of general planner, motivator, pump primer, and service agency in 
a free market economy where the private sector as the leading vehicle for growth. 

Many constraints still exist in the policy and legallregulatory environments that must be addressed 
if continued growth and progress is to be maintained. These constraints include continued public 
sector down-sizing; reduction of high interest rates and inflation; reform of labor and land tenure 
policies; solution of state bank inadequacies; liberalization of tax, tariff, and trade regimes; 
improvement of business management and skills training; and rationalization of policies, nation- 
wide programs, and practices that will improve the nation's attractiveness to foreign investors. 

Within this political and economic context, the following five general programming suggestions 
are offered for the consideration of the USAIDISri Lanka Mission in planning and designing the 
next generation of private sector development projects. Because of the extremely broad Scope . 
of Work outlined for this assessment mission, these recommendations are necessarily general; and 
some would require more intensive investigation before actual design and implementation. The 
programming suggestions are: 

1. Human Resources Development. Support programs promoting private short and long- 
term human resources development, particularly in management, f m c e ,  accounting, 
marketing, 2ersonnel administration, and legal affsirs. 

2. Capital Generation. Encourage capital generation thrcugh support to efforts aimed at 
improving fmancial sector institution operations and developing additional debt 
instruments. 

3. Macro-Economic Policy Reform. Provide policy inputs, guidance, and training on major 
macroeconomic issues that are impediments to private sector development. 
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4. Legal and Regulatory Reform. Help ensure a "fair and level playing field" between 
public and private sectors through IegaVregulatory reform and development. 

5. Enterprise Development. Continue and expand efforts to encourage transaction-based 
marketing information and technology dissemination. 
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Chapter IT. INTRODUCTION 

A. Purpose and Objectives of the Assessment 

This assessment of USAIDISri Lanka's private sector development activities is being carried out 
under Contract No. PCE-0001-1-00-2050-00, Delivery Order No. 3, by Checchi and Company 
Consulting, Inc. and its IQC sub-contractor, Public Administration Service (PAS). The 
assessment involves provision of short-term technical assistance by a three-man team, including 
Mr. Clare E. Humphrey (Team Leader, under contract to Checchi), Mr. Anthony Costanu, (PAS), 
and national consultant Dr. Saman Kelegema (Checchi). The period of the assessment 
commenced on August 9, 1993 in Washington, D.C., involved approximately five weeks of on- 
site work in Sri Lanka (August 16-September 19) culminating in the submission of a fmal draft 
report, and an estimated ten working days in early October for the two American team members 
for final revisions based on USAID comments, with the frnal report scheduled for submission in 
25 copies by October 14, 1993. 

The purpose of this study is to provide USAIDISri Imka with (1) an assessment of the impact 
of the Mission's private sector development activities to date; (2) an analysis of the successes and 
failures of the Mission's private sector development activities; and (3) recommendations for the 
Mission's future private sector development activities. 

A description of the complete project covering this assessment can be found in the Scope of 
Work attached to this report as Appendix A. In essence, the specific tmks of the assessment were 
cmied out through implementation of the following tasks outhed in the Scope of Work: (1) 
preparatory work in Washington, D.C.; (2) assessing private sector activities' impact and 
relevance through review of appropriate documents, studies, and interviews during five weeks in- 
country; (3) analyzing the successes and failures of these activities; 1(4) assessing the relationships 
of the Mission's programs to those of other donor agencies and the Government of Sri Lanka; 
(5) identifying "Lessons Learned" and offering suggestions for options for future Mission 
programming; and (6) conducting briefings and preparation of draft and frnal reports. 

Deliverables and reporting requirements have included submission of a draft workplan and a draft 
report outlfne by the end of day 14 of the contract, weekly briefings with appropriate Mission 
officers, fmal briefing and submission of preliminary, and final draft reports before departure 
fiom Sri Lanka at the end of five weeks in-country, and submission of the fmal assessment report 
within ten working days after receipt of Mission review ancl suggestions. 
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B. Scope, Methodology, and Approach of the Assessment 

In fulfilling the six tasks end objectives listed in the preceding section, the team investigated the 
following 1 1 Mission-sponsored programs: 

Private Enterprise Promotion (P9P) Project 
International Executive Service Corps.' Volunteer Executive Program: (IESC-VE) 
Private Sector Policy Suppoiit (PSPS) Project aid the follow-on Financial 
Markets Project (FMP) 
Mahaweli Enterprise Development (MED) Project 
Technology Initiative for the Private Sector (TIPS) Project 
Agro-Enterprise (AgEnt) Project 
Promotion of Private Infrastructure (PPI) Project 
PL-480, Section 108 and Title PI1 Programs 
Loan Portfolio Guarantee (LPG) Program 
Housing Guarantee (HG) 

Also included in the assessment were private sector development components and activities of 
several other Mission-supported activities, such as Development Studies and Training @ST), 
Mahaweli Agriculture and Rural Development (MARD), PL-480-Title 111, PYO Co-Financing I1 
(especially the legal training and private sector related projects of The Asia Foundation), among 
others. In addition, the assessment team looked at the overall nature and evolution of Mission 
strategy and Agency-wide guidelines, priorities and strategies for private sector development. The 
relationship between Mission programs and those of oher donor agencies, particularly as they 
relate to Host Country policies, priorities, and prcqgams was also investigated. 

Assessment techniques included a literature search in both Washington, D.C. and Colombo of 
relevant materials on Sri Lankan economic and political affairs, GSL documents, World Bank, 
Asian Development Bank, and UNDP/UNIDO studies documents, Mission and Agency-wide 
USAID documents, position papers, and studies on private sector development, materials and 
reports of Sri Lankan institutions and program assisted in the Mission's private sector 
development program and, most of all, project files, reports, and evaluations. A representative 
sampling of the documents collected and reviewed appears as Appendix C to this report. 

The team interviewed relevant Agency personnel in Washington, D.C., along ,with World Bank 
and UNDP officials, and individuals persons involved in one capacity or another in private sector 
programming in Sri Lanka. During the five weeks in Sri Lanka, the assessment team interviewed 
more than 100 individuals in the Mission, contractors, Government of Sri Lanka (GSL) officials, 
project principals, representatives of the business community, and expatriate and local authorities 
in fields relevant to the team's investigations. The list of persons interviewed appears as 
Appendix B attached to this report. 'Nhile most of the in-country work was conducted in 
Colombo, a short trip was taken to the southern coastal area. 
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The methodology employed in carrying out the assessment was fairly straight forward. The team 
relied heavily on project document review and inductive reasoning from interview meeting notes. 
For some of the summary analysis work in Chapter IV, particularly in terms of achievement of 
project goals and objectives, the Team Leader relied on a Program/Project Analysis Form 
developed in previous private sector development evaluations. Reference was also made to 
certain sections of the USAID Evaluation Manual and An Approach to Evaluating the Im~act of 
A.I.D. Proiects. 

Weekly briefings on project progress were held with personnel of the Private Sector Development 
Office. Additionally, a roundtable briefing and discussion was held at the end of the fourth week 
in country for Mission staff and representatives of other donor agencies, the GSL, and the local 
NGO and business communities. A preliminary draft report was submitted to the Mission at the 
beginning of the fifth week in-country and revised and refined to reflect Mission views and 
comments at the end of the fifth week in time for a final briefing for Mission staff. After more 
thorough review by the Mission, the team made fiuther revisions and refinements in Washington, 
D.C., and submitted a final report in 25 copies by October 15. 

Because of the enormous amount of material and wide range of programs covered in this 
assessment, the team's approach of necessity was to deal mainly with highlights, and with the 
more important accomplishments and shortcomings of programs and their impacts. References 
to more detailed matters in individual projects were mainly restricted to instances that 
demonstrated relevance to those more general aspects and assessment goals. Therefore, the 
assessment centered on the value of what was attempted, what worked, what didn't, and why. 
Ultimately, the major thrust of the assessment was placed on suggesting programming options for 
the consideration of the Mission for future programming. Also, despite and inclination to 
recommend more specific programming recommendations, the assessment team remained within 
the boundaries of its mandate and stayed with merely suggesting options. 
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Chapter III. BACKGROUND 

A. Overview of Relevant Political and Economic Developments in Sri Lamka 

Sri Lanka has a well developed human resource base and a varied natural resource base to assist 
private sector-oriented economic development. The tools are present, and Sri Lanka has utilized 
some of these tools to make substantive changes in a short time period, despite non-economic 
impediments, learning many times from efforts that have been attempted since 1977. While real 
progress has been made while transforming the economy from a public sector-dominated 
orientation to the private sector, there are still many steps to be taken on the political front as 
well as the economic fiont to sustain past successful efforts and to forge ahead with more 
challenging reforms. 

Private industry and service sector growth have been the main impetus hehind Sri Lanka's strong 
growth. Growth has also been achieved by weaning the economy away from plantation (i.e. tea, 
rubber, coconut) dominance, although the economy is still sensitive to the performance of these 
sectors, which amount to approximately 20 percent of export earnings, and contribute 4.3 percent 
to GDP in 1992. Real Gross Domestic Product (GDP) rose by an average of 5 percent per year 
during the 1990-92 period compared with 2.7 percent growth in 1987-89. Also, the budget 
deficit - a major impediment to private sector growth and capital formation -has been reduced 
to 7.4 percent of GDP in 1992 from 11.2 percent in 1989. 

Economic performance has been directly impacted by other influences since economic 
liberalization was initiated in 1977. The liberalization process began slowly mainly due to 
massive changes that had to be made in regard to: 1) reorienting public sector attitudes and 
methods; 2) re-establishing the private sector; and 3) facilitating public opinion in regards to 
wages, employment, and the availability of goods and services. While progress was being made 
in the early to mid-1980s, with GDP growing an average of 5.5 per year from 1978 to 1986, 
overall growth was impeded by political instability in the north and south of the country to 1989. 
A critical situation confronted the government with GDP growth averaging 2.5 percent from 1987 
to 1989 and high inflation, reaching 21.5 in 1990. The budget deficit was also absorbing from 
9.9 percent (1990) to 15.7 percent of GDP (1988), virtually starving the private sector and 
productive activity. The new government which took office in February 1989 initiated a series 
of reforms in line with a structural adjustment program that was to cover the period 1988-90. 
These major policy efforts included: 

depreciation of the rupee to RsAO/dollar from Rs.34ldollar 
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cut of government expenditure by 20 percent in the fourih quarter of 1989 

Increase of the base price of certain commodities (wheat, petroleum, fertilizer), in line 
with world market prices; 

Reduction of Central Bank holding of Treasury Bills; and interest rates were allowed in 
rise 18-20 percent to control money supply; and 

Implementation of a poverty program to protect the poor and vulnerable from the impact 
of reforms. 

Main policy program reforms included: 

Reduction of budgetary subsidies and the phasing out of administered prices; 

Formation of a Tax Commission and implementation of some but not all 
recommendations; 

Implementing some, but not all, public sector rationalization reforms in accordance with 
Administrative Reforms Commission recommendations; 

Import regime modification, including the reduction of import tariffs to 50 percent and 
introduction of a 4 band tariff scheme as recommended by the Presidential Tariff 
Commission 

. Restructuring of the plantation sector; aud 

Initiation of a privatization program. 

These measures removed some of the impediments to economic growth and identified the 
substantive changes that had to be pursued. While progress was being made, old impediments 
began to seriously impact economic performance, and new impediments surfaced, some as a result 
of only partial or slow implementation of recommended liberalization efforts. In addition, further 
stress was placed on the economy and the political structure by another outbreak of hostilities in 
May 1990 and the Gulf War. Even given these burdens, the economy proved more resilient than 
in the past with overall economic growth continuing, fueled by the growth of financial markets, 
tourism and overall private sector domestic and export production. 

Indicators (as described in Chapter VI and the tables provided in Appendix D) show an economy 
that is becoming increasingly private sector-oriented as public sector investment declines, private 
sector capabilities are developed, and market distorting mechanisms are removed. However, 
major impediments still exist which act as a brake on private sector growth. I l e  new 
government, put in place after a series of terrorist activities that claimed the lives of the President 
and a chief opposition leader, has continued along the economic liberalization path. Even with 
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the assassinations and continued hostilities, the economy continues to grow with the private sector 
taking a larger share of economic activity despite impediments and little or no reduction in the 
size of the public sector. With elections slated for March 1995, it is doubtful that major or 
radical liberalization efforts will be announced within the next year. 

However, given the Government's GDP growth target of 6 percent per year and a ..fiscal deficit 
below 7 percent of GDP in the medium-term, a certain amount of 'creeping liberalization' wili 
have to take place to allow the private sector to fuel &is growth. Also to facilitate private sector 
investment and growth, the government will have to further reduce the fiscal deficit (as suggested 
by the World Bank) to 6-6.5 percent of GDP, mainly through expenditure re.straint; eliminating 
tax, trade, investment and legdregulatory distortions and impediments; developing private sector 
human resource capabilities; and promoting foreign and domestic private sector investment and 
trade. Further discussion on private sector development trends, constraints, and opportunities is 
provided in Chapter V. 

B. Overview of USAIDlSri Lanka's Private Sector Development Program Strategy 
Framework Since 1983: Context and Rationale 

Private sector development has become the linchpin of the Sri Lanka Mission's program, with 
almost half of the budget spent for such programming in one form or another. It directly serves 
the three major strategic objectives for the Mission's program for supporting sustainable 
accelerated economic growth in consonance with the Sri Lankan Government's ambitious vision 
of promoting the country into the status of a Newly Industrialized Country within the next 
decade. Those three strategic objectives are: 

(1) Increased competitiveness and growth of markets and enterprises; 

(2) Improved practices for sustained productivity of natural resources; and 

(3) Greater empowerment for a broad range of citizens to participate in development and 
democracy. 

The Mission's private sector portfolio also figures prominently in four additional priority concerns 
identified for special attention: policy reform, the role of women in development, human 
resources development, and U.S. trade and development. 

Over the past decade, the Mission has skillfully developed an increasingly sophisticated and 
integrated program of assistance to serve those objectives, a multi-faceted program that is attuned 
to Sri Lankan needs, aspirations, and capabilities. For example, the Mission's effort meshes well 
with the national strategy of agriculture-led industrialization. The program has been designed to 
strengthen the foundations of a sound, but flexible market-driven economy - human, financial, 
and structural. Projects aimed at the policy framework and underpinning regulatory environment 
have assisted local reform and liberalization efforts attempting to build the public sector-private 
sector partnership that is so essential for success in today's competitive globalized economy. 
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Mission projects and support have generally been sensitive to changing socio-economic and 
political conditions in the country and policies of the Government. 

Implementation of this programming strategy has not come about easily or quickly. Prior to 
1983, the Mission's preiirninary efforts to support the government's post-1977 shift to a better 
balance between public and private sector contributions lo and leadership of economic 
development consisted mainly of a few commendable, but scattered individual projects that appear 
to have been designed and implemented as targets of opportunities. With the launching of the 
five-pronged PEP project in 1983, the Mission started feeling its way in earnest in the private 
sector arena. While that perhaps overly ambitious project was not considered overly successful, 
valuable lessons were learned that bore fiuit in the next major effort, the PSPS project in 1988, 
a much more mature effort that concentrated on strengthening private sector support 
organizations, such as chambers of commerce and trade associations. The PSPS project also 
provided timely and pertinent assistance to the Government's privatization program, assisted in 
the creation of the Securities Exchange Commission and in the development of the Colambo 
Stock Exchange, and assisted in the establishment of other new financial sector institutions. The 
progress made with PSPS is being followed up with the current Financial Markets Project (FMP). 

With the MED project in 1989 and the TIPS project in 1991, Mission programs featured dealing 
more directly with individual private enterprises on a consistent transaction-oriented basis, 
although IESC Volunteer Executives had already been providing effective short-term expertise 
to a number of companies since 1984. 

The emergence of the PPI and AgEnt projects signal two new and even more sophisticated 
approaches to private sector development. While the PPI could represent a new avenue for 
promoting private sector involvement by helping to mobilize private sector financial and 
technological resources for infrastructure development that were previously channelled through 
the public sector, it should be kept in mind that its thrust is still to build the basic physical 
infrastructure that will facilitate sounder economic development across the board in future years. 
Certainly, such infrastructure improvements will benefit both the domestic and export-oriented 
industrial and commercial sub-sectors which are the targets of many private sector development 
activities. 

The Mission has been successful in tying programs and projects with practical needs of the 
private sector and government activities. These programs have matured just as Sri Lanka's 
private sector and overall economy have matured. Experience gained fiom this high level of 
activity should help to prepare the Mission for planning and implementing the next generation 
of private sector development programming in line with the increasing sophistication of the Sri 
Lankan economy. 

While the attention usually focuses on the major programs just mentioned, a number of other 
collateral efforts are inextricably linked to them, contributing to the same overall private sector 
development objectives and strategic concerns. This shows the importance of private sector 
development to the Mission and the emphasis it has placed on Mission-wide coordination in this 
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effort. Examples of these additional activities would be the PRE-sponsored Loan Portfolio 
Guarantee (LPG) program, certain elements of the large PL-480 Sectior 108 and Title I11 

... efforts, most of the products of the Development Studies and Training @ST) IQC, the Mahaweli 
Agriculture and Rural Development (MARD) Project, the many facets of the PVO Co-financing r 

project, the H o u h g  Guarantee (HG) Program, and others. Such complementary and mutually 
reinforcing activities wi!Z, hopefully, continue. - 

In addition to developing the nexi phases of on-going projects as MED and TIPS, new ventures 
are coming off the drawing board on a number of related fronts, such as the proposed Citizens 
Participation in Democracy and Development (CIPART) project, as well as two new project 
concepts: the Sustainable Enterprise Technology (SET) and Policy Reform Support (PRS) 
projects. These continuing efforts will of necessity involve not only the resources of the Private 
Sector Development Office, but the thinking and inputs of every office in the USAIDISri Lanka 
Mission in order to achieve the ambitious goals of the Mission and the Government of Sri 
Lanka. 

C. Major Activities of USAIDISri Lanka9s Private Sector Development Program 

1. Private Enterprise Promotion (PEP) Project 

a. Purpose and description of activities 

The PEP project (Project No. 383-0082) was the first major effort undertaken by USAIDISri 
Lanka specifically and directly aimed at promoting private sector activity. Previously, Mission 
assistance to the private sector had been intermittent and had been channelled through 
programming activities that were primarily aimed at other constituencies, such as agriculture or 
alleviation of poverty. The planned primary beneficiaries were not private sector entrepreneurs 
or firms. The PEP pr,ogram, however, was specifically targeted at the private sector. Its stated 
purpose was to foster an improved investment climate and increased private sector investments 
in Sri Lanka, both domestic and foreign, using domestic resources where comparative advantage 
existed, with an emphasis on ago-industry. The program's goal was to increase employment 
incomes and locally produced goods and services needed to improve quality of life for the people 
of Sri Lanka, especially in rural areas. 

The major components of the PEP program (with an authorization of $5,500,000) were (1) 
establishment of an Investment Services Center, quickly renamed and expanded into the Sri Lanka 
Business Development Center (SLBDC), which became the implementing agency fo:r the other 
four components; (2) investor services and promotion; (3) economic and business policy 
formulation; (4) management development for larger firms; and (5) entrepreneur development for 
smaller enterprises. The original project called for $3 million in grants (later increased to $4.5 
million) and $1 million in loans (obligated in 1983, with terms including 2% interest during the 
grace period of 10 years, and 3% for the remaining 30 years). 
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b. Actual project performance, outputs and impact 

Despite a shift since 1977 fiom a socialist-oriented policy and operational environment toward 
liberalization and promoting the private sect01 as the primary engine of development, the 
Government was still ambivalent and defensively bureaucratic in its direct dealings with the 
business community. On its part, the private sector was wary of government stdements and 
overtures, taking a "wait and see" attitude. Further, USAID was untried in assembling and 
carrying out a major private sector initiative. What was needed was a catalyst and vehicle to 
launch such a large and complex initiative. The SLBDC was the chosen instrument to act as the 
hub for the overall program. 

Even though the overall results fiom the PEP program fell short of expectatians (see impact 
matrix in Table 6, page 47), the program was not a bad f is t  effort, when viewed in retrospect 
a decade later. Many valuable lessons were learned that bore fruit in subsequent Mission efforts. 
The PEP program was, however, overly ambitious, tried to operate on too many fionts at one 
time, and lacked proper programming focus. 

Problems arose almost fiom the start in the working relationships among USAID's contractor 
(Coopers and Lybrand), the leadership of the client (SLBDC) and the Government (Ministry of 
Finance and Planning). The result was early departure of the contractor, and increased 
independence of SLBDC from Ministry direction. The Center, however, never completely 
fulfilled its role and potential. Impact of the SLBDC on private firms and overall sectoral 
development was minimal, and has remained so to the present. 

The Investor Services Program did, however, exceed by a wide margin the projected target of 10 
new investments, although goals for investment size and employment increases were never clearly 
stated. A mid-program evaluation indicated that 42 investor profiles were created, but 25 of them 
were general sub-sectoral profiles not tied to specific investment opportunities. Prefeasibility 
studies were conducted that played a measurable role in the expansion of non-traditional exports. 
Three individual investment missions brought results. 

The contractor's local affiliate conducted about 20 management training programs successllly, 
but the demand was greater and broader than SLBDC human and financial resources could 
handle. Most of the courses were directed at larger fums, whereas the greatest need (and 
potential) was at the small enterprise level. The evaluator .tecommended that SLBDC concentrate 
on entrepreneur development programs (EDP) in the future. Minimum advisory assistance was 
provided to the training programs of other organizations; but even this effort overtaxed SLBDC 
resources. A number of advisory consultancies were carried out that directly benefitted individual 
firms, mainly larger ones in the Colombo area. A contract was signed to bring in the expertise 
of IESC consultants. By the end of the PEP program 10 such consultancies were completely 
successllly, leading to continuation of the IESC program under other programs to the present 
day. 
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The SLBDIC never became the liaison channel between the government and the business 
community for several reasons. One was SLBDC's unfamiliarity with the role or with the policy 
issues involved. The Government, despite a shift in orientation of policy, was still reluctant to 
give up firm leadership prerogatives; and the private sector, particularly the leading chambers of 
commerce and industry, was still not prepared to risk all to engage the Government in full and 
fiank debate on economic issues laced with political overtones. It should be noted, however, that 
the business community contributed substantially to the creation and design of SLBDC; but were 
involved only marginally during the life of the program. 

In sum, three of the four divisions of SLBDC performed their tasks adequately, but with only 
marginal impact on actual business activity or private sector development in general; and their 
activities were not satisfactorily coordinated or focused. Only the policy division failed 
completely. 

USAID learned a great deal about programming in private sector development fiom its creation 
and implementation of the PEP program. The Agency at this point was not clear as to its goals 
and objectives for such a program, as was evidenced by its ambivalence to the recommendations 
of two pre-SLBDC studies by major consulting fms in the United States. Organizationally, 
errors were madc in project administration. For example, the contractor team did not arrive on 
scene until SLBDC had been in operation for almost a year, which substantially contributed to 
problems in liaison, lines of command, and program advisement. Further, the Mission tended to 
lean on its traditional relationship with the Ministry of Finance and Planning in the course of 
project oversight, rather than dealing more directly with the SLBDC. 

Finally, the very capable USAID project officer designated to handle PEP was able to devote 
only part-time to this major and complex project; and other Mission officers of that early period 
were not experienced in private sector development programming. Experience gained fiom this 
project substantially helped in the design and implementation of future efforts as private sector 
development programming gradually assumed a major role in the Mission's overall strategy. 
Also, before writing off this project, it should be borne in mind that the SLBDC still exists and 
carries out a number of worthwhile activities, though on a reduced scale. 

2. International Executive Service Corps. Volunteer Executive (IESC-VE) Program 

a. Purpose and description of activities 

The Mission initiated steady collaboration with the IESC in 1984 through a 10-consultancy 
agreement negotiated under the PEP program. Before that time, IESC consultants had been used 
on an intermittent, uncoordinated basis. The IESC Volunteer Executive (IESC-VE) program is 
still operating in Sri Lanka through a resident offhe under the TIPS project. Even though 
administration of the IESC-VE effort has been variously under the umbrellas of the PEP, PSPS, 
and TIPS projects, its h c t i o n  has remained essentially the same, i.e., bringing out retired 
executives to provide technical or organizationdmanagerial expertise to local private firms on 
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a demand basis. The length of their stays are limited to three months, but a VE can return to 
work with the same company if requested. 

To date, the IESC-VE program has carried out more than 150 assignments with private sector 
fums, mainly larger, more complex companies. Most have been in the Colombo greater 
metropolitan area; but there have beon a number of consultancies performed for established 
businesses in most parts of the country. The companies are relatively large, however, since they 
must be able to put up sizeable funds to finance a goodly part of the project costs. USAID 
makes up the rest on a sliding scale, depending on the client's ability to share costs. 

b. Actual project performance, outputs and impact 

Surprisingly, this long-time player in the Mission's private sector development program has never 
been fully evaluated, at least locally, although it was included in the mid-1993 evaluation of the 
TIPS project. Evidently, the program's parent, the Bureau for Private Enterprise (PRE) in 
Washington has carried out several regional evaluations (including the program in Sri Lanka), but 
apparently has not shared the results with the local Mission. 

Therefore, the assessment contained in the present report will be brief, and is based on interview 
notes and anecdotal evidence. Despite these limitations, it can be reported that evaluative 
comments on the IESC-VE program were uniformly positive. Particular praise for the program 
came from leaders of several of the larger companies in Colombo. In a few cases, these 
organizations were actually a cluster of enterprises (in some cases numbering over 30) under one 
corporate headquarters, such as Aitken Spence and Co., the Ceylinco Group, John Keells 
Holdings, and Richard Pieris and Co.,Ltd. Each of these corporations have used at least a half- 
dozen VEs, and one has engaged 15. 

Companies like dealing with the VE consultancies because the people are extremely experienced 
managerially or technically, have encountered a wide range of situations in their respective fields 
(often in a variety of international settings), and can be hired to deal with a variety of specific, 
targeted problems; and the VEs are usually result-oriented. As an example, the Ceylinco Group 
brought in IESC-VE in such fields as finance, real estate, strate& planning, computerization, and 
insurance (twice). Richard Pieris and Co. have used six VEs, including especially successfil 
work in corporate planning (using the same man several times) and for special production 
problems in their tire company. John Keells Holdings employed several IESC consultants in the 
various arms of 1;s agro-business operations, as well as for corporate planning. 

Successful projects have been carried out in a wide range of fields, including metal products (a 
brass foundry in particular), preventive maintenance, trouble-shooting for a stock broker, 
production engineering, paint manufacture, chemical engineering, etc. A review of the client list 
shows companies that are engaged in just about every industridmanufacturing activity found in 
Sri Lanka. While programmed funds for the IESC-VE program are due to run out in early to 
mid-1994, it is hoped that alternate sources will be found to continue this exceptional effort for 
which there will be a need far into Sri Lanka's economic future. 
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3. Private Sector Policy Support (PSPS) Project 

a. Purpose and description of activities 

In July 1988, upon completion of the PEP program, USAID launched its next major effort in 
private sector development programming, the multi-faceted PSPS project (Project No. 383-0100), 
with an original authorization of $15 million. 

The agreement date was July 29, 1988. The program featured four principal components: 

to strengthen the private sector's contribution to market-oriented economic policies by 
providing approximately $3 million through a Policy Support Unit (PSU) assisting 
representative private sector organizations (principally the leading chambers of commerce 
and trade associations) in building their capabilities for formulating, articulating, and 
advocating market-oriented policy positions important to the business community in 
dialogue with the Government; 

to assist the Government's effort for privatizing a significant number of state-owned 
enterprises (SOEs) through $9 million channelled principally through the 
Commercialization of Public Enterprise Division (COPED) of the Ministry of Finance 
(MOF); 

to provide approximately $2.5 million for improving the operation of the Colombo Stock 
Exchange (CSE) and the Securities Exchange Commission (SEC); and 

to provide close to $0.5 million to help establish a privately owned venture capital 
company. 

In this report, parts (3) and (4) are considered jointly as a "Capital Markets" component. In 
1992, the PSPS program was amended to authorize a new Financial Markets Project, with an 
authorization of $7 million and extending the PACD of the overall program from July 3 1, 1993 
to July 3 1, 1996. The estimate for the host country contribution was approximately $20,000,000 
in the original project. 

Poliqy Support Unit 

The PSU operated under a cooperative agreement with the University of Maryland. It was 
housed at the Ceylon Chamber of Commerce (CCC) where it helped establish the CCCYs 
Economic Intelligence Unit and assisted the CCC in a number of activities, including seminars 
and training sessions. A principal activity of the PSU was to encourage and assist dialogue 
between the private sector and the government. The YSU worked closely with the Federation of 
Chambers of Commerce and Industry of Sri Lanka (FCCISL), although no funds were actually 
channelled through the FCCISL for this purpose. The Ceylon National Chamber of Industries 
(CNCI) has also received consistent support, principally for computerization. 
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Altogether, the PSU provided technical assistance (TA) and grants ranging from $10,000 to 
$200,000 to a broad spectrum of 23 chambers and similar private sector organizations to help 
strengthen their organizational capabilities and upgrade sMskills, improve services to members, 
compile and distribute information of interest and use to the business community, conduct 
training and workshops, promote trade events and missions, conduct research on important 
economic and business issues, encourage networking among chamber and trade associations, and 
promote public sector-private sector dialogue on a consistent and informed basis. A special effort 
was made to promote the creation and development of provincial chambers of commerce, 

Privatization 

Assistance was provided to COPED for general operational and s t a f f  support, long and short-term 
technical assistance on investor identification, investment profiles, valuation systems and services, 
company incorporation procedures, advice on treatment of claims, advice on legal aspects of the 
privatization process. Assistance also included help on post-privatization preparation of initial 
balance sheets for former SOEs, advertising for a public awareness campaign on privatization, 
general advice on important public issues, divestiture strategies, and training in a number of 
relevant fields. 

This assistance to COPED was provided through a two-pronged approach: a contract with Ernst 
and Young (with a PACD of 3 1 December 1992) and direct support (PACD of 3 1 July 1993). 
When the original direct aid ended on 3 1 July 1993, a host country contract was signed between 
the Government and Ernst and Young's local affiliate in Colombo, with USAID funding, which 
extended the assistance five months through 31 December 1993. 

Two of the PSPS project objectives were directed at fmancial market development. The 
objectives were to: (1) improve the operation of the Colombo Stock Exchange (CSE) and broaden 
participation by small investors; and (2) demonstrate the viability of equity participation through 
a venture capital company. The principal activities under the fust objective were to strengthen 
the CSE by establishing a Central Depository System (CDS) and improve overall management 
and operations; and establish a Securities Exchange Commission (SEC). Under the second 
objective, Sri Lanka's first private sector venture capital fm was established. The main 
indicators of the two sets of activities were increased ownership of publicly traded equity by an 
increasing number of private Sri Lankan individuals; establishment of the venture capital flrm; 
and increased private sector access to investment funds. The project component ended in October 
1992. A follow-up contract for the Financial Markets Project (FMP) began in January 1993 to 
solely concentrate on financial market development. The FMP is described in the following 
project sub-section. 
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b. Actual project performance, outputs and impact 

Policy Support Unit 

A mid-term evaluation of the project by Price Waterhouse posited that the PSU had 
"accomplished many of its objectives," despite administrative problems between Colombo and 
the University of Maryland. Further progress was made subsequent to that evaluation and the 
administrative hassles were overcome. Certainly, the institutional base and services of the 
principal chambers of commerce (CCC and FCCISL, in particular) have been strengthened 
through building of staff technical skills, improved research capabilities, greatly expanded 
physical and intellectual capacities for information campilation and dissemination, and generally 
better and wider services to members. One of the most encouraging features has been the 
emergence of increasingly healthy provincial chambers, although there is still a great deal to be 
done with regard to convincing members in provincial areas that those bodies can service their 
needs. The development of medium-term institutional development plans bodes well for the 
future, if some continued external financial and technical assistance is forthcoming during their 
building stage. 

Recent assessments show that by the time the PSU was phased out (7/31/93), almost 50 policy 
oriented rwarch studies had been carried by major chambers, along with more than 100 
seminars, workshops, and training programs in chamber management and various types of 
enterprise management, accounting, marketing, production technology, policy issues, etc. 

The FCCISL is contemplating (in mid-1 993) launching an expanded training program comprised 
of a number of courses. The Federation has picked up sponsorship of the monthly Key Persons 
Forum, which would have ended with the closure of the PSU, and has hired two PSU staff 
members. The CCC is convinced that its Intelligence Unit is providing very worthwhile services 
to the business community, and is unstinting in its praise of the assistance provided by the PSU 
and USAID. 

Further progress in improving the outputs of the chamber community will depend on overcoming 
long-standing turf and other rivalries among the leading bodies and decreasing the inherent 
tendencies of the major institutions to represent larger, established companies and their interests 
at the expense of smaller fums. It is these latter entities that have the greatest need for such 
assistance, and who perhaps have the greatest potential for growth and contribution to expanded 
private sector activity and eventual economic leadership. 

Much of the assistance to chambers (both in Colombo and the provinces) has been for hardware 
related to informational services, less for building capabilities to directly service members in 
actual business operations. Major chambers are still dependent on a few strong leaders, with a 
need to develop new and younger leaders now at the middle level. Sustainability of important 
chamber programs remains questionable without continued donor support, although members are 
becoming more willing to contribute when activities show real benefits. The chambers and 
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associations must be made awwe of the necessity of developing the capacity for sustainability of 
their activities after eventual termination of donor assistance. This capacity is currently in doubt. 

Perhaps the PSU's greatest contribution has been its role in increasing the frequency and 
substantive qnality of the dialogue between the business community and the Government. All 
parties recognize that this improvement would not have come about had it not beenm-for the work 
of the P S I  and the USAID Mission. Basically conservative chambers have become much more 
confident md active in the last year in formulating and articulating in reasoned fashion issues of 
importance to the business community in particular and the nation's economy in general. 

The Secretary of the Ministry of Finance has instituted a program of monthly meetings with well 
planned agendas supported by research papers for discussion of a variety of major and minor 
issues between the two sectors. More to the point, decisions and concrete actions have been taken 
on a number of issues and questions brought up at these meetings. Success at this level has led 
to meetings at lower levels on more detailed matters dealing with customs and taxes, among 
others. The value of the dialogue, along with the honest brokerage role of the USAID Mission 
in regard to these sessions and the sensitive issues involved has been recognized by all parties. 

The success of this cooperation played a direct role in the move for the establishment of a special 
Advisory Council to the Industrialization Commission within MIST. Support for the Advisory 
Council is being considered by USAID as a possible third generation of assistance in this area. 
Launching the Council has, however, become mired down in the bureaucracy, and has dragged 
on interminably. 

Privatization 

The privatization component was generally successll in mobilizing and institutionalizing the 
government's capacity for designing and carrying out privatization activities. It is doubtful that 
COPED could have carried out its heavy responsibilities without the financial support for its 
operations and programs provided by the grant. USAID underwriting made possible the 
brilliantly conceived and implemented multi-media public awareness program on privatization 
carried out in 1988. The effect of this campaign was, however, blunted when lack of 
transparency in tender and other transaction connected systems occurred subsequently. This lack 
of transparency was partially overcome by procedural changes in the privatization process, but 
the adverse effect on public confidence in the privatization process lingers and must be addressed 
on a frank and consistent basis. Another public awareness campaign is probably in order to 
explain the nature and goals of the privatization effort and to bring the public back into the fold. 

Despite some friction between the contractor and COPED (which led to the early departure of 
certain key contractor personnel), the technical assistance in improving investors profiles and, 
especially, valuations techniques have made a significant contribution to the government's 
professional effort. 
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Other types of assistance provided involved preparing investor profiles (47, including continual 
updating and feedback fiom clients), audits, pre-privatization feasibility studies, restructuring and 
privatization strategies for certain targeted SOEs, advice on legal issues (particularly with regard 
to conversion to limited liability companies), preparation of opening balance sheets of privatized 
entities, overseas marketing information, exposure to privatization programs in other countries 
and regions (including Eastern Europe), discussion of general policy and regulatory environments 
in Sri Lanka that affect privatization and private sector development, and even some crossover 
work with the capital markets component of PSPS. Gradually the emphasis of the contractor 
chaiged fiom performing tasks to institutionalizing the process by training and turning over these 
tasks to local staff and contracted personnel. 

Over the life of the project to the present (mid-September 1993) a total of 30 SOEs have been 
privatized with majority ownership sold to the private sector. Another two SOEs have been 
privatized, although the Government still holds 51 percent of the shares. This makes for a total 
of 32, which is exactly half of the public enterprises on the Government's current list. Another 
three were privatized, but returned to the government fold when financing fell through in one 
form or another. 

There is no question that the financial and technical assistance provided through the PSPS project 
significantly contributed to the achievements of the government's privatization program. The 
sustainability of the assistance is evidenced in the fact that since the actual termination of the 
actual assistance will terminate at the end, of 1993, another 34 are in the pipeline. This exceeds 
the objectives of the project goals by a wide margin. 

Capital Markets 

The financial markets component's output performance tarsets were: 1) establish an operational 
SEC; 2) expand the role of the CSE in serving capital markets; 3) establish a venture capital 
company; and 4) provide assistance to the Banking Commission. 

The targeted outputs have been achieved: the SEC is in full operation; a Post Trade Automation 
(PTA) system and Central Depository System (CDS)are in full operation at the CSB; the CSE 
has a modem operating regime allowing it to take on further sophisticated activities (described 
unde~ the FMP, below); established Equity Investment Lanka, Ltd. as a self-slrstaining private 
sector venture capital fm which developed 13 new investments (project target was 10); 
performed 6 analytical studies for the Banking Commission (project target was 5); and provided 
technical assistance to a new merchant bank which is now profitably competing in the private 
sector. The only shortcoming was the inability of the Equity Investment Lanka, Ltd. to divest 
1 to 2 holdings to the public over the life of its USAID grant assistance. 

The successfid performance of the project interventions are also seen on the: impact of company 
growth, improved performance of the CSE, and the increased availability of private sector capital. 
Major indirect impacts include: a dramatic increase of market capitalization to Rs. 75 billion in 
the first 6 months of 1993- already more than the Rs. 66 billion in 1992 and a growth of 80 
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percent since 1988; establishing the CSE as an increasingly important catalyst for privatization 
activities; establishing the Merchant Bank of Sri Lanka ss a major privatization and capital raising 
institution; increasing the amount of CSE turnover by multipliers over 10 per year, indicating 
increased access of buylsell orders to the general public; adding 60,000 new shareholders; . 

developing the CSE to raise Rs. 4.5 million in new capital fiom 1990 to June 1993; adding 38 
new issues fiom 1987 to June 1993; and using the CSE as another tool to attractknd channel 
foreign investment into Sri Lanka- net foreign investment attracted via the stock exchange 
increased to Rs. 1.5 million in June 1993 from zero in 1989. 

The establishment of the Equity Investment Lanka, Ltd. spurred the establishment of 5 other 
venture capital f m s ,  adding an estimated Rs. 1 billion to the capital market. The profitable 
success of the Merchant Bank of Sri Lanka also served as 2 catalyst for the formation of other 
merchant banks. 

While the project made great progress by helping establish the CSE as a regionally recognized 
fully operational Asian securities market and in developing other financial instruments and 
institutions, further development steps have been identified that are being undertaken under the 
FMP. The project has assisted in developing new private sector 'naming 'avenues' for the Sri 
Lankan private sector and privatization efforts. The rapid success of the CSE exemplifies the 
thirst for private sector fmance and weaknesses in the banking sector. 

USAID Adminhtration of the PSPS Program 

A final note on the PSPS program should be made on the increasing maturation in the Mission's 
experience and ability to design and implement private sector development programs. As 
mentioned earlier, administration of the PEP program was hampered to a certain extent at the 
beginning because the Mission was able to assign only one officer part- time to the project. 
During the course of the project, this was changed to a full-time assignment of a Private 
Enterprise Officer, an evolution which evidently definitely worked to the benefit of the project. 

With the PSPS program, the Mission went a step further, establishing a Private Sector 
Development Office (PSD) with expanded staff resources devoted to this type of work. Strong 
direction and thoughtful guidance fiom Mission leadership, increasing experience with the special 
aspects of private sector development and privatization work, and a fortuitous meshing of skills 
fiom a remarkably able group of professionals all contributed to a capability well above the 
Agency norm as private sector development strategies became a major, perhaps the major thrust 
of the Sri Lanka Mission during the mid to late-eighties. 

4. Financial Markets Project (FMP) 

a. Purpose and description of activities 

The Financial Markets Project (FMP) was initiated in January 1993, following the progress and 
completion of the PSPS Project's financial components. The FMP includes a 6 person team, plus 
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short-term technical assistance. The project ending date is December 1995. The main 
components of the j?roject are: (1) establish back-up systems for the CSE's CDS; (2) improve 
CSE and SEC information technology and system development; (3) place government debt 
issuinghading instruments on the CSE; (4) develop corporate debt issuing/debt instruments; (5) 
establish a second tier market; (6) assist in developing accounting standards to international 
standards and establish an accounting standard enforcement mechanism; and (7) develop screen- 
based trading at the CSE. 

b. Actual project performance, outputs and impact 

The project is operational, but the entire team is not yet in place. While the objectives identified 
above may seem ambitious, the success of previous financial sector development efforts show that 
additional progress can be made and is needed to broaden access to capital. The project's 
components are also a natural progression from previous efforts, such as the purchase of enhanced 
computer equipment and a back-up system to improve the handling of increased volumes and the 
reliability of the CDS. It should be noted that the increased number of trades is currently pushing 
the current equipment to its limits. While the project aims at further developing the mechanisms 
to improve CSE performance, it also aims at developing the policy/legal/regulatory environment, 
improving CSE and SEC operations, further developing SEC and CSE human resource 
capabilities, and developing new financial instruments. 

The main purpose of the following table (Table 1) is to Wicate the areas in which assistance will 
be provided to show further developmental activities and to build a base for future financial 
sector option recommendations provided in Chapter VI. Also, it is very important to note that 
two components- the Emerging Financial Institutions and the Program Management & Policy 
Monitoring, Evaluation and Contingencies- have a very strong emphasis on conducting variow 
studies. This TA should be utilized to build an information and decision-making base for future 
financial sector reforms in terms of: (1) financial sector 1egaVregulatory environment 
development; (2) institutional development; (3) human resource development; and (4) new 
financial instrument development. 
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Table 1: Financial Markets Project Breakdown 

CATEGORY 

LEGAL/REGULATORY ENVIRONMENT 
DEVELOPMENT 

CSE/SEC Regulation and Self 
Regul ation 
1. Implement Regulatory 

Study Recomnendati ons 

Fi nancial Reporting/Accounting 
Standard Development 
1. Sett ing Standards 
2. Implementing Standards 
3. Monitoring Compliance 

Development o f  Second-Tier Market 
1. Establish 

regulations/policies t o  
manage/operate market 

Development o f  Harket for Quoted 
Debt Securities 
1. Establish 

regulations/policies t o  
issue/t rade govermnt  
debt 

2. Establish 
r~egulations/policies t o  
i ssue/t rade conpeny debt 

Pro ram Management 6 Policy 
~n!toring. Evaluation and 
Contingencies 
1. Provide 15 analyt ical  

studies and related 
clissemination ac t i v i t i es  
in addit ion t o  
responding t o  ad hoc 
requests by c l i en t  
strows 

TECHNICAL ASSISTANCE 

Assistance by Securit ies 
Market Regulation Special ist 
6 short-term specialized 
consultants fo r  
monitoring/training 
8 overseas t ra in ing  tours 

Short term accounting and 
audit special ists t o  assist  
i n  establishing and 
implementing standards 
Establish compliance u n i t  
Strengthen Ins t i t u te  o f  
Chartered Consultants 

Short term special ists t o  
research and define 
regulat ions and provide 
f e a s i b i l i t y  study and market 
guidelines 

Short-term special ists t o  
develop f e a s i b i l i t y  and 
operational guide1 ines f o r  
implementing T-bi 11 open 
market operations; develop 
bond grading system 

Deploy 119 marmonths o f  6 
long term consultants and 124 
man trlonths o f  short term 
consultants i n  responsj t o  
day-to-day contact wi th SEC, 
CSE, ICASL, over 24 c l i e n t  
inst i tut ions, Central Bank, 
MOF, Monetary Board 
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CATEGORY 

Human Resource Development CSEISEC Regulation and Sel f  
Regulation 
1. Staf f  proficiency 

increased 
2. Management proficiency 

increased 

Financial Reporting/Accounting 
Standard Development 
1. ICASL members trained i n  

new procedures through 
seminarsluorkshops 

2. Developnent of  new tools 
f o r  ICASL t ra in ing  

Post Trade Automation System 
1. Train s ta f f  on nen PTA 

and CDS systems 

Development o f  Second-Tier Market 
1. Ident i f y  related 

t ra in ing f o r  market 
operation 

2. Perform market operation 
t ra in ing 

Development o f  Market f o r  Quoted 
Debt Securi t i e s  
1. Develop related t ra in ing 

f o r  securit ies 
issuance/trading 

2. Perform t ra in ing 

Cert i f icat ion o f  Securities 
Harket Professionals (Chartered 
Financial Analysts) 
1. CFA established with a t  

Least 60 qual i f ied 
individuals . 

2. Train a t  least 40 other 
p r iva te ly  funded 
students a t  various 
stages of  obtaining 
cer t i f i ca tes  

:merging Financial Ins t i tu t ions  
1. Training on neu 

ins t i tu t ions  i n  new 
market segments (i.e., 
un i t  trusts, insurance 
companies, retirement 
funds, venture capi ta l  
corrpanies and merchant 
banks) 

TECHNICAL ASSISTANCE - 
Securities Harket Regulation 
Special ist and Short term 
consultants wi 1 1 provide 
specif ied t ra in ing 
8 overseas t ra in ing  tours a t  
theU.S.SEC -. 

ICASL educates students, 
menbers o f  the public about 
international accounting 
standards 

Training o f  relevant SEC/CSE 
s t a f f  

Define and manage broker and 
broker/dealer t ra in ing 
Training o f  CSEISEC 
counterparts and guidance t o  
ins t i tu t iona l  players 

Overseas fami L iar izat ion 
tours f o r  Central Bank 
o f f i c i a l s  
Arrange dealer t ra in ing  
Provide 2 in-country seminars 
i n  bond trading with related 
short courses fo r  po r t f o l i o  
investors 

Long Term Training Special ist 
t o  promote and manage CFA 
program 
Short term TA fo r  a series of 
seminars t o  develop 
sustainabi 1 i t y  of  t ra in ing  
program over the Long term 

12 seminars with 30 
part ic ipants each with shared 
costs 
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CATEGORY 

NEW FINANCIAL INSTRUMENT 
DEVELOPMENT 

COMPONENT/OBJECTIVE 

Development o f  Second-Tier Harket 
1. Develop o entry vehicle 

f o r  mediun-size 
companies i n to  the 
quoted securit ies market 

2. Develop entry vehicle 
f o r  venture capital 
companies t o  enter 
securit ies market v i a  
second-tier market 

Development o f  a Market f o r  
Quoted Debt Securities 
1. Establish a secondary 

market in govermnt  
securit ies with 
part ic ipat ion by the 
general publ ic and 
ins t i tu t ions  

2. Quote several corporate 
debentures i n  the market 

Emerging Financial Ins t i tu t ions  
1. Work with new 

ins t i tu t ions  i n  fresh 
market segments such as 
un i t  trusts, insurance 
companies, retirement 
fund, venture capi ta l  
companies and merchant 
banks 

'ro ram Management L Policy 
bn!toring. Evaluation 6 
:onti ngencles 
1. Provide analyt ical 

studies and related 
dissemination ac t i v i t i es  
i n  addit ion t o  
responding t o  ad hoc 
requests by c l ien t  
groups 

TECHNICAL ASSISTANCE 

Research and define i n i t i a l  
entry regulations f o r  both 
the main board and second 
t i e r  market 
Detai l  f e a s i b i l i t y  and 
operational guidel.ines 
implement over-the-counter 
market and supervise 
electronic trading system 
define and manage broker and 
broker/dea l e r  training; 
CSE/SEC counterpart training; 
and i ns t i t u t i ona l  player 
guidance 
Other specialized tasks by 
host country professionals i n  
accounting, valuation, and 
Legal assistance 

Provide short term TA t o  
develop f e a s i b i l i t y  and 
operational guidelines f o r  
the implementation o f  T-Bi 11 
open market operations 
Actuate bond grading system 
with comnon software module 
Implement system and arrange 
dealer t ra in ing  
Conduct 2 in-country seminars 
i n  bond trading with related 
short courses fo r  po r t f o l i o  
investors 
Conduct overseas 
fami l ia r iza t ion  tours f o r  
Central Bank O f f i c i a l s  

Short term TA i n  various 
areas, dependent upon 
proposals submitted by 
counterpart ins t i tu t ions  

Long and short term TA t o  
respond t o  SEC, CSE, ICASL, 
over 24 c l i e n t  ins t i tu t ions  
and Central Bank, HOF and 
Monetary Board 
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5. Mahaweli Enterprise Development (MED) Program 

a. Purpose and description of activities 

The purpose of the Mahaweli Enterprise Development (MED) Project (Project No. 383-0090) has 
been to accelerate creation of permanent employment among settlers in small, medium, and large 
private enterprise establishments by improving the policy environment for private enterprise in 
the Mahaweli systems through a series of targeted interventions. Secondarily, the purpose has 
been to strengthen GSL commitment to market-oriented approaches in the enormous and complex 
Mahaweli development program in rural and semi-rural areas covered by the program. The long- 
range goal has been to raise the median household income of Mahaweli settlers to Sri Lanka's 
national level. 

The MED program has included a wide range of sub-project activities, carried out in coordination 
with the Mahaweli Authority's (MASL) Employment, Investment and Enterprise Development 
Division (EIED). Expatriate and Sri Lankan technical assistance provided (both long and short- 
term) under the contract with International Science and Technology Institute (ISTI) and its local 
contractors, especially Ernst and Young Consultants (Sri Lanka), has covered such fields as 
enterprise management and development, marketing, law, finance, agronomy, small scale 
engineering, food processing, public relations, information services, socio-economic survey 
techniques, etc. 

Second, there has been considerable work in entrepreneur development training, emphasizing 
basic business skills simple accounting, as well as fmancing. Ad hoc technical training has been 
provided to entrepreneurs in existing enterprises. There have also been travel and promotional 
tours, combined with seminars and information dissemination. 

The EIED and sub-project activities and groups have been provided with equipment, including 
computers, oflice equipment, and vehicles. Grants have been made to selected associations 
representing business activities in the MASL areas, such as the Mahaweli Chamber of Commerce, 
crop-specific growers' associations, group lending/savings associations and the like. Credit and 
savings mechanisms have been encouraged, along with a general interest in promoting capital 
development and investment in the Mahaweli system. 

MED also established a Fund for Special Projects to sponsor various activities, such as 
outgrowers' demonstrations, test cropping prototype product development, field-based advisory 
services, etc. Considerable attention has been devoted to obtaining land plots with transferable 
lease arrangements for small entrepreneurs, done in cooperation with the GSL. An effort has also 
been made to privatize some of the holdings of the MASL. 

MED was authorized a budget of $15 million, with an anticipated host country contribution of 
$9 million. The agreement date was June 30, 1989, and the PACD is March 31, 1995. 
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b. Actual project performance, outputs and impact 

Through the second quarter of FY 1993, approximately 39.3% of the program budget and 61% L 

of the obligated funds have been spent. Statistically, the performance of the MED program has 
been generally satisfactory. The original target of creating 1,250 jobs in small enterprises has - 

already been effectively met, as well as more than half of the target of 9,200 jobs3n medium - 

and large enterprise activity. Projected approved investment in medium and large enterprises of 
$16 million has been only half met. However, only two settlers have been allocated land title - 

or long-term leases, or about 6% of the target. Land issues will be discussed below. 
Implementation of pre-investment assistance programs has been about on schedule. The: targeted 
number of settlers trained in basic skills and management practices (950) has already exceeded 

- 

the LOP target (750), but efforts have been made to improve the quality of the EDP training - - 

effort. - 

To date, 54 creditfsavings associations have been formed and are offering services. Fifteen small 
business centers have been established to administer to small scale enterprise needs. Project 
reports state that 5,129 consultancies (many of them administrative services) were provided to 
small entrepreneurs through the field business centers, an extraordinary figure in view of the fact 
that the original target was only 900. MED believes that the assistance to entrepreneurs in 
supplying marketing information and, especially, in helping them apply for financial assistance 
has been especially productive, 

All in all, the credit program has been among the most successful in Sri Lanka. Financial 
institutions h e  been quite willing to make very small loans (in the $100 range) where the 
repayment rate has been very good, but have shown reticence at higher levels ($500-2,000). 
USAID is working on solutions to this, with the emphasis on helping existing enterprises, 
although help is also given to start-ups. 

Small scale enterprises have been developed across the board in a variety of business fields, 
including gherkin production and processing, small industrial manufacturing, eyelash production 
(including exporting), tourism and other service sectors, some work in minerals, housing, etc.; 
but because the activities taken place in rural areas, the emphasis has been on domestically- 
oriented agro-business. 

Entrepreneurial activity appears to be greatest among second and third generation settlers. There 
is some evidence that when entrepreneurs make money through SSE in Mahaweli, there is a 
tendency to pull the profits out and invest them elsewhere. There has been considerable activity 
in ready-made garments in the Mahaweli area, but this has mainly been in using empty buildings, 
and MED has not been involved. Employment generation in ready-made garments has been 
significant. 

The program's policy objectives in promoting a more open, flexible framework for private sector 
development have been relatively well served, and there is the possibility of replicability in other 
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rural areas. The GSL generally supports the MED gods at policy levels, except on the question 
- - 

of land tenure; but mid and lower-level authorities in rural areas are frequently less cooperative. - 

- 

Senior level counterparts have supported the agenda. 

The major obstacle to achievement of the program's goals and objectives shortcoming of the 
program has been lack of progress on releasing land to the private sector under lease or title. 
Until solved, this problem will seriously impede investment and business development in the 
Mahaweli regions, particularly among larger companies. The lack of a reliable, year-round 
supply of irrigation water is another obstacle; and the general absence of adequate infrastructure 
(communications, electricity, and roads) also hamper program progress. A mid-term evaluation 
of MED, in addition to citing official reticence to act on the land tenure question, noted that 
government approvals of several key measures to streamline procedures for transactions between 
the MASL and the private sector are still being held up at the cabinet level. 

However, there has been adequate progress by EIED in steering its programs and implementation 
procedures into a more market-oriented mode and in dispensing to potential investors clearer 

..guidelines on policies, regulations and procedures. A consultant has been hired to further 
improve the information clearing house capabilities established in EIED through MED 
interventions and equipment. The evaluation noted that much of the extensive program was 
misdirected toward vocational training and no longer responsive to project goals. The mid-term 
evaluation came to the general conclusion that "The MED design remains essentially valid and 
its four components are appropriate for MED assistance to EIEDMASL." The evaluation noted 
that progress was much greater in the last six months of 1992 than in previous periods in the 
project's life. Most commentators interviewed by the preseut assessment team have stated the 
opinion that the small-scale enterprises represent the most sustainable portion of the MED 
program once USAID fbnding is terminated. 

In a multi-faceted program of the size and complexity that has been directed at the Mahaweli 
system, it is inevitable that some overlap and duplication will occur. There have been turf 
problems between EIED and Mahaweli Economic Agency (MEA). 

There has also been some of evidence of this between USAID's MED and Mahaweli Agriculture 
and Rural Development (MARD) projects in the private sector development arena. However, in 
the view of this assessment team, the degree of duplication has been within acceptable limits. 
The MARD ventures into enterprise development have, in the main, centered around commercial 
farming ventures rather than enterprises as such and they are not primarily in agro-business, 
whereas MED has concentrated more on small scale activities by individual settlers. 

Both MARD and MED, however, have made financial contributions to creating cold chain 
facilities (MED's contribution was $300,000 on a 50-50 sharing basis with the investor). MASL 
is genuinely excited about these efforts because of the infusion of new technology and the 
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beneficial effects downstream. For the record, it should be mentioned that TIPS and AGENT 
are not opera45ng in the Mahaweli arena. 

OF enormous importance to achieving the general goals of the MED program is the potential for 
commercialization andfor privatization of MASL facilities and operations. While 
commercialization of some of these facilities and operations could conceivably come under the 
scope of MED in terms of implementation, such as the Mahaweli Engineering and Construction 
Agency (MECA), Mahaweli Venture Capital Co. (MVCC), plus several livestock operations that 
have been mentioned, the majority should probably be handled undzr other programs. Even in 
these latter cases, however, MED could provide analysis and operational support in many 
instances. 

For example, there is potential under PL-480 Title I11 Policy Reforms for the overall restructuring 
of the PULASL; for restructuring/privatization of the Ceylon Fisheries Corp.; for continuation and 
expansion of the land surveying/titling effort; and for privatization of fertilizer distribution, wheat 
and flour importation and marketing; and restructuring of the Agrarian Services Department, 
among others. These and other measures of differing priorities currently being considered are, 
however, beyond the purview of this assessment other than mentioning them. The great number 
of instances of privatization of MA facilities has been in the use of empty building for business 
purposes. Ready-made garments is a prominent example of this use. It should be kept clearly 
in mind, however, that the two programs are separate, even though they are potentially mutually 
supportive. 

6. Technology Initiative for the Private Sector (TIPS) Project 

a. Purpose and description of activities 

The Technology Initiative for the Private Sector (TIPS) project is an $1 8.7 million, 5-year project 
beginning in March 1991 and ending in December 1996. The purpose of the project is to 
increase the international competitiveness of Sri Lankan private sector companies by improving 
their performance in choosing, acquiring, and mastering technologies. The project is led by an 
expatriate Chief Executive Officer fiom the International Executive Service Corps (IESC). 

The main component of the project is a $6.3 million grant mechanism that shares costs with 
private sector companies for technology search and exposure, buyer search, test marketing, trade 
show attendance, training and equipment sourcing. Company h d s  were originally matched on 
a 50-50 basis for these technology-specific task efforts; currently, the private companies provide 
213 of the h d i n g  and TIPS provides 113 grant fimding. The project is totally demand-driven 
by industry needs. Specific sectors are not concentrated on for development. 

The project provides counseling services, assists companies throughout the application process 
and provides follow-up to grant activities. The project also coordinates IESC's Volunteer 
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Executive (IESC-VE) Program and includes modest funds for policy research to be implemented 
by the GSL. 

b. Actual project performance, outputs and impact 

The project is successful in reaching out to  the Sri Lankan business community \ivith practical 
transaction and business development actiivities. About $4 million (63 percent of the grant 
funding) has been spent in the first 2 yerlrs of this 5-year project (63 percent of total grant 
funding). This flow of funds provides two indications: (1) the demand for small doses of capital 
(venture capital or short term financing) to enter into new business areas; and (2) the interest of 
the private sector in improving their compt:titiveness. As of this time, the project has increased 
the value of annual sales of TIPS grant recipient companies by 20 percent (end-of-project target 
is only 10 percent); value-added per employee of grant recipient companies increased 5 percent 
(target is 3 percent); increased expenditure of TIPS client companies on technology change, 
promotion, training, and market research by 75 percent (the target is 100 percent); formed 6 
formal linkages with US. and other foreign companies (the target is 60 percent); and increased 
U.S. imports to TIPS-assisted companies by more than three-fold. 

Table 2: TIPS Outuut and Performance Tarpets 

O U ~ D U ~ /  
Performance Targets Total to Datq Project Tarpet 

Approved technology 
grants 305 

Industrial information 
requests processed 255 

Company diagnostics 
performed 

Technology promotion 
seminars held 8 

Trade show 
participation 
arranged (# of 
participants) 

Company orientation 
tour organized 9 2 

VE programs 
undertaken 

The above numbers show that the project has made great progress in its first two years of 
operation. An interim evaluation of the project was performed in August 1993 and made several 
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recommendations regarding project's future impact. The main recommendations are: (1) 
reposition TIPS around a not-for-profit or a for-profit organization; and (2) source additional 
USAID funds to support TIPS in its effort to meet accelerated demand. The evaluation indicates 
that to implement the recommendations, the Mission should organize a project redesign (odabout 
1994) while seeking enhanced project hd ing .  These recommendations are further discussed in 
Chapter VI. 

7. Agro-Enterprise (AgEnt) Project 

a. Purpose and description of activities 

The Agro-Enterprise (AgEnt) project is a 5-year, $14 million effort which began in late 1992. 
Its purpose is to assist the development, diversification, and expansion of private agro-based 
enterprises for domestic and export markets. The project is a result of experience with past 
USAIDISri Lanka/Agricultural and Natural Resource Office projects and building on the 
transaction-orientation of the TIPS project. The project's counterpart agencies are the Ministry 
of Agriculture Development and Research and the National Planning Department. However, the 
project is 95 percent private sector-oriented and is not housed or directly tied to any government 
institution. The groject operates nation-wide, except in the Mahaweli regions. 

The project team, consisting of four expatriate managers with local counterparts, assists private 
ago-based enterprises in business and marketing strategic planning; product development and test 
marketing; access to improved product formulas and processing technologies; identification of 
new markets and buyers; facilitation of sales and participation in trade Missions and trade fairs; 
promotion material production; joint venture identification and development; new production 
technology introduction; post harvest innovation; and training. 

The main component of the project is to provide development grants (Shared Investment Awards) 
to businesses and commercial farmers with the potential to become viable enterprises through the 
introduction of new technology, developing new markets or entering new markets. AgEnt will 
provide up to 50 percent of the cost of a company development effort in these areas with the 
company providing the remainder of the funds. The project is to assist in agricultural 
diversification, and export and domestic market development. The project also has a policy 
component and provides short-term consultants in specialty ago-enterprise areas. A small portion 
of the project (about 5 percent) is aimed at helping the public sector develop an ago-based 
enterprise curriculum, laboratory development, and training. 

b. Actual project performance, outputs and impact 

The AgEnt project is a unique approach to agro-enterprise development since it is mainly client- 
driven. After a fast start-up in early 1993, in the first 6 months, the project has undertaken 208 
consultations, 81 formal submissions of grant proposals and 23 grant acceptances (some of which 
are currently undergoing negotiation). While counseling and grant assistance is provided from 
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the initial steps of production to final sale, the main indicators for thz project are: number of 
agro-enterprises established or expanded with project assistance; jobs created as a result of project 
(farm and off farm); private sector investments; new product or processing technologies adopted; 
and new products marketed. 

It is too early to determine the outputs and success achieved in meeting these targeG. However, 
with the number of counseling sessions, grant awards and result beginning to be realized, it 
appears that the project is progressing. The project is, at the least, increasing awareness of the 
need for business planning and other business management and operational techniques in the 
ago-business enterprises and the GSL. 

While there is a demand for AgEnt's counseling services, there appears to be a similar question 
confronting AgEnt that also confronts TIPS. Is the project sustainable once the project ends? 
What are its sunset provisions? While the project will increase the performance and 
sophistication of the agro-business sector in the short term and on a case-by-case basis, what are 
the possibilities for the medium- and long-term? While one of the goals is to train counterparts 
in performing the tasks of the expatriate team members, in what institutional structure will they 
work? And, how will the resulting institution be funded? Some options are discussed in Chapter 
VI. 

8. Promotion of Private Infrastructure ( PPI) Project 

a. Purpose and description of activities 

The Promotion of Private Infrastructure @PI) project was initieted in January 1993 and is 
expected to end in September 1996. The purpose of this $7 million project is to assist the 
Government to develop a market for private financing and management of economic 
infrastructure by mainly utilizing Build-Owmoperate (BOO) and Build-Operate-Transfer (BOT) 
financing and management approaches. A secondary purpose is to encourage and support U.S. 
trade and investment to assist Sri Lanka's economic infrastructure development, while enhancing 
American investment and employment both at home and abroad. 

The project is operated by a two-person expatriate team, with local support provided by a local 
consulting f m  and the Secretariat for Infrastructure Development and Investment (SIDI), 
Ministry of Planning and Implementation. Training is provided on the BOO/BOT concepts and 
application. Short-term consultancies are provided for specific project feasibility studies and 
transaction development. Also, the project was amended to include funds fix policy reform 
purposes. 

b. Actual project performance, outputs and impact 

This transaction-oriented project started at a fast pace with the arrival of the Chief of Party and 
the Resident Investment Specialist. Various training efforts have been undertaken as of this time. 
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A detailed booklet describing the BOODOT concept, project proposal submission requirements 
(the project does receive unsolicited proposals) and the tender process is being disseminated. In 
the first six months, the project office has received ten solid project proposals with two of them 
in the final stages of completion and endorsed by SIDI. Project indicators include: achieving 75 
percent of new infrastructure projects in selected sectors undertaken on a BOODOT basis; and 
investment by U.S. fms in Sri Lankm infiastructure projects of at least $150 million. Also as 
output targets, the project will have twelve proposals endorsed by SIDI (two of which are already 
endorsed) and three signed project agreements, 

The project's indirect impacts are to reduce Government expenditure on economic infrastructure, 
provide private sector awareness and participation in BOWBOT projects, attract foreign 
investment and technology, create public awareness and participation in private sector 
infiastructure development, and provide positive examples to public sector entities in the areas 
of energy, telecommunications, transportation, water distribution/wastewater systems and waste 
disposal. In the course of the project, the local cooperating consulting fm will pick up 
considerable experience in a variety of managerial and technical fields, experience and skills 
which will accrue eventually to SIDI. This human resource development aspect which should 
not be overlooked. Future issues and opportunities for the medium- and long-term are provided 
in Chapter VI. 

9. PL 480 - Section 108 Program 

a. Purpose and description of activities 

The purpose of the PL 480-Section 108 program is to provide local currency through private 
intermediaries to finance private productive enterprises at market rates. The Mission received a 
total of Rs. 136 million in monetized P1480 resources, which was transferred to five Intermediary 
Finance Institutions (IFIs). The allocation of these funds is shown in the following table. 

Table 3: Section 108 Allocations 
(Rs. million) 

Bank Amount Sector Concentration 

Mercantile Credit 27 Tea Industry 
MacKinnon & Keels 10 Livestock and Tea 
Central Finance 3 0 Trucks/Ag. Eq.- Mahaweli 
Sampath Bank 3 0 Agro-Industry-Mahaweli 
Sevlan Bank - 15 Micro-Enterprises 

Total Undisbursed 34 
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USAIDISri Lanka mainly has a monitoring and administration role given the disbursement of a 
majority of the funds and a decision by the Mission to curtail any future Section 108 activities. 

b. Actual project performance, outputs and impact 

As summarized in a PSD report, the five IFIs have had mixed results - three IFIs have performed 
poorly in implementing their programs in terms of utilization and two IFls have developed small 
business lending programs. A review of Seylan Bank's small business lending program by PSD 
revealed that the bank most likely would not have started such a program if the funds were not 
available. The review also stated that the bank used the funds more for initiating new entrants 
into the formal credit markets than with the aim of making profits. The loans, disbursed mainly 
outside Colombo, reportedly had high transaction costs. The funds also assisted MacKinnon & 
Keels to develop livestock (pig breeding) efforts. MacKinnon & Keels feels that they maximized 
their activities in this area and did not request additional funds. 

While overall the program made financing available in the credit market, its low utilization levels 
indicate the ineffectiveness of the program. The program also h a  an impact of distorting credit 
markets with subsidized credit. However, even with subsidized rates, the formal credit market 
is still out of reach to many Sri Lankan f m s ,  especially entrepreneurs in micro and small-scale 
enterprises. It shows that the availability of credit is not the only issue. It is also a question of 
how to access, promote and manage funds from a small business, as well as from a financial 
institution perspective. 

The Mission will continue its monitoring role. This will allow more than payback monitoring, 
such as working with IFIs to further utilize funds. The utilization of funds should be fiuther 
reviewed to determine reason@) for non-utilization or poor performance which can shed some 
light on the private sector accessing and participating in the formal credit markets. 

10. Small Busiuess Loan Portfolio Guarantee (LPG) Program 

a. Purpose and description of activities 

The purpose of the Small Business Loan Portfolio Guarantee (LPG) program is to guarantee 
commercial bank loan funds to small businesses. USAID provides a SO percent guarantee, backed 
by the M I  faith and credit and the U.S. government. The guarantee is a local currency guarantee 
covering principal only. The maximum loan size to a qualifying small business is the local 
currency equivalent of $150,000. The participating financial institution is responsible for making 
all credit decisions and loan management. Training is also offered for bank lending officers axid 
business owners. The program (under the former PRE Bureau) is currently being phased-out by 
A.I.D.Nlrashington. A wind-down plan for USAIDISri Lanka's program has been submitted. 
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Six guarantee facilities are operating in Sri Lanka. There are five bank facilities and a sixth 
facility for a privatization guarantee. There was a seventh facility with Seylan Bank to support 
the purchase of ISM computers. This last facility was not utilized because of high interest rates. 

b. Actual project performance, outputs and impact 

The program has had some impact by guaranteeing 46G loans with an average loan amount of 
$6,134. The program has also supported 32 leses averaging $5,646 and facilitated one 
privatization by providing a 40 percent guarantee for a $6 million debenture. Three of the 5 
financial institutions have made use of the guarantee to varying degrees. 
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Table 4: Financial Institution ActivitvIPRE Recommended 
Phase Out Activity 

Financial 
Institution 

Kelani Tyre 
Privatization 

Activity 

As of 313 1192, there were 205 
outstanding loans with an 
average loan size of $6,887. 
Cumulative utilization is 58 
percent of a $2.5 million 
guarantee limit. 

As of 9130192, there were 261 
outstanding loans with an 
average loan size of $5,381. 
Cumulative utilization is 56 
percent of a $3 million 
guarantee limit. 

~~p 

As of 9130192, there were 32 
outstanding leases with an 
average lease size of $5,646. 
Cumulative utilization is 45 
percent of a $.5 million 
guarantee limit. 

Have not utilized guarantee. 
Had a limit of $.5 nlillion 

No information is available on 
activity. Cumulative utilization 
is 40 percent of a $1.5 million 

limit. 

A bond guarantee of 40 percent 
for the privatization of this 
company. Cumulative 
utilization of 100 percent of a 
$2 million guarantee. 

Planned Phase-Out 

Renewed for a second term, 
expiring on 9130196 with a 
guarantee limit of $1 million. 

- - - - - -  

Renewed for a second term, 
expiring on 9130196 with a 
guarantee limit of $1 million. 

- 

Renewed for a second term, 
expiring on 9130196 with a 
limit of $.25 million. 

- -- - - 

Guarantee expires on 9130196 
without renewal. 

Guarantee expires on 9130196 
without renewal. 

Expires in 1999 without 
renewal. 
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In April 1991, PSD sponsored two one-week courses on BanMEntrepreneur training with 
A.I.D./Washington. The seminars were reportedly very well received. Another week of banker 
training has been proposed for early 1994. 

As with the PL 480-108 program, this program should be reviewed to indicate why the financial 
institutions have not fully utilized these guarantees. A review will not only provideXnformation 
about already known credit impediments (such as interest rates are too high) but may also shed 
light on financial institutions' credit management/utilization processes, small business needs, 
training needs identification and other insights into capital access. This is further addressed in 
Chapter VI. 

11. Housing Guarantee (HG) Program 

a. Purpose and description of activities 

The Housing Guarantee (HG) program as presently constituted has set a goal to increase 
availability and affordability of housing, especially for the poor, through the integration of 
housing finance into the mainstream market-oriented finance system. To achieve this goal, the 
following objectives must be realized: 

Rationalize the public sector's role: lending should be market-oriented and grants should 
be more closely targeted and prudently allocated. The National Housing Development 
Authority (NHDA) should expand its role in policy and programs; and the public sector 
should improve supervision of the shelter delivery system. 

. Housing should be a sustainable investment: Housing's role in the economy should be 
shifted from a consumption item to one of investment, where larger, sustainable programs 
can be put in place to better meet the country's housing requirements. To accomplish 
this, the role and participation of the private sector must be enhanced. 

. Increase affordability: housing must be made more affordable, especially for the 
poor,through more flexible lending terms and the use of innovative lending instruments. 

The original HG program was launched in 1979 with an authorization of $10 million, which 
gradually built up to $100 million. The program, which was designed to supply basic 
construction at low costs started out as a 100% grant program, but gradually shifted to a low 
interest loan program (2.5 percent over 10-15 years). By 1986, the interest had gone up to 9 
percent; and the program was still 90 percent supported by USAID. In 1986 a system of 
informal credit was introduced with a PVO (Thrift and Cooperative Society) as a partner with 
the GSL. This system worked until 1988, with a recovery rate of 98 percent, a vast improvement 
over the 30 percent of earlier efforts. Election campaign promises in 1988 about the loans being 
turned to grants brought the recovery rate down to nothing (zero percent) almost immediately, 
which prompted USAID to withdrawsnot returning until 1990. 
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HG-004 has been authorized at $25 million, with the current tranche set for the rupee equivalent 
of $10 million. Funding is divided between housing loans ($6 million) and housing grants ($4 
million). The lending portion of the program is designed as a refinance facility through a Central 
Bank "window" to sub-apex lenders, who may either lend directly to below-median income 
Carnilies or wholesale to "primary" lenders (such as NGOs). Beginning in October 1992, three 
private banks, four government banks, one government building society, and the NHDA signed 
participation agreements with the GSL. The current PACD is September 30, 1993, but an 
extensionlrenewal is contemplated. 

b. Actual performance, outputs and impact 

Through July 1993, a total of $1.5 million in 9,469 loans were given from the present tranche 
(for an average of $160 per loan). Total grants have been approximately $3.2 million, for a total 
of just under $4.8 million. However, the program never really recovered from the ramifications 
of campaign statements about loans being grants. Additionally, the refinancing scheme has not 
worked because of the availability of cheaper money. Cooperation with ADB is being discussed 
in order to provide a constructive policy framework, special mortgages, and TA, automation, and 
training. Several studies have been underwritten, including a major investigation of the land 
tenure problem. Other studies have been directed at underwriting, collections, servicing, funds 
utilization, and secondary markets. 

Several problems have been identified. The HG program aims at allowing private sector 
participation by using market-determined interest rates to offset the higher rates incurred by 
constant government intervention. Bankers are still not convinced that poor people are a good 
risk, particularly over the long-term and with uncertain interest rates. The lack of long-term 
fiilancing reduces affordability levels. Finally, there is the severe problem of land tenure. Most 
title to property is clouded and formal lenders will not make mortgage loans unless land title is 
perfected. 

The special dispansation given to the Housing Development Finance Corporation (HDFC) by the 
Monetary Board has enabled it to proceed more efficiently in designing long-range plans that 
could lead to increased lending levels. Additionally, the HG program will benefit substantially 
if the new financial markets program stemming from the PSPS program can have a positive effect 
on lowering interest rates and,more particularly if the Government can improve its management 
and implementation of monetary policy. 

12. Other Related Private Sector Development Programs and Projects 

a. Development Studies and Training Project @S&T) 

The Development Studies and Training (DS&T) Project is an essential part of USAIDISri Lanka's 
private sector development effort in providing inputs and impacting private sector development- 
oriented policy decisions. It is the principal private sector development project that has 
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concentrated on changing the macro economic environment that will best facilitate future private 
sector development. 

As indicated in Section A above and in Chapter V below, without major policy reforms, fbture 
developmental private sector assistance will have minimal impact. This project is especially 
important at this time in Sri Lanka's economic development as the Government continues 
economic reforms and searches for guidance on why, how and what to implement. The 
importance of the project to the GSL is also indicated by the GSL counterpart agencies- all the 
major economic policy players: Ministry of Finance, Ministry of Planning and Implementation, 
Central Bank, and Ministry of Industries, Science and Technology. The project began in August 
1987 and will end in early 1994. 

The purpose of the project is to assist the above mentioned agencies to identify and implement 
sound development policies and programs to: 

a. Improve policy appraisal and development in agencies that are key to the design and 
implementation of economic policy reform; 

b. Provide new skills to officials working on the implementation of economic and related 
policies and expose them to new ideas and concepts; 

c. Enhance the performance of government agencies in implementing programs related to 
structural adjustment and policy in selected areas; 

d. Improve the GSL's fiscal operations and budget management; and 

e. Support policy-related analytical research by the GSL and private institutions. 

As of this time, the project has completed 23 studies (end-of-project target is 24); trained 128 
GSL officials within the United States and third countries (target is 138); trained 580 GSL 
officials locally (target is 970); completed 25 studies with policy recommendations (target is 33); 
and completed five projects to implement policy change (target is six). 

The following list is provided to illustrate the type of research and information inputs provided 
to the government. The subjects areas, when compared to actual Government reforms, also 
provide information where the GSL has taken or disregarded policy inputs. 
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Table 5: Illustrative Studies Undertaken Since 1991 

Policv Studv Research - Date 

Competition Policy in Sri Lanka 
Investment Promotion Strategy 
Tax Policy 
Export Trading Houses 
Trade Dumping 
Foreign Exchange Liberalization 

Before the end of the project two other important activities are expected to be completed: 
providing funds to assist GSL budgeting procedures through provision of funds for computer 
equipment; and working on strengthening the Fiscal Policy Division of the Ministry of Finance 
and Department of Inland Revenue. Recommendations regarding future policy study modes, 
mechanisms and issues are provided in Chapter VI. 

b. Mahaweli agriculture and rural development (MARD) 

As mentioned in the earlier sub-section on MED, the MARD project supervised by the Mission's 
Agriculture and Natural Resources Office has sponsored or carried out several activities related 
to private sector development. MARD has encouraged development of commercial farming, start- 
ups of medium-scale enterprises, and put up $300,000 to help start a cold chain plant, similar to 
(and coordinated with) the launching of another plant under the auspices of MED. The program 
has also assisted product market assessments; and is contemplating a strategy for developing a 
sizeable export program. 

c. PL-480 Title 111 policy reform measures 

A number of private sector development-related activities have been supported under the umbrella 
program, including regulatory reform, private mill purchase of wheat flour, private sector imports 
of onions, chilies, lentils, and potatoes, and obtaining approval by the GSL of a time-specific 
action plan to increase the private trade at wholesale levels of wheat flour. Consideration is being 
given to a program to privatize distribution of fertilizer. 

The PL-480 Title I11 program supports a policy reform component. USAIDISri Lanka has used 
the component to undertake various research and policy reform efforts. Efforts have included: 

. Fisheries Harbor Corporation privatization planning and implementation; 

Implementation of an intensive land survey and titling program; 
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. Plant quarantine procedural review and reform; 

. Phase out of export taxes on tea, rubber and coconut; 

. Liberalization of food commodity importation and trade; . . 

. Restructuring of the Agricultural Insurance Board in order to reduce operating deficits and 
improve services to farmers; and 

. Review agricultural programs and structure of state agencies in order to reduce 
Government expenditure and increase private sector participation. 

The above activities have been supported by studies, policy reform, organizational restructuring, 
and procedural development and streamlining. The policy analysis for the Agricultural Planning 
and Analysis Project (NAP) and other Mission projects and activities also support such work. 

d. Diversified Agriculture Research Program (DARP) 

DARP, another project run by the Agriculture and Natural Resources Office, is underwriting a 
restructuring of the seed industry through establishment of private seed enterprises. 

e. PVO Co-Financing I1 Project 

This umbrella project has provided assistance since mid-1987 to chambers of commerce and other 
community-based organizations related to a broad spectnun of economic liberalization activities. 

The purpose of this project is to enhance the performance of Private Voluntary Organizations in 
launching sustainable development activities by improving access to and control over development 
resources by all population groups, especially the disadvantaged, and in strengthening the voice 
of such groups through democratic processes. 

Of the assistance of interest to the present assessment, the largest and most varied has gone to 
The Asia Foundation, which has provided a wide range of financial, training, equipment 
(especially computers), and technical support to chambers of commerce, legal education, 
1egaVregulatory environment, and management education. The centerpiece of USAID assistance 
to the Foundation has been the Democracy and Law Initiative. Also, the Foundation's Books for 
Asia program has provided general and special collections in business. 

Institutions assisted which are related to private sector development have included the SLBDC, 
the Post-Graduate Institute of Management (PIM), the Faculty of Law at the University of 
Colombo, the Sri Lanka Law College, and the Securities Exchange Commission. A grant to the 
Federation of Chambers of Commerce and Industry is being negotiated. 
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Even beyond the above, a wide variety of large and small grants has been provided under the 
PVO Co-Financing Project that has directly and indirectly benefitted private sector employment 
and activity in the broadest sense of that term. The work of CARE with small holders in tea, 
with access to credit, and with private seed production comes to mind, as well as Mission 
assistance to AGROMART for women in agro-based enterprises, Innovations Et Reseaux Pour 
Le Developpment (IRED) to micro-enterprises, and Jinaratana and Terre Des ~omrnes for 
vocational and other income generation training. 

The assessment team discussed with Mission oficers possible involvement in micro-enterpritre 
development, in view of the importance of that area to a great number of Sri Lankan citizens in 
terms of employment creation and income generation. It was jointly decided that the best course 
would be to continue the Mission's past and present policy of assisting in micro-enterprise 
development in the informal sector through assistance to NGOs with programs specifically geared 
to that type of work. This is considered a better use of limited Agency h d s  than a separate, 
Mission project for assistance to micro-enterprise development. 

f. New projects 

Sustainable Entetprbe Technology (SET) 

The purpose of this project (currently only in the concept stage) is to support the sustainable and 
equitable expansion of Sri Lankan rural and urban private enterprises by improving their 
performance in choosing, acquiring, and mastering new management, production, environmental, 
and marketing technologies. Through cost-sharing grants, the program intends to assist 100 
private export-oriented manufacturing enterprises in the Colombo area, 150 private small and 
medium-sized enterprises outside the Colombo area, and 100 private enterprises to acquire 
environmental technology. Such assistance will increase the competitiveness of Sri Lankan 
private enterprise and contribute to national goals for increasing employment in the private sector, 
increasing sales in both domestic and export markets, increasing investment in new technology, 
and development of more diverse products and markets for beneficiary enterprises. In doing this, 
the SET program will carry forward some of the more productive elements of the TIPS and MED 
programs. The concept paper for the SET project proposes starting in FY 1995, an LOP of five 
years, and an authorization of $10 million. 

Policy Reform Support (PRS) Project 

The purpose of the PRS project (also currently only in the concept stage) is to inform and 
improve the policy reform and implementation process in Sri Lanka. It will focus on providing 
analytical expertise and technical assistance aimed at addressing: (1) public service and 
IegaVregulatory functions; (2) land and other natural resource policy issues; (3) financial sector 
reform and liberalization; (4) divestiture and privatization; (5) trade policy; and (6) food and 
agriculture policy issues. Among additional activities related to the subject of this assessment 
will be training for public and private sector policy-makers. Performance indicators will include 
reduced government control of productive resources, more accessible and efficient financial 
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markets; improved legal, regulatory and policy performance, more responsive and streamlined 
government agencies; expanded competitive trade, particularly in food and agriculture; and 
sustainable pricing of natural resources and associated services. The concept paper for the PRS 
project proposes a starting date of FY 1994, an LOP of six years, and an authorization of $4 
million. 

Citizen Participation irr Development and Democracy (CZPMT) 

This proposed pro-ject, now at the PID stage, carries as an underlying premise that "citizen 
organizations are an essential element of civil society in a democracy and are the most effective 
means of providing a voice for the viewpoints of ordinary people in the establishment of 
economic and social policies that affect their well-being." In support of those principles, the 
CIPART program will "seek to empower citizens to influence and to benefit fiom economic 
development by helping to establish, strengthen and support the activities of non-governmental 
organizations (NGBs) working in economically-viable programs of community development, 
employment and income generation; advocacy of recognized public-interest causes, including 
environment, human rights and business deve1opment;and representations of vulnerable and 
disadvantaged groups who are unable to fully voice their own needs and interests." A wide 
variety of NGOs will be supported, with one purpose being to encourage self-sufficiency and 
sustainability once donor assistance terminates. 

Among the NGOs noted in the present assessment as being involved in private sector 
development will be chambers of commerce (particularly in provincial areas), trade associations, 
and legal and management education units. Special attention will be given to the close 
relationship between political and economic liberalization. The CIPART program will continue 
the Mission's encouragement and support for public sector-private sector policy dialogue. The 
PVO Co-Financing I11 component of the CIPART program will build on the 10-years of 
experience with the two predecessor projects numbers I & 11. With a proposed starting date in 
FY 1994 and an LOP of six years, an authorization of $15 million is being sought, with an 
anticipated host country contribution of $5 million. 
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Chapter IV. SUMMARY ANALYSIS AND IMPACT OF 
USAIDISRI LANKA'S PRIVATE SECTOR DEVELOPMENT PROGRAM 

A. Appropriateness and Attainment of Goals and Objectives 

In previous sections of this report, a descriptive analysis has been given of each of the principal 
programs that have constituted USAIDISri Lanka's attempt to promote national socio-economic 
progress over the past decade through a multi-faceted approach to private sector development. 
Some of the more quantifiable performance indicators were discussed in sections of Chapter I11 
covering major projects. How the overall program has evolved along with the changing forces 
and factors that have confronted both the government and the business community have also been 
scrutinized. 

In this chapter, the emphasis will shift to the macro programmatic level in an attempt to assess 
how well the Mission's private sector development programs and strategies have generally 
fulfilled the goals and objectives set for them. In the process of doing this we will speak to the 
question of the appropriateness of those objectives in terms of A.I.D.'s role and capabilities and 
the context of Sri Lanka's needs, aspirations, and capabilities. 

The overarching goal of the Mission's program has been variously stated in recent documents as 
"supporting Sri Lanka's ambitious vision of becoming a 'Greener' democratic Newly 
Industrializing Country (NIC) with sustainable accelerated economic growth," within the next 
decade and, more practically, as promoting "broad-based sustainable accelerated economic 
growth." 

In support of that general goal, however stated, the Mission gradually developed a timely and 
project-seasoned approach to private sector development programming, culminating in its April 
1991 "Strategic Framework - FY 1992-1996" which spoke of "Sri Lanka's greatest promise" as 
lying in a strategy of "agricultural development-led industrialization," the priorities from which 
have shaped the structure and approach of U.S. assistance to the couitry. That "Framework 
Statement" and implemented projects have been addressed to such issues as expanding 
opportunities both through "a new private-public partnership" (especially PSPS, but also PPI, 
PEP, MED) and by promoting "an effective, dynamic market economy" (PEP, TIPS, HG, PL-480 
Title 111, PSPS, LPG, FMP) in "an active, pluralistic democracy" (CIPART, PL-480, MED, PVO 
CO-financing) that would benefit "all citizens on a sustainable basis." The multi-faceted 
program and its goals and strategic objectives have remained consistent to that direction to the 
date of this assessment. 
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The Mission has continued to refine its strategic objectives in promoting a "sound investment 
climate" and "increased competitiveness and growth of markets and enterpdses." In the process, 
Mission planners have identified key programming thrusts to support across the entire portfolio. 
On the governmental front, these programming directions include policy reform, liberalization 
of the legdregulatory environment, and reduced government operational participation in the 
marketplace through support for privatization efforts. On the business front, the Mission has 
sought to introduce technologies to improve competitiveness and international market penetration, 
to increase U.S. trade and business collaboration, to help create sustainable small enterprise 
activity and, more recently, to give increased attention to human resources development and 
participation of women in development, 

Responsible evaluators should be cautious about saying that such broad-based goals have been 
completely "achieved." They are on-going aims that must be constantly addressed with 
llfillrnent coming in stages. Nevertheless, the assessment team believes that the Sri Lanka 
Mission's program has made better progress toward attainment of such goals than found in most 
donor-assisted countries. 

Most individual projects substantially achieved their particular project objectives. Some have not, 
usually when they lacked focus or attempted to do too much in too many directions. PEP and 
MED come to mind in this respect; but, in retrospect, even in these two cases, the projects can 
point to substantial accomplishments. At the minimum, valuable lessons have been applied to 
subsequent exercises, and have advanced efforts to work toward general goals and objectives. 
Table 6, below, is provided to summarize project performance and impact. 

In concrete terms, TIPS and its companion IESC effort have definitely contributed to introduction 
of technologies that can increase Sri Lankan industrial efficiency and cori~petitiveness in the 
international marketplace. The PSPS project has strengthened chambers of commerce and other 
private sector bodies, and has contributed to greater public sector-private sector dialogue and 
understanding. Most observers state emphatically that the SEC would never have been launched 
so successfully without USAID support; and liberalization policies and programs and the 
Government's privatization program would not have proceeded so well if USAID had not 
provided encouragement, guidance, and support. 

Private sector investment, employment, and productivity have increased substantially in the last 
decade. It is impossible to state with exactitude just what quantifiable part of that progress can 
be attributed directly to USAID assistance, especially after only a very short-term visit like this 
one which is covering so much territory; but there appears to be general acknowledgment that 
USAID assistance increased awareness, provided institutional support and encouragement, and 
helped create a productive environment which made such advances possible. Often that is the 
more important long-term contribution. One is reminded of the landmark evaluation by Neal 
Jacoby of American assistance to Taiwan (the first A.I.D. "graduate" nation). He believed that 
while the program had been successfial, particularly in promoting economic progress through 
encouraging private sector development, the gains were preponderantly the result of local drive, 
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commitment, and b d s ,  with American aid only speeding up economic development by five or 
six years. 

The assessment team has rated the accomplishments major projects in certain relevant categories, 
as shown in the following table. 

Table 6: USAID Private Sector-Related Proiect Performance Matrix - 

PPI NA NA NA SU NA NA SU I SU SU AD 

Highly S u d u l  - HS 
S u ~ l  - SU 

Fdum - FA 
Not Applicable - NA 

PSPS is composed of the Policy Support Unit, privatization and capital markets components. FMP is a 
continuation of the completed PSPS capital markets component but is assessed separately for purposes of high- 
lighting activities. 

Both AgEnt and PPI are relatively new projects. Performance assessments are based on activities to date. 
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On its part, USAIDISri Lanka has been commendably realistic about how much it has been 
responsible for the advances made in Sri Lanka's economy in general and In private sector 
contributions in particular. The Mission has recognized that its assistance can only be supportive 
and facilitative; but the Mission has been especially effective in spotting key areas for reform and 
in encouraging local authorities to address sensitive issues and initiate innovations. . 

Foreign aid programs throughout the Third World have been singularly ineffective in pushing 
local governments into directions or reforms which they did not wish to undertake, even when 
substantial financial pressure and leverage was exerted. Fortunately, Sri Lanka is blessed with 
a cadre of sophisticated leaders who are generally committed to reform, liberalization, end 
change, although that layer is thin and obstructionist forces fiom the socialist-oriented past are 
always present to present barriers to private sector ascendancy. In some areas (such as land and 
labor law or privatization of certain basic financial institutions and tax regimes) where local 
consensus and willingness to not exist, cooperation has been less, and progress incremental at 
best. 

'I'his point leads logically to the question of the appropriateness of USAID assistance in Sri 
Lanka. This also must be viewed on several levels. Has the assistance to private sector 
development been geared to local conditions and needs? Has it been the type of assistance that 
is appropriate for a foreign agency to provide? Has it been within the capabilities of the Mission 
to provide; and has it been designed and implemented in a coop3rative effort with appropriate 
sensitivity and spirit of mutucrl respect? On all of these counts, the assessment team believes that 
the answers are positive in the case of USAIDISri Lanka's program for private sector 
development. 

B. Relation to Host Country Policies and Programs 

A solid working relationship between the Mission and the Government has been demonstrated 
in both the design and implementation of USAID programs. Also, the type of assistance offered 
appears to have been attuned to the evolving stages and pace of Sri Lankan development, 
including timeliness when crises or shifts in local political and economic conditions made 
innovative initiatives appropriate. Events of the early and late eighties particularly come to mind 
in this context. There was also a fortuitous meshing of government attitudes toward private 
enterprise playing the leading role in economic development, rushing on the local scene in 1977 
and after the 1980 election in the United States. 

The coordination between the GSL and the Mission has, perhaps, been closer at top political and 
ministerial levels. At the medium and lower levels of the bureaucracy there has been predictable 
resistance to change that threatened long-established administrative patterns and prerof;?tives. 
This occurs in all traditional societies undergoing rapid change; but its manifestations in Sri 
Lanka have not unduly obstructed project success or constrained progress toward long-term 
objectives. Momentum and gradually changing attitudinal, behavioral, and organizational patterns 
have increasingly carried the day. 
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Time and time again, government officials interviewed during this assess~nent exercise have 
mentioned how timely USAID assisted them in making changes they wished to initiate. One 
senior financial official spoke glowingly of the short-term TA provided under the CAER-HIID 
program as his "invaluable overdraft account," upon which he could call for quick, high quality 
assistance on special issues. 

As stated above, perhaps the greatest long-term USAID assistance in this field has been in 
increasing awareness in government circles on the ramifications of various economic strategies 
and in helping to create a general atmosphere favorable to reform measures leading to enhanced 
private sector development. 

C. Overall Impact on the Private Sector and Private Sector Development 

In addition to contributing to official public sector policy and regulatory environments affecting 
private sector development, USAIDISri Lanka's programs have had a definite impact on private 
sector activity on two levels: (1) sectoral development; and (2) enterprise management efficiency 
and production technology. For example, the PSPS program has contributed substantially to the 
institutional capacities of the leading chambers of commerce and trade associations in providing 
services to member industries and enterprises, and in making possible a much improved, 
productive forum for open and consistent dialogue with the government on issues of national 
interest. Much more remains to be done on that score, however. The project has definitely made 
important contributions to developing Sri Lanka's capital markets. 

On the level of direct impact on individual businesses (an area where USAID Missions often fall 
short), programs like TIPS-IESC, MED and, more recently, AgEnt have worked closely with 
entrepreneurs to solve practical problems facing them; while PPI is opening up entirely new and 
more ambitious ventures with enormous potential for major private enterprise involvement in the 
next stage of development. The Sri Lanka Mission has done a commendable job of working 
directly at the enterprise levels, in sharp contrast to many donor programs that have demonstrated 
a lamentable inability to come to terms with doing business with business. 

The effect of Mission contributions in strengthening both sectoral organizations and individual 
enterprise capabilities goes far beyond quoting figures on employment creation, enterprise start- 
ups and the like, as important as they are. Their importance is that they have increased the 
general competitiveness, skills, and confidence of Sri Lanka's business community to address the 
more sophisticated challenges in the next stage of development. 

Sri Lanka's business community has made remarkable advances in breadth and depth, and in 
managerial and technical skills since emerging fiom public sector domination a e r  1977. USAID 
encouragement and assistance has been appropriate and timely during the various stages of private 
sector development. Hopehlly, this association and positive impact will continue as the business 
community meets new challenges in future, such as the need for increasing competitiveness in 
the larger urban, export-oriented companies and the more basic needs of potentially significant 
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smaller enterprises in urban and semi-urban areas in the provinces as they start climbini; up the 
economic ladder. 

D. Effectiveness of Particular Types of Assistance 

The relative success or failure of individual programs and the various components of those 
programs has already been discussed in some detail in Chapter 111. In this chapter wc are, as 
stated above, concerned with summary analysis; so the emphasis will be on assessing general 
programming techniques and approaches employed in those previously evaluated major programs. 
This points of this assessment will be offered in rather straight line fashion. 

(1) Individual Mission programs tended to be more effective when they were well focused 
and taroeted at realizable objectives. For example, PEP and MED's shortcomings 
primarily stemmed from an overly ambitious game plan; they tried to do too much and, 
M ~ e r ,  vcntured into areas where the ground had not been sufficiently prepared @o;licy 
reform in h e  case of PEP, and land problems for larger enterprise development in the 
case of MED). 

(2) Conversely, the greatest evidence of tangible results was obtained when the assistance was 
targeted on carefully chosen sgecific tasks and enterprises. Exmples of this would be 
problem-oriented TA aimed at individual enterprises (introducing technology through 
TIPS in general and IESC in particular) and, again, specially targeted problem-oriented 
TA at MIST (through the sub-project entitled Consulting Assistance on Economic Refom 
at the Harvard Institute for International Development - CAER-HIID). While one might 
say that the PSPS program was extremely broad in scope, its individual components were 
organized and operated quite separately. The SEC was launched separate fiom the 
creation of the venture capital firm; and the PSU devoted its time and efforts to working 
with chambers and similar groups. Even in the case of the PSU, assistance was most 
successfid when directed at fairly specific tasks - setting up an informational program at 
the CCC or promoting dialogue (particularly on specific issues) with the public sector 
through the Federztion and MIST. General assistance aimed at changing attitudes and 
organizational patterns bore lesser f i t ,  although the results of PSU efforts were 
satisfactory even here in an evolutionary, institutional sense. But such change takes time. 

(3) MED achieved more tangible and sustainable results in its programs for small-scale 
business h EDP training and assisting with credit applications on a scale acceptable to 
local financial institutions. 

(4) All programs dealing directly with private enterprises functioned more effectively when 
their assistance was demand-driven; alhough efforts to create awareness of the value of 
the assistance in advance has been essential and will continue to be as assistance may be 
targeted at new, less sophisticated entrepreneurs outside of Colombo. Transaction-criented 
programs dealing with private enterprises were most successfbl when Government and 
USAID involvement or interference were limited. 
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The Sri Lanka program showed clearly that a USAID Mission can work directly with 
business, a concept not accepted enthusiastically throughout the Agency. Although the 
TA efforts were demand-driven, the Mission demonstrated commendable skill in 
identifying and cultivating associations with progressive firms where the TA was used 
effectively. The program achieved good mileage and cost effectiveness from a relatively 
inexpensive TA effort, 

USAID's traditional strengths in encouraging policy reform showed in the programs of 
the Sri Lanka Mission, with the qualifier that significant success will be achieved when 
the local public and private establishments are ready and willing for change. The 
USAID/Sri Lanka showed astuteness in hitting at the right issue at the right time to a 
preconditioned receptive client. Policy studies, training, and other forms of TA were 
demand-driven, i.e., requested by government agencies and entities that were seeking 
information, inputs, or guidance on policy/regulatory reforms. These institutions were 
more or less prepared for change, or at least receptivity was reasonably high. 

The Mission's programming in the MED, HG and, especially, the LPG programs again 
demonstrated that loan programs channelled through private financial intermediaries have 
a greater chance of success than when channelled through government agencies or when 
USAID directly administers loan programs with private enlcrprises. 

The Mission has on occasion encountered difficulty in achieving harmonious relationships 
among long-term expatriate project advisory teams, the Mission, and their local 
counterparts. There has been a greater incidence than normal of removal of chiefs of 
party. Project activity and performance have suffered on occasion. This problem has 
evidently lessened in recent years; and relationships among short-term advisors, the 
Mission, and local counterparts have been remarkably good. 

While projects have been well-planned and implemented, the sustainability question often 
has been unanswered, resulting in projects or project components not fully realizing 
medium or long-term goals. This was evident in the case of the PSU of the PSPS 
program, PEP, and TIPS, among others, and should be watched carefilly in AgEnt and 
PPI. 

Relation to Other USAID Activities 

Naturally, the main thrust of private sector development programming has shown up in activities 
connected with the first of the Mission's three strategic objectives, namely promoting increased 
competitiveness and growth of open markets and enterprise development. However, activities 
contributing to private sector deveiopment have occurred fiequently in projects primarily aimed 
at the other two objectives: improved practices for sustained productivity of natural resources, 
and greater empowerment of a broad range of citizens to participate in development and 
democracy. 
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Most of the projects in the private enterprise portfolio have been designed and implemented out 
of the Private Sector Development Office; but there are numerous examples of elements of 
private sector enhancement in the projects run by the Agriculture and Natural Resources Office, 
Housing Office, and both the Programs and Projects Offices. The assessment team noted fairly 
prominent private sector development elements in MARD, DS&T, the PVO Co-Financing 
program, and projects still on the drawing board like CIPART, SET and PRS, .. 

The overall Mission approach to programming has been commendably integrated and coordinated 
in order to accomplish central goals. This also includes Mission participation in central bureau- 
sponsored activities emanating from Washington, principally from Bureau for Private Enterprise 
(PRE) programs, such as the LPG, IESC, and CffiR-HIID. Finally, over the past decade, 
Mission programs have been well integrated with the Agency's general goals and objectives as 
they relate to private sector development. Continued high quality programming and the necessary 
funding levels to support them will depend in large measure upon the Mission's ability to tailor 
private sector projects to evolving Agency goals and priorities. 

F. Analysis of General USAID Procedures, Practices, and Personnel 

From a programming standpoint, USAIDISri Lanka is a particularly efficient Mission. The high 
degree of in-house programming integration and cooperation was mentioned in the immediately 
preceding section. Great emphasis is also placed on forward planning; project development work 
is proceeding at the present time on several future private sector development programming (SET, 
PRS, CIPART, the new HG effort, etc.) in addition to displaying readiness to discuss and 
consider the recommendations and options that will stem from this report. 

Much of the bureaucracy that can hinder programming does not appear to be a restricting factor 
in the Sri Lanka Mission. Projects are expeditiously managed. This may be partly due to the 
fact that an unusually high percentage of Mission programming (at least in the field of private 
sector work), is developed at the Mission level and does not depend nearly as much as most 
Missions on service from central or regional bureau projects, IQCs, and the like, which often 
carry agendas of their own. As mentioned above, however, the local Mission has made good but 
selective use of PRE project assistance; and the Mission reports that when accessed, the PRE has 
responded well and expeditiously. 

The Mission is meticulous in its attention to detail and monitoring project performance. For 
example, great attention is devoted to the PRISM system to keep track of performance indicators. 
Part of the success of this Mission's work in private sector development can be attributed to a 
fortuitous combination of competence and commitment in the American professional staff, plus 
recruitment of outstanding local staff, who have been given responsible duties. Evidence of 
sound top-level leadership is obvious throughout the program. 

The Mission appears to be ready to respond to possible Agency changes in goals, structure, and 
funding levels, including training needs of the staff in Colombo as new staff members arrive to 
replace the experienced, capable, and well-coordinated team that has put the present program 



USAIDAYri Lanka Private Sector Prowam: Imuact & Outions Paae 54 

together over the past few years. It is the view of the assessment team that continued production 
of high quality programs can be accomplished without significant changes in Mission structure 
or ways of conducting its private sector activities. 

Finally, the Mission was most cooperative and efficient in scheduling and supporting the present 
assessment effort, and in discussing the many issues involved. 

G. Relation to Programs of Other Donor Agencies 

In so far as the assessment team could determine, coordination of programming efforts is minimal 
among the major donor agencies operating in Sri Lanka. However, there are fairly consistent 
attempts to keep other agencies posted on general activities. The greatest consultation appears 
to take place in preparation. for the annual Paris meetings. On the other hand, the team did not 
detect the turf problems one usually finds among the donors in most developing countries. 

The UNDP and UNIDO are by their own admission not programming energetically or with 
special design in this field in Sri Lanka; but they have carried out a series of relatively small 
projects with private sector overtones. For example, they are assisting in the privatizing the sugar 
and small sericulture industries. They are also cooperating in several project dealing with public 
awareness on private sector development issues. The UNDP has assisted several program in 
entrepreneur development training. There has been an interest in hotel management training and 
tourism, including help in designing a tourism masterplan and convention business development. 
Several bi-lateral official agencies and NGOs also program in the general area of private sector 
development. 

The World Bank and ADB are deeply involved in a number of major development programs 
aimed at promoting private enterprise and market-driven economics. The assessment team did 
not have an opportunity to discuss ADB plans and priorities for its assistance plan; so nothing 
will be said about its program other than to note its overall importance. The World Bank and 
h e  IMF are contributing substantial sums for in support of macro-economic reform, Structural 
Adjustment and, in the words of the Resident Representative, "to decrease the public deficit." 

The World Bank has a privatization agenda in Sri Lanka, involving some of the major SOEs still 
in the government stable (the so-called "big bleeders"), and expressed some cynicism about the 
efficacy of the present "commercialization" program, a concept which the Bank itself only 
recently discarded after decades of mistakenly trying to prop up or otherwise rejuvenate 
inefficient money losers. While no startling innovations are planned for World Bank assistance 
to the privatization effort in Sri Lanka, the assessment team was given the impression that the 
Bank will subtly keep on the pressure for privatization of major SOEs and reform of the banking 
sector. 
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World Bank priorities, in W e r i n g  the primary goal of reducing the budget deficit, will be: 

to maintain strong growth in the context of a viable balance of payments position and 
general price stability; 

support a strategy that redefines the respective roles of the public and privhe sectors; 

infrastructure rehabilitation; and 

assist the Government in structural reform which includes: restructuring the 
Government's budget through public expenditure rationalization and continued tax reform; 
public enterprise reform and privatization; improvement in the regulatory environment 
to promote investment and competition; financial reform; and further actions to liberalize 
external transactions. 

These priorities are certainly in consonance with what USAID wants to see happen in Sri Lanka. 
Three major donors interviewed spoke of how the World Bank and the USAID Mission appear 
to work well together, noting the influence of Bank funds and pressure and the advice and 
assistance of USAID technical assistance. Follow-up comments clarified that the relationship was 
informal rather than deliberate. This dichotomous but cornplementary approach to programming 
cooperation has been particularly important and productive in the fields of financial markets and 
privatization. 

During the period of the present assessment mission, two meetings were held to which members 
of the donor and local business communities were invited. The first was to discuss the TIPS 
project and the second to exchange views with the invitees in regard to the present assessment 
exercise and private sector programming and development in general. Both meetings were well 
attended and lively. 

Many of the Sri Lankan and other donor agency people interviewed by the team spoke very 
highly of the USAID Mission's leadership in the field of private sector development, 
acknowledging an influence and effectiveness far in excess of the financial resources available 
to the Mission in comparison with other donors. 

In sum, the assessment team believes that increased consultation among the donors would reap 
measurable benefits to all concerned, particularly the Sri Lankans. This is not, however, a major 
recommendation or criticism, because the present informal system does produce satisfactory 
results and there is no evidence of egregious duplication or overlap. The USAID Mission is best 
qualified and experienced among the donor community to take the lead in encouraging that 
cooperative coordinating effort. 
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CHAPTER V. EMERGING TRENDS, ISSUES AND OPPORTUNITIES 
IN PRIVATE SECTOR DEVELOPMENT IN SRI ElMYKA ' 

A. Trends in the Development of Sri Lanka's Private Sector 

Sri Lanka's private sector continues in a state of transition that has existed since the beginning 
of economic liberalization in 1977 and which was further spurred by a second wave of 
liberalization in 1989-90. The economic liberalization has contributed to the country's economic 
growth mainly because of the private sector stepping in to fulfill demand, entering or expanding 
export markets, and moving away from government control of and operation in the market. 
Currently, the private sector is entering a third generation of challenges and opportunities that 
may be facilitated by further liberalization. This third generation of private sector growth 
parallels USAIDISri Lanka's third generation of private sector development efforts. 

The challenges now facing the private sector are accessing trained human resource personnel who 
are commercial-oriented to face current and future market needs; further expansion of access to 
capital to fund business start-up and expansion; and the creation of a legdregulatory environment 
that sets transparent market guidelines and facilitates private sector growth. Opportunities are 
present in regard to domestic company growth to fulfill domestic demand, to enter into new or 
expand existing exports, and to attract foreign investment capital, technology and venture 
partners. 

Statistical comparisons are provided below for the periods of 1990-92 and 1988-92, where the 
availability of data permits, in order to show the impact and relationship of USAIDISri Lanka 
private sector development efforts. These are the most formative years to begin seeing the impact 
of the private sector on economic growth. Statistical tables are provided in Appendix D. 

The private sector is growing as a contributor to GDP and has proven resilient to non-economic 
country and world events, such as the on-going conflict in the north and east and the Gulf War. 
Even with government and public corporation ownership of net domestic assets changing yearly, 
private sector ownership has steadily increased, averaging 21.46 percent growth in the period 
1990-92 and 18 percent in 1988-92. As a component of ownership of total domestic assets, the 
private sector has increased its share to 66.7 percent in 1992 from 52 percent in 1988, a dramatic 
increase given economic and non-economic impediments. However, public sector net domestic 
assets keep on increasing (Rs. 47.9 billion in 1992 compared to Rs. 46.4 billion in 1988) thus 
hindering some private sector participation in these sectors and absorbing private sector capital. 
See Table No. 7 immediately below. 
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Table 7: owners hi^ of Domestic Assets 
(Rs. Billion) 

Government 26.4 35.6 35.1 35.4 35.4 33.1 
Pub. Corp . 7.4 10.8 13.9 15.6 14.1 14.8 
Priv. Sec. 41.0 49.9 52.3 65.0 78.3 96.2 

Percentago Change from End-of-Year 

Government 16.8 34.8 -1.5 .7 .1 -6.6 
Pub.C~rp. 55.4 46.4 28.5 12.8 -10.0 4.8 
Priv. Sec. 12.0 21.7 4.7 24.3 20.5 19.6 

The structure of GDP also shows a trend toward private sector spurred growth. In the period 
between 1990-92, the traditional productive sectors of tea, rubber, coconuts and paddy, sectors 
with some type of government involvement, have declined as a contributor to GDP. Tea alone 
has declined about 12 percent. At the same time, factory industry has grown by 23.7 percent in 
the 1990-92 period; and 95.5 percent in the 1985-92 period, Small and other industry has also 
shown signs of growth in the 1990-92 period with an increase of 10.7 percent. 

Overall as a percent of GDP, the agriculture, forestry and fishing sector has contributed 
negatively to GDP growth and has become a smaller share of GDP, along with the mining and 
quarrying sector. The manufacturing and service sectors have both increased in growth 
contribution as well as a percentage share of GDP. As of 1992, services still contributes the 
majority to GDP (50.9 percent with an increasing trend); and agriculture, forestry and fisheries 
(21.4 percent with a decreasing trend) contributing more than manufacturing (18.5 with an 
increasing trend). 

Industrial production grew by 47.3 percent in the 1990-92 period a d  136 percent in the 1988-92 
period, While the main growth in production is attributable to apparel production, other sectors, 
such as food, beverages and tobacco; wood and wood products; paper and paper products; 
chemicals and petroleum products; non-metallic mineral products; basic metal products; and other 
manufactured products have also had progressive growth rates. Capacity utilization is also high 
fluctuating between 81-83 percent in 1990-Y*, compared to 73-76 percent in the 1980-85 period. 

The service sector has also had significant growth with an 11.8 percent increase in the period 
1990-92 and a 32 percent in the period 1985-92. However, included in this sector are some of 
the large SOEs such as the electricity, gas, water and sewer sectors which have had minimal 
growth thus impeding private sector development (especially in regard to providing adequate 
economic infrastructure for private sector use); and the telecommunications ssctor which has 
benefitted fiom increased company and individual system utilization and has great potential for 
future development (including privatization and other communication services development). The 
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financial sector has increased consistently since the early 1980s and continued at a more rapid 
pace in 1992. Large jumps in wholesale and retail trade show increased consumption and the - - 
growth of private sector vendors. The 'Other Services' and the above service categories can also - 
be partially attributed to rising tourism numbers. 

- - 
Value added growth rates for agricultural products have increased only 2.9 percent in-he 1990-92 - 

period (decreasing 1.5 percent in 1992 alone). The low growth rate is due to decreased 
- 

performance of tea, rubber and coconut. The sector's growth has been supported by growth in 
the forestrylfisheries sector (3.1 percent in 1990-92). For the 'Other' category, value added has 
shown significant increases since 1990 (except for 1992) with an increase of 5.3 percent in 1990- - 
92. These figures could exemplifjl a diversification of agricultural production away fiom 

- 

traditional crops. 
- 

Value added growth for the manufacturing sector was 5 percent in 1990-92; 5.3 percent in the 
services sector; and 4.3 percent in construction. 

Import amounts and patterns also show the increased consumption of the private sector and 
individuals. Imports increased 41.4 percent in the 1990-92 period and 1 14 percent in the 1988-92 
period. Consumer good imports have increased 50.8 in the 1988-92 period; intermediary goods 
used for production and as inputs increased 3 1.6 percent; investment goods (building materials, 
transport equipment, and machinery and equipment) increased 115 percent. 

Exports amounts have increased, but with an evolving pattern. Exports increased by 27 percent 
in the 1990-92 period and 70.2 percent in the 1988-92 period. There has been a decline in the 
contribution of tea, rubber and coconut products (including a drop in volume) and an increase 
in industrial exports mainly attributable to garment exports. However, other industrial exports 
and unclassified exports have remained steady or slightly increased. While the makeup has 
changed, the value and mount of exports have steadily increased in most product categories, 
including 'other agricultural products.' 

Export diversification, by country and by product, is weak with the major agricultural groups (tea, 
rubber, coconuts) and apparel the major export items. The broad categories of "Other" 
agricultural and "Other" industrial production have grown dramatically but consist of only 4 
percent and 21 percent of exports, respectively. 

The formation and utilization of capital has also provided evidence of increased private sector 
participation and growth. The private sector has increased its share of gross capital formation 
and provides increasing amounts of investment. However, the public sector still maintains a 
sizeable amount of investment and savings. 
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Table 8: Sri Lanka Key Indicators: 1988-95 

GOP Growth Rate 
Gross Investment/GDP 
Nett 1 Savings/GDP 
Pub. Investment/GDP 
Pub1 i c  Savings/GDP 
Priv.  Investment/GDP 
Priv.  Savings/GDP 
Ratio o f  Public/ 
Pr ivate Investments 

(as percent of GDP) 

World Bank Estimates 

Source: Sri Lanka author i t ies and World Bank s t a f f  estimates 

The percentage of capital formation by the private sector has surpassed that of the public sector 
since 1989, increasing from 51.1 percent in 1989 to 83.9 percent in 1992. Private sector growth 
has been at the expense of public corporations and the Government. However, while the latter 
two have decreased as a percentage of overall capital usage, the amounts they have absorbed has 
remained steady, and have even shown increases. Public corporations have increased 15.4 percent 
in 1991-92; and Government has increased 28 percent in 1990-92. Private sector capital 
formation has increased 86 percent in 1990-92. 

Gross investment increases are also mainly due to increased private sector investment. As a 
percent of GDP, private sector investment has increased to 14 percent of GDP in 1992, compared 
to a steady public sector percentage of 8.7 percent. The private sector share has been rising. The 
public sector investment amount appears to have leveled off since 1990. 

An analysis of the composition of public sector investment shows that increases have been steady 
in the areas of agriculture and fisheries, human settlements, economic infrastructure, and social 
infrastructure. Investments in industries, tourism and trade have been reduced significantly fiom 
7.1 percent to 2.1 percent of total public sector investment. This breakdown indicates the 
Government's efforts to protect the agricultural sector, which has been performing poorly in 
traditional crops and also shows the results of privatization efforts in tourism and productive 
industry. 

Monetary expansion (broad money supply) is mainly due to increased credit to the private sector 
with minimal expansion attributed to the public corporations and a decreasing h%ence of net 
credit to the Government. The identifiable credit to public corporations amounts to 10.2 percent 
of total domestic credit. The majority of this credit is to the major public corporations: Ceylon 
Electricity Board, Ceylon Petroleum Coqoration, Cooperative Wholesale Establishment, State 
Plantation Corporation, Janawasana (JEDB), Ceylon Cement Corporation, Ceylon Steel 
Corporation, Sri Lanka Shipping Corporation and other corporations. Large SOEs not included 
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in the above numbers, among others, are Air Lanka, the Petroleum Corporation and Sri Lanka 
~elecommunications Organization. The allocation of credit to thesc SOEs exemplify the impact 
they have on absorbing credit that may be applied to the private sector or reduce money supply 
demands (thus lowering interest rates). 

A medium term growth policy, as described by the World Bank, is to gradually expand gross 
investment to 26 percent of GDP in 1995 from 23 percent of GDP in 1992. This includes 
keeping public sector investment at about 9 percent, which would be concentrated on the 
maintenance of infrastructure to support private sector development. Private sector investment 
is expected to continue to increase as part of gross investment. 

The optimism of the business community is also reflected by companies entering new fields of 
business, diversifying service and production bases within Sri Lanka. The private sector and the 
country are becoming more active participants in regional and international markets. They are 
slowly taking advantage of new financial instruments and utilizing capital markets, Intermediate 
groups such as chambers and associations are developing, and increasing and streamlining policy- 
oriented inputs into the government. These are the sign of a private sector "strengthening its 
legs" to support future growth. 

B. Major Issues and Constraints Confronting Sri Lanka's Private Sector 

Sri Lanka has made significant strides toward economic liberalization; and the private sector has 
"stepped-in" to be the main impetus behind economic growth. As indicated above, the private 
sector has played the major role in contributing to employment and GDP growth, providing 
innovation to the marketplace, and integrating Sri Lanka into the regional and world economy- 
not small feats considering internal and external economic and non-economic impediments. 
However, private sector and overall economic growth has, and may continue to be, hampered by 
two factors: (1) the inability of the Government to address major structural policy, public sector 
restructuring, and institutional questions; and (2) the inability of the Government to define its role 
in dealing with a new operating environment and a private sector dominated economy. 

USAIDISri Lanka has been successful with working on a company-to-company basis (such as 
with TIPS and AgEnt) and has had several "macro" impact successes, such as work with the SEC, 
CSE, and in educating a variety of oflicials on certain economic liberalization policies and 
approaches. Private sector development is at such a stage now that some major internal 
impediments must be removed to facilitate any additional significant private sector growth. 
Future donor efforts will have minimal impact unless (1) projects are designed to circumvent 
already known barriers (i.e., such as assisting in the creation of new financial instruments or 
commercial education related project efforts); (2) unless they are specifically tailored to company- 
to-company assistance efforts; or (3) unless programs/projects face up to dealing with these 
"macro" structural issues on a policy development (i.e., providing information and guidance to 
the appropriate parties) and/or institutional reform basis. Numbers 1 and 3 provide more 01 a 
medium and long-term impact, while #2 is more short-term oriented. 
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1. Major Structural Policy, Public Sector Restructuring and Institutional Constraints 

The following are the major impediment9 that have slowed or prevented private sector 
development. 

a. Public sector reduction 

Liberalization is hurt by the failure of the Government to substantially reduce the size of the 
public sector, increase the public sector's efficiency, and reduce the size of the public sector 
expenditure program. The Government and its SOEs continue to absorb large amounts of capital 
(as described in Section A, above) which has an impact on inflation (and thus the exchange rate) 
and capital availability to the private sector. The current size of the public sector affects human 
resource cost and allocation, which has repercussions in the availability of trained and qualified 
human resources for the private sector. It maintains the educational system, family, and 
individual attitudes of pursuit of a public sector rather than a private sector career. It also 
establishes public sector employment as a social welfare program rather than a professional career 
path; and, as a result of a myriad of other inefficiencies, creates under-employment, lack of 
transparency, and unresponsive processes and procedures that hinder private sector compliance 
and operation. 

b. High interest rates and inflation 

High interest rates are a proven barrier to private sector expansion and start-up efforts. Rates 
have also contributed to inflationary pressures (as the cost of money increases so does the cost 
of products and services). High interest rates are mainly attributable to high public sector 
spending (mainly wage-oriented) and servicing the deficit. While reduced interest rates can be 
achieved by reducing Government expenditure and the deficit, other moves can be made in regard 
to enhancing the liquidity of the monetary system, such as commercializing and privatizing the 
two state-owned banks, eliminating tax and incentive distortions, and establishing coordinated and 
transparent banking and fmance laws and enforcement policies and procedures. Policy assistance 
is needed to assist the Central Bank in developing low inflation and low interest monetary 
policies. High iaterest rates are also hindering the development of other financial investment and 
saving mechanisms (such as stocks and bonds) because of high returns on standard savings 
accounts. A reduction of interest rates, in line with international rates at this time, will have a 
much more significant positive impact on private sector development than all the donor-financed 
projects combined. Also, Government must completely remove itself fiom the role of price 
setting, which is contributing to inflationary pressures. 

c. Inappropriate labor policies 

Labor laws, policies and attitudes are detrimental to the free movement of labor. The current 
framework protects its traditionally enshrined "job-for-life" attitude which is inappropriate for 
today's global market, as indicated by Eastern Europe and the Newly Independent States of the 
Former Soviet Union. It is especially inadequate given the competitive Asian region in which 
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Sri Lanka is competing and the current transitory stage of the Sri Lankan economy. Companies 
must be flexible to respond to markets at this fledgling stage. Even Japan is disposing of the 
"job-for-life" approach. The current Termination of Employment of Workmen Act of 1971 
should be eliminated or toned down. It is of high cost to the private sector. 

d. Access to land 

Access to land is difficult not only to private companies but also for economic infrastructure 
projects (such as placing a communications transmitter or building a road). The process of 
accessing and utilizing land is long, costly, and frustrating. Limiting land ownership to 50 
hectares significantly hinders agricultural development. 

e. State-owned banks 

The inability or unwillingness ta privatize the state-owned Bank of Ceylon and the Peoples Bank 
is negatively impacting performance of the financial sector and thus private business. The 
inefficiencies and policy and operational impact the banks have had on the financial sector 
include: adding to the cost of money and thus higher interest rates; impeding technological 
growth and innovation, fmancial instrument usage and banking sector competition. It sets 
inadequate standards in the fmancial sector, and strengthens "easy-money attitude" among 
business and individual borrowers. It absorbs public sector funds; and it keeps public sector and 
SOE h d s  out of the hands of private sector financial institutions. The two banks have a 
dominant position in the market with over 24.3 percent of total financial system assets (private 
banks have 13.2 percent), and it comprises 64 percent of all banking assets. 

f. Privatization of SOEs 

The Government has embarked on an ambitious privatization program that has already resulted 
in privatizing 30 of 66 targeted SOEs as of this time. However, there are a number of large 
SOEs that should be addressed. These include public utilities (power- Ceylon Electricity Board, 
telecom- Sri Lanka Telecommunications Organization, waterlwastewater treatment, waste 
disposal), Air Lanka, Ceylon Petroleum Corporation, Sri Lanka Railways, Cooperative Wholesale 
Establishment, Ceylon Shipping Corporation, the state plantations, the transport sector, sugar 
companies, cement companies and the two state-owned banks, These entities have been 
responsible for more than 80 percent of the total budget deficit originating from the public 
enterprise sector. These entities absorb, at the minimum, about 11 percent of total domestic 
credit annually. These SOEs have also been, for the most part, provided monopoly conditions, 
thus negatively impacting private sector participation and, in some instances, increasing costs. 
There are also many more SOEs and government production and service activities that can be 
comercialized and/or privatized at the national and local government levels. 
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g. Tax and incentive regimes 

The Government has made efforts to improve the tax regime in order to reduce distortions and 
provide private sector incentives. However, not all the recommendations were implemented and 
a variety of incentive schemes have arisen which appear to be awarded on an ad hoc basis. For 
instance, the investment incentives offered by the Board of Investmex..t (BOI) and the Export 
Development Board (EDB) overlap and create two processes a foreign investor must complete. 
Incentives and awards also appear to be awarded on an ad hoc basis. The results are more tax, 
earnings and investment distortions, and a discriminatory attitude between domestic and foreign 
businesses. 

Streamlining and transparency are needed in regard to the tax and incentive systems. In 1990-92, 
the Government reduced the distorting effects of taxation on economic activity by improving the 
efficiency, flexibility, and simplicity of the tax system while safeguarding the revenue effort. The 
positive impact of reform has been reduced by the proliferation of tax incerrtives and 
administrative inefficiencies. 

Further tax reforms needed (as recommended by World Bank) include improving indirect taxation 
by introducing a VAT and rationalization of the excise duty regime; reform of personal income 
taxes by eliminating surcharges; reform of corporate taxation to reduce the marginal effective tax 
rate to 35 percent and, perhaps, to 25 percent; and rationalization of tax incentives. An 
Institutional Development Fund grant is supporting a core group of VAT experts who are helping 
with the administrative measures; WB and IMF are also providing assistance. 

h. Trade reforms 

Despite recent reforms, Sri Lanka's trade is still highly protected and regulated. The 
Government's trade reform objective should be to continue reducing the level and dispersion of 
protection and reduce and eventually eliminate the anti-export bias. The World Bank suggests 
that tariffs need to be further rationalized by the removal of specific duties and special import 
arrangements, and complemented by improvements in customs administration. Ad valorem rates 
remain over 100 percent in many cases on goods with 50 percent and over rates. A 10 percent 
import tax is added to finance the Export Development Board (the World Bank recommends that 
this tax be eliminated). The World Bank recommecds introducing a 3-band rate with a 
maximum tariff of 35 percent, with import certification discontinued. Liberalization of some 
import licenses should also occur. Licenses now exist on about 200 items, mostly agricultural 
producis. 

The IDA and IMF have supported the Government's program aimed at revising customs policies, 
simplifjling procedures, strengthening organization and controls, and computerizing operations. 
Government should move ahead with the contract for services of a pre-shipment inspection 
company for a period of three years, and strengthen customs reform. 
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i. Business management aud skills training 

Private businesses lack trained personnel (or access to trained personnel) for basic business 
operations. While the business cornnmity has shown considerable entrepreneurial skill, 
businesses have been hindered in start-up and growth by limited access to commercially oriented 
personnel. Shorteyes are in the areas of management, finance, marketing, personnel, and law. 
The educational infrastructure to produce commercially oriented individuals is weak. Some of 
the larger companies have initiated their own training programs but at a high cost; and these 
programs are not fulfilling all demands. Training is needed in the fmancial sector, which is 
growing presently and where there is already a trading of skilled personnel. The legal training 
system also has to be more oriented to commercial law. Interventions are needed to provide 
skilled human resources for the marketplace in the short term, and for developing educational 
programs andlor institutions i:n the medium and long term. 

j. LegaYregulatory environment 

As the private sector develops, there needs to be an emphasis on creating regulatory bodies or 
reorienting government institutions to play a regulatory role rather than direct participation, 
control or management roles. This is especially true in regard to privatization efforts, financial 
sector operation and the legal system. Also, in regard to crucial economic intirastructure areas - 
such as power, telecommunications and transport - the Government must redim that these entities 
can survive in the private sector while providing needed services. The Government assumes a 
regulatory role to insure sector development and set market guidelines. 

The Government must also develop the legal guidelines, institutions, trained personnel, and 
appropriate enforcement capabilities to undertake this role. This is a transformation process that 
is tied directly to sub-section "a" above. 

k. Foreign investor attitudes 

A main plank of the Government's growth plan is to attract foreign investment, especially to 
generate exports. The world market for foreign investors and companies has become more 
competitive as the number of investors declines and the number of attractive incentive schemes 
are promoted by almost every country. Some of the macro impediments identified above such 
as access to land, fiee movemmt of labor, high cost of money, and confusing non-transparent tax 
and incentive schemes make Elri Lankan an unattractive investment destination. Plus there is the 
internal conflict. In addition, the lack of availability of semi-skilled and skilled labor will further 
impact investment attraction as investors look for a more skilled and trainable workforce 
elsewhere. This attraction factor is especially important now to Sri Lanka as it competes for 
investor dollars in a very competitive regional market. 
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2. Defining Government's Role to Facilitate a Private Sector-Oriented Economy 

The Government of Sri Lanka is struggling to deal with increased socio-economic demands to 
improve living standards, a conflict in the Northest, growing employment demands, a staid . 

government bureaucracy, a still strong and private sector resistant SOE sector, and'a-remaining 
attitude that the public sector is still the main provider and economic catalyst. In addition to this 
full plate, the Government must deal with a growing private sector that is just beginning to 
proviar: input to Government to make changes to facilitate growth or going around Government 
(such as creating new financial mechanisms) when it is impeding progress. 

Given the many demands on the Government, private sector interests and priorities may be low 
on the list. While the Government appears to constantly support private sector development, its 
actions are sometimes actually unsupportive. As an example, the Government has asked the 
private sector to employ graduates from provincial areas, even providing the companies that 
participate in the program a grant per person hired. If the graduates were well prepared for 
private sector employment, they most likely would have been employed according to discussions 
with company and chamber/federation/association officials and by reviewing help wanted 
advertisements. Also, the employment grants are another distortion to labor market and an added 
cost to government spending. 

The Government must see itself as a private sector referee, setting the guidelines, letting the 
private sector act within those guidelines, and stepping in when private sector entities either do 
not use or abuse the guidelines. ']This is a regulatory role that creates a fair playing field for all 
economic actors. This relates to financial system development, trade and investment 
development, tax system operation, privatization, the judiciary and budgetary allocations. 

Change of attitude is also important in regard to provincial development. National goals for 
socio-economic progress cannot be achieved unless private sector development in provincial areas 
is encouraged and facilitated by providing the necessary guidelines and the appropriate 
infrastructure, especially roads, This attitude must trickle down to the provincial councils. Such 
an attitude and effort needs to be concentrated in order to channel the talents and energy of 
provincial youth into private sector productive activities rather than breeding unrest and 
instability. The government institutions, both national and local, must be partners with the private 
sector. The Government should not solely shun all economic responsibilities (i.e., such as 
building all of the necessary economic infkastructure) to the plvate sector. Such an approach 
would simply redirect hostilities toward the private sector. 

The change of roles is important as the private sector grows. Experience has already showa that 
companies face an impasse because the guidelines (laws, policies, procedures, etc.): (1) have not 
been established; [2) have proven to be impediments and have not been removed, updated, or 
changed; or (3) have not been implemented. This is especially seen in the financial sector as 
companies and financial institutions have outgrown traditional finarise methods and new 
instruments, mechanisms and talents are introduced; and in the judiciary as judges and attorneys 
struggle to deal with the demands of providing a cornrncrcial law legal structure. 
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Also, as mentioned previously, even in regard to privatization and infrastructure development, the 
Government must decide if it will privatize such important entities such as the CEB and the Sri 
Lanka Telecomnunications Organization to undertake this regulatory role rather than the main 
%Lor role. Especially in regard to infrastructure development, BOODOT and other private sector 
finance mechanisms are ineffective if the Government's role is not defined, pre and post activity, 
sectors are not regulated properly, and clear guidelines are not established. The lack~deconomic 
infrastructure, while a constraint in itself, is part of a larger issue of defining the Government's 
role and developing a clear and cooperative public-private sector partnership. This partnership 
is needed to define each others' role for the planning, development, operation, and maintenance 
of economic infrastructure. The private sector cannot do it itself, especially in regard to being 
made responsible for providing non-productive economic infrastructure. 

While the above may appear simplistic, it is a necessary argument to support further private 
sector growth and move the government- in action, not in placating words- to develop its role and 
so the private sector can develop its own role. The Government's annual GDP growth targets 
of 9 percent simply cannot be achieved under present conditiom; and the World Bank's scenario 
of 6 percent annual growth will also be difficult to achieve under present conditions. 

@. Major Opportunities in Private Sector Development in Sri Lanka 

Sri Lanka's economic growth is dependent on the growth of the private sector. The private sector 
has proven in thr: last five years that it can take risk and compete to spur economic growth. 
Opportunities can be exploited if the private sector is provided the proper tools to start-up, 
compete and grow. These tools include skilled human resource inputs in management and 
technical areas; availability of and access to reasonably priced capital; an adequate economic 
infi.astructure; a level and transparent legallregulatory playing field; and a non-distorting and 
transparent tax system. 

I'hdt S~ri Lanka has a growing domestic market can be seen by increases in per capita GDP and 
t5R; volume and variety s f  imports. Established trade and service companies are just beginning 
to enter the manufacturing sector to help fill this demand; and new firms, mainly small firms, are 
just entering the market. As entrepreneurs become more familiar with the modalities to establish 
fms a d  bring products to the market, more will enter the domestic market. This applies to the 
manufacturing (all sectors), agriculture (in crop diversification and downstream processing), and 
services sectors (finance, tourism, education and training, wholesalelretail, etc.). Also, with actual 
md planned privatization of 66 SOEs, new areas of private sector participation and competition 
are opening-up. 

Sri Lanka possesses an available and flexible work force, especially in the provincial areas. 
While there is currently micro and small commercial and industrial activity in the provincial 
sectors, there is much room for growth. Much of the opportunities will be in agribusiness. There 
are also other opportunities for small scale manufacturing and commercial activities to supply 
domestic needs, and certain areas of comparative advantage to supply regional needs, including 
downstream production fiom its naturallagricultural resource base. While opportunities to supply 
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goods to the regional and international markets will mainly be reliant on foreign investment, there 
are low technology international opportunities available to be pursued by domestic investors, 
given the private sector's increasing shmc of the capital base. 

The main missing ingredients are adequate economic infrastructure (adequate roads, electricity 
and water), the channeling of entrepreneurial activity to the business formation and management 
stage, business management operations, and access to capital. Given its small size, dispersion of 
population, and naturdagricultural resource base, Sri Lanka has an opportunity to become a very 
integrated island-wide marketplace, meeting much of its domestic needs (especially reducing 
imports of consumer goods) and entering or expanding into markets with competitive advantages. 

The export market also has potential for growth, although Sri Lanka must address the major 
impediments discussed in the previous section. Reliance on apparel manufacturing is an unstable 
growth policy, because this industry is very flexible and mobile globally. There is potential for 
manufacturing diversity along with further private sector involvement in the main export areas 
(tea, rubber, coconuts). This will facilitate attracting downstream investment in these areas. 

The Government must constantly look at Sri Lanka's comparative advantage. Right now, this 
advantage exists in the areas of its main crops and cheap labor in some sectors (compared to 
other regional couitries). Sri Lanka has the opportunity to reorient its education system to 
technical skill and commercial education and training to provide an employable workforce that 
can engage in medium technology production and services. Sri Lanka also needs the supporting 
transparent trade regime and. more sophisticated and competitive support services such as 
transportation, finance, marketing, and packaging. 

Imports have been a major catalyst in providing the intermediary and investment-orien%d goods 
that have facilitated private sector growth. While the increase itl the import of consumer goods 
shows increasing consumer demands that are not met locally, the increase of intermediary and 
investment-oriented goods show the nced for inputs and components into the production process. 
These imports have literally fueled domestic production and also export production, especially 
for the apparel industry. Value added manufacturing has been a major contributor to export 
production and should not be eliminated as an investment pursuit. Value added manufacturing 
adds to diversification, development of domestic manufacturing activities and export earnings. 
Liberalization of the import regime could be further assisted by the World Bank recommendations 
regarding streamlining, rate changes and administration. 

Also, the increased amount of imports should no: be looked at negatively, given the above 
factors, and given the nature of Sri Lanka as an island economy with a limited natural resource 
base and a relatively small population, which create limited economies of efficiency in various 
manufacturing, agriculture and service sectors, except where they are export-oriented. Imports 
are required to not only meet higher standards of living, but also increased private sector demand 
for manufacturing inputs, equipment and technology. 
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There is potential for additional investment attraction, but Sri Lanka must realize that it is 
competing in a highly competitive region. The investment attraction efforts of Thailand, 
Malaysia, Singapore, Hong Kong (now aiming its investment attraction efforts at mainland China) 
are well coordinated with policies and laws to support and facilitate investors. In addition, Sri 
Lanka should be concerned with newly emerging market entrants such as Vietnam. . Some of the 
major impediments noted in the previous section must be addressed. Sri L d a  has-the potential 
for more regional joint ventures and co-production efforts with its neighbors within Sri Lanka 
and even outside of Sri Lanka, but local companies must be allowed to fieely import and export 
capital to act globally. 

In addition, there are also possibilities of more flexible technology transfer efforts on the part of 
companies with countries such as the United States, Japan and fiom within Europe. However, 
as TIPS performance has indicated, companies must be willing to invest in obtaining this new 
technology. There is potential to attract foreign invo1veme;nt and capital for infiastructure 
development, provided there is a profit incentive for the foreign partner. There is also much 
room for support service linkages in regards to chambers and associations, financial institutions, 
transportation and infiastructure developmeilt. 

The financial sector has a bright future, given the oppcrtunity to obtain the necessary human 
resource inputs and provided a transparent IegaVregulatory system (including enforcement and 
judicial procedures). The financial sector has performed remarkably well for the past five years 
in many innovative ways, despite h e  high cost of capital. The sector has the potential to M e r  
expand the use of existing financial instruments and provide new financing mechanisms. There 
is also much potential for extending services from the Colombo area to other parts of the country. 
This is slowly happening now. It should be noted that while there are some strong financial 
institutions, there are also weak institutions which are entering the market with little preparation 
or understanding of the marketplace. The sector will most likely go through some ups and downs 
because of the competition which will weed out the weak f m s  and benefit the sector and 
individuals and co~panies in the long term. 

In summary, the following are opportunities for private sector growth: 

Existing companies expanding from traditional trade and service sectors and into 
manufacturing; 

. Start-up and existing companies (micro, small, medium and large size) fulfilling domestic 
demand in certain product and service areas; 

Diversification of agricultural production to supply products for the domestic and export 
markets 

. Downstream production in Sri Lanka's natural resource base- tea, rubber, coconut and 
other agricultural production; 
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Tourism (given political and econornir dtability) which contributes in terms of foreign 
exchange earnings, sticrice sector and manufacturing sector performance; 

rn Value added production, given an attractive and transparent import and export regime; 

rn Medium technology attraction, given Sri Lanka company knowledge to ide-ntify, access 
and purchase technology, attract foreign investment venture for technology, and having 
adequate technical and managerial skills to apply technology; 

rn Integrating Sri Lanka W e r  into the regional and world market by having a regionally 
competitive, streamlined and transparent investment program, and commercial support 
service and communication linkages with regional commercial firms, chambers, 
associations, and individuals so as to exchange information and develop commercial 
transactions; 

Attract investment and have private sector input into economic infrastructure development, 
relegating Government involvement to a promotion, facilitative, and regulatory role; 

Further the development of financial sector firms for providing the private sector with 
financing options that multiply financial resources and support business investment for 
start-up and expansion purposes, further integrating Sri Lanka into regional and 
international money markets, and facilitating government monetary administration and 
capital raising efforts that facilitate private sector access to capital; and 

Private sector educational institutions for filfilling private sector human resource needs 
(computer schools, management schools, technical training schools, etc.). 
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CHAPTER M. USAIDISRI LANKA'S OPTIONS FOR FUTURlE 
PRIVATE SECTOR DEVELOPMENT PROGRAMMING 1 

A. Overall USAIDlSri Lanka Private Sector Development Program Goals 
and Objectives 

Building on past project and program efforts and assisting the priv~te sector enter a new stage 
of development, the strategic vision set forth by USAIDISri Lanka, "Sri Lanka 2001: A 
democratic, 'greener' NIC" remains a vision to pursue, in line with the major socis-economic 
goals of the Government. 

USAIDISri Lanka's economic growth strategic objective of increased competitiveness and growth 
of markets and enterprises is supported by four sub-objectives: 

(1) Reduced government control of productive resources; 

(2) Improved technologies and more diverse products and markets; 

(3) More accessible and efficient financial markets; and 

(4) Improved legal, regulatory and policy performance. 

While these sub-objectives are addressed by current projects, future project efforts can also be 
guided by the same objectives. Current projects and recommended future projects also take into 
consideration the development of the private-public partnership that is developing new 
opportunities. Since the new partnership has begun by applying the four sub-objectives, emphasis 
must now be placed on transforming this partnership as the Government begins to find its role 
as a social services provider and economic monitoringlregulatory bodyerather than an economic 
player and planner. At the same time, this transformation requires a more confident private 
sector to expand into new areas and become the economic catalyst for services and production. 

While the pursuit of the sub-objectives is continuous, the economic growth strategic objective will 
reach a crossroads in the future. As the private sector grows, it will attain a point where growth 
will stop or be severely hindered by certain macroeconomic barriers. Addressing only the fringes 
of these barriers will have minimal effect on the private sector and may even result in capital 
flight, inflationary pressures, and give cause for retribution against the private sector. The private 
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sector, in any country, can often be the scapegoat if things do not succeed, especially if it is 
promoted - by W O ~ S ,  but not actions - to be the vehicle for development. 

As a result, USAIDISri Lanka's PSD office must tailor its programs and projects with the 
following specific prioritized sub-objective components in mind: 

P.riority 1 : 

Priority 2: 

Priority 3: 

Priority 4: 

Priority 5: 

- 
Private sector short-term and long-term management and technical human resource 
development. 

Capital generation through f m c i a l  market institution and instrument 
development. 

Policy inputs, guidance, and training on major macroeconomic issues that are 
private sector development impediments. 

Ensure a "fair and level playing field" between the public and private sector and 
within the private sector through 1egaYregulatory environment reform and 
development. 

Transaction-based marketing illformation and technology dissemination. 

These components should support the main private sectcr development project outcomes: 

e Moving Sri Lanka's private sector entities and private sector-related Government 
institutions from developing country status and reducing reliance on donor assistance- a 
new stage of development assistance for USAID and a new stage of development for Sri 
Lanka, 

. Dewloping existing private sector management and technical skills to meet current private 
sector needs; 

@ Developing long-term private sector human resource inputs to create a suitable labor 
market as well as funneling talents and energy of youth into productive private sector 
opportnnities and entrepreneurial endeavors, rather than to public service and socially 
unstabile sactivities; 

Employment generation in urban and provincial areas; 

Developing capabilities and mechanisms for the planning and financing of economic 
infrastructure; 

Production and service diversification for the domestic and export markets; 

Orientation of economic growth in the private sector; 



USAID/Sri Lanka Private Secter Proar~ms: Imuact & Options Paae 72 

Major macroeconomic policy changes to facilitate private sector start-up, competition and 
growth; and 

. Increased tax revenue generation. 

In order to achieve the above, the private sector development project and program interventions 
recommended as a result of past experience and future needs fall in the following .three areas. 

Policy reform to deal with major mexo impediments. Such efforts should be 
concentrated and targeted from within the Iwlission, in coordination with other donors, and 
be timed to deal with educating government officials on need for change in certain areas 
(before it becomes a critical emergency) and in response to government requests. The 
Mission should address preparation of a streamlined and prioritized program and project 
approach to policy and IegaYregulatory reform. 

Education and training to begin assisting in reorienting the educational system towards 
providing human resource inputs that can be employed in the private sector. This would 
begin with short-term private sector human resource training and long-term private sector 
human resource program andlor institution development. 

Transaction-oriented enterprise development by working in response to private sector 
demand in technology transfer, environmental concerns and business transaction 
development. 

While this will constitute the core of the third generation of USAIDISri Lanka private sector 
project efforts, the Mission should constantly be looking into the future, even beyond the third 
generation of programs and projects recommended below. It is estimated that the projects 
recommended below will end odabout 1999. 

The targeted and specific assistance recommended demonstrates a maturing type of technical 
assistance indicating the development of a maturing economy, as Sri Lanka's: (1) the private 
sector grows; (2) the Government finds and adopts a private sector monitoring and regulatory 
role; and (3) the political-economic situation stabilizes, the socio-economic situation will require 
little, if any, USAID technical assistance. Placing a timeline on numbers 2 and 3 is very difficult 
in the current Sri Lankan context, especially given the constraints previously mentioned. While 
growth is being experienced by the private sector (number 1 above), the rate and type of growth 
are dependent on numbers 2 and 3. 

However, this may be one country development case (if the Government's efforts are successfbl 
and changes made) where the termination of USAID's private sector efforts were a result of 
successfbl programming with the private sector and the Government no longer requiring 
assistance. The phase out of USAID private sector developmerit assistance could be a reality in 
a medium-term scenario barring any unforeseen events. The basic private sector framework 
would have been established. This would include the development of Government institutions 
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and a policy fiamework facilitating private sector development in coordination with a private 
sector with fiee eccess to inputs (labor, capital, land and production inputs) and with the 
opportunity to compete unhindered in domestic and international markets. A viable and 
sustainable stage of economic development would be achieved under these circumstances. 

B. USAIDISri Lanka9s Private Sector Development Program and Project:Options 

1. Options for Existing Programs and Projects 

a. Financial markets project 

The FMP is an ambitious effort for further developing financial institutions and capabilities. The 
development of the financial sector is a long road with many blind turns given the nature of the 
sector and the different demands that arise as foreign practices are adopted and innovation takes 
place. The legdregulatory environment development components of the FMP are timely. 
However, there are questions regarding the implementation and ability to enforce the 
recommended guidelines. In regards to the development of financial instruments, the market is 
already experiencing innovation with existing instruments and the adoptionlcreation of new 
instruments. Situations will be confronted that are not currently envisioned in the current FMP 
plan of action hut will require responses in order fo: the SEC, Banking Commission, other 
Government agencies, and the financial institutions to act. Also, while work is planned to assist 
in developing a secondary market for the issuing of government debt, there are also other private 
and government long-term debt instruments (i.e., different grades of bonds, etc.) that can be 
introduced. These future issues are addressed below in a third generation for financial sector 
reform efforts. 

b. Mahaweli enterprise development 

Given probable Mission financial constraints in forthcoming years, plus the progrmnatical and 
geographical nature of the MED program, and the uneven performance of its various components, 
it is improbable that MED will be extended beyond its present PACD of 31 March 1995, at least 
in its current organizational form. However, there are certain components of the program that 
have achieved substantial success and warrant continued effort and USAID support. The program 
for creation and development of small-scale enterprises is one of these. Almost all reviewers of 
the MED program have viewed this component as creating MEDYs most sustainable results. To 
M e r  advance the small-scalz enterprise activity, application of some of the technology-oriented 
aspects of TIPS should be considered, since lack of technical skills (welding, carpentry, metal 
working, electrical, etc.) and quality and production control have been among the weaknesses of 
the small enterprises spawned by the MED effort. 

Less susceptible to easy solution wi!l be the fate of the network of 12 fledgling business centers 
created under the program. While the centers have provided invaluable advisory services to the 
client businesses hatched by MED, they have (at this stage of development) little chance of 
viability or sustainability without continued external support. While underwriting the expenses 
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of this network cannot and should not be carried on indefinitely, one would not want to see the 
value of their services fall by the wayside prematurely. Their contribution to small enterprise 
development at a particularly important and vulnerable stage of maturation has been considerable 
and will remain so for another few years. 

If USAID is not able to locate funds for this purpose, every attempt should be made. to convince 
the MASL to support the centers for 2-3 years, even if on a reduced scale. By that time, the 
fledgling small enterprise sector should be better able to stand on its own. Other donors (the 
European Economic Community and the World Bank) are apparently considering support to some 
of the Centers. If such donors are eventually found not to be waiting in the wings, some form 
of limited continued Mission assistance might be addressed during the full-scale evaluation of 
MED planned for next year. 

The effort to assist larger, agro-industry enterprise activity should not be expanded or extended, 
at least under MED, until the land tenure and irrigation issues are solved. When they are, such 
activity can and should be encouraged under other programs, particularly AgEnt. 

b. Technology initiative for the private sector 

The TIPS project has proved to be a success in providing transaction-oriented services to local 
companies, However, attention needs to be drawn to the fact that $1 -5 million remains of the 
technology grants program budget. This is an important factor that may be an impetus for 
making TIPS more service-driven than grant-driven in the project's next 2.5 years. Also, how 
the TIPS project deals with this issue will also have an impact on the sustainability of the project 
in the medium- and long-term. TIPS services are in demand. The project has also proved that 
local companies are willing to invest in obtaining technology and market development once they 
are provided with an opportunity to see positive results. There is potential for making all or 
some project elements self-sustaining. The project should look at the medium- and long-term 
prospects of providing self-sustaining TIPS-like services after project termination, as indicated 
in the interim evaluation. 

Also, the project's policy component should be utilized to address some of the previously 
mentioned private sector development constraints in line with other Mission and donor policy 
reform efforts. 

c. Agro-Enterprise Project 

AgEnt has already proved to be a success in its early stages. The project also confronts the 
sustainability question that TIPS confronts. AgEnt has also proved that companies are willing 
to invest in technology mid market development. Since AgEnt is in its early stages, the 
sustainability question should be addressed at this point to provide the project staff with future 
direction and identify future opportunities. 
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In addition, AgEnt is beginning to reach out to the provincial areas. Agricultural slector 
development patterns show substantial opportunities for provincial-based agro-business 
development, mainly on sr small scale, in a diversity of agro-business areas. There are various 
provincial chambers and associations that are w! ling to assist in the promotion and utilization of 
the project. The project, while looking for successes and providing a well thought out assistance 
screening mechanism, should work with various intermediaries to identify company-specific and 
task-specific assistance opportunities. 

It should be noted that the AgEnt project has recognized the importance of including business and 
commercial orientation in training technical graduates, and is working with the University to set 
up an agro-business program. 

d. Promotion of private infrastructure 

In order for the PPI Project to be a total success and make a long-term contribution to economic 
infrastructure development and sustainability, additional work will have to be addressed in the 
following areas: (1) further develop a cadre of humm resource capabilities in the short-term to 
undertake such transactional activities and develop aolated institutionalized educational programs 
in the long-term in order to develop future human resources; and (2) begin introducing new 
financial instruments to facilitate economic infrastructure development, such as companylfacility 
equity offerings, corporate and project bond issues, and other fmancial instruments. These me 
especially important given Sri Lanka's medium and long-term economic infrastructure needs. 

In addition, while the project will provide some success stories and examples, the end goal 
(possibly in conjunction with future policy and training activities) should be to create a 
legdregulatory framework to oversee (not manage or operate) the successful entities and transfer 
such sectors as power generation and distribution, telecommunications, certain transport activities 
and possibly other activities into the private sector keeping the regulatory role within the 
Government. 

The project's policy reform funds could initially address the above education and legdregulatory 
framework issues. 

e. PL 480 Section 108 Program and LPG Program 

The utilization of these programs provides several insights that can identifjl andlor support the 
need for several financial sector development interventions. In the PL 480 Section 108 program, 
only 2 of the 5 IFIs have performed satisfactorily. (In the LPG program fund, utilization has 
been low with one bank not reporting any activity. While these programs are being phased out, 
there should be a review of their activities and utilization to discover why they have not been 
better utilized. Such an effort could provide insights that are not fully realized as yet regarding 
financial institution operations, interaction with the business community, financial institution 
managementlcredit operi?ion training needs, private sector credit needs and access, and other 
insights. 
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f. Development studies and training and PL 480 Title I11 Program 

The DS&T project wi!l end in November, 1993 and the PL 480 Title I11 Program will end in 
June 1994, although a three-year extension of the latter program is being considered. These 
policy efforts have been effective in regards to providing training, information inputs, guidance 
and other policy-making inputs to assist the Government in economic liberalization efforts. 
Coordination of these efforts with policy components of current projects (i.e., TIPS; AgEnt, PPI, 
MED, FMP, and MAP) should be constantly revisited to insure a streamlined policy reform 
effort and approach to the Government. This is especially important with limited Mission staff 
and financial resources. Also, with the termination of these projects there needs to be a future 
project mechanism for such studies, policy guidance and training needs. This is addressed in 
section 3 below. 

2. Options for Future Programs and Projects 

Prioritv 1: Business Manapement and Skills Training 

a. Private sector development need 

Sri Lanka's private sector is growing at such a pace that it is currently experiencing human 
resource constraints. While the educational system has been producing a literste population, it 
is not providing appropriate human resource inputs for private sector-oriented development. 
I-Iuman resource training appears to be still aimed at providing people for public service careers, 
although it seems that this is slowly changing. Meanwhile, company owners and managers are 
c o ~ t l y  confronting shortages of skilled supervisory and managerial personnel in the areas of 
basic management, production management, supervision, finance, accounting, marketing, and 
personnel and legal services. This lack of personnel with basic management knowledge and skills 
has hindered companies in planning, operations, and growth. 

The situation is especially acute in the financial sector. As the financial markets become more 
sophisticated so must its workforce. The human resource shortages are exemplified by high 
turnover of personnef~ between institutions. The lack of expertise is exemplified by different 
individuals having dilfferent definitions of basic financial terms, even at the financial institution 
management level. 

, . 
There are needs in the following areas: 

(1) Short-term nnauagement, finance, marketing, personnel and legal training for existing and 
start-up industrial and commercial companies. 

(2) Short-term financial institution management, financial instrument 'utilization and credit 
process training. 
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(3) Long-term management, finance, marketing, personnel and legal services training at the 
universityhtitute level including curriculum development, programldegree 
designladministration, and teacher training. 

(4) Internship program development country-wide via universities, chamberdassociationsl 
SLBDC, private companies, 

( 5 )  Short-term commercial management, finance, marketing, personnel and legal training for 
upper- and mid-level management at privatized companies and companies to be privatized 
that include a significant percentage of public administrators on the payroll. Assistance 
should be provided on a cost-sharing basis. 

b. Assistallce modes and mechanisms 

It is recommended that a businesdfmancial management training project be designed to meet the 
above needs by funding a business management training team (tied to a quality U.S. business 
school) to assist in an MBA-like program or institution development. Project components would 
mainly include: 

specific short-term training needs identification; 

specific long-term draining n.eeds identification; 

provide short- and long-term course curriculum design to potential short- and long-term 
course and program providers; 

development of relationships with chambers/federations/associations country-wide and 
SLBDC for some short training efforts; 

provide s matching training grants program for short-term courses with 
chamberdfederationdassociations, SLBDC, SEC, financial institutions and enterprises to 
be privatized or prhatized; 

address training needs outside Colombo through short-term commercial courses provided 
through chatnberdfederations/associations with a matching grants fund mentioned above; 

develop a country-wide commercial internship program through universities, 
chamberdfederations/associations, private companies; and 

further develop existing MBA program (at the Post Graduate Institute of Management or 
the National Institute of Business Management) or design certificateldegree program; 
develop program administration capability including developing self sustaining cost 
recovery. 
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The effort would consist of a small team of one or two long-term advisors, plus short-term 
assistance. The team should be linked with a prominent U.S. MBA program. The U.S. 
institution should have high rlame recognition since educational institution reputation is very 
important to Sri Lankans. The: selection of the U.S. institution should also consider whether the 
contracting institution favors a1 professional business rather than an academic approach. 

Prioritv 2: Financial Markets Development- 3rd Generation 

a. Private scctor development nee3 

Currently there is a lack of long-term debt instruments. The longest commercial loans are only 
5-7 years. While the current FMP is looking at creating a secondary market for government debt, 
there are also forms of corporate and government debt instruments which can be adopted. These 
include bonds with different maturities and at different grade levels; integration of long-term debt 
into mutual fund type instruments; further international participation in long-term markets; 
development of project bond financing similar to municipal bond or infrastructure construction 
bond which PPI may get involved in; and development of more sophisticated private sector bond 
issues. 

The FMP is currently looking into determining the efficacy of establishing a second-tier market 
("A" board, "B" board type shares) or an Ow-The-Counter (OTC) market. Further efforts will 
be required to follow-up on FMP activities, An OTC-like mechanism will help broaden the 
market to include smaller companies an~d attract new investors. 

Additional assistance can also be provid'ed to further develop the CSE's information system to 
be totally on-line so that infonmation can be transmitted by the CSE to financial information 
vendors (such as Reuter's information service), brokers, and other financial intermediary offices 
throughlwt the country. This will increase information flows on capital market activity, attract 
new investors into the market, and bring new companies onto the CSE. A promotionleducation 
program should accompany this component. This will assist diversifying distribution into other 
parts of the country. 

Monetary policy resulting in a high interest rate cost-push inflation scenario is a major 
impediment to private sector development and further financial instrument development (some 
instruments cannot compete with high saving and certificate rates). There needs to be continuous 
policy and research support to assist the Central Bank (and other relevant actors) in carrying out 
monetary policy aimed at achieving lower interest and inflation rates. This will greatly assist 
ecofiomic diversification and small and medium-size business development. 

The Central Bank needs to develop computerized information and reporting systems with banks 
and other financial institutions, and must develop human resources to manage and operate such 
systems. With the increasing sophistication of the financial sector, the Central Bank is in danger 
of falling behind in its policy guidance and monitoring roles. 
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There also needs to be further development of the SEC and other financial regulatory government 
units (eg, Central Bank) in legallregulatory development and enforcement. The FMP will only 
address some of these current needs. The market will continuously evolve creating new 
regulatory/enforcoment needs. 

The National Development Bank (NDB) will be reviewing its ~ortfolio of 860 firnis to identify 
and work closely with 25 fms that would be interested in placing shares on the CSE. While 
the NDB has the financing and some of the suppori services to facilitate this process, it needs 
assistance to provide company education on the benefit and risks of placing shares on the CSE. 
Furthcr capability development is also needed in the areas of company restructuring, financial 
packaging, and management and profitability development. This is an opportunity to train NDB 
and other financial institutions on market directed company restructuring and financial packaging. 

b. Assistance modes and mechanisms 

A third project team is recommended to follow-on cuirent F-MP project assistance (which is due 
to end in 7/96, but current team members will be departing prior to this date) in order to 
concentrate on the above areas. Such an effort would require a project team of about 4 to work 
with the SEC and the Central Bank. Assistance to the NDB codd be managed by one person 
with short-term visits of company specialists on a case-by-case basis. 

A low interest ratellow inflation monetary approach should be communicated through policy 
research, case studies and visits of U.S. Federal Reserve officials. 

'Fhe Central Bank has the b d s  to p u r c k e  the necessary hardware and software for a centralized 
fmaneial information and reporting system. The Bank needs assistance for designing an 
appropriate system, seeing how other country systems work, training on system use, and for 
information management and application. This can be done with a Central Bank Information 
Specidist (included in the 4-member team mentioned above), short-term visits of 
inforrnation,computer consultants, and short-term overseas visits to regional Cen.kal Banks, U.S. 
Federal Reserve Bank and other appropriate Central Banks. 

T h  above efforts should be well coordi~ated with the World Bank, IMF and ADB. 

.? rioritv 3: Addressing Maior Economic Policv Reform Issues 
-1,- 

a. Privsrie sector development need 

g:;, ,!AD/C ,.,ti Lanka has the opportunity to streamline major policy reform efforts. Assistance 
sh;dd be p~ovided contingent on moves on certain policy planks to the extent possible. While 
the ;3rwersunent has achieved much in terms of carrying out policy reform to encourage private 
sector develojment, certain key econom.ic policy reforms remain to be taken if real impact is to 
be made that will facilitate private sector start-ups and expansion. There needs to be a 
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streamlined effort to develop the Government's political will which is a long-term educational 
process. Research, support and emphasis should be in the following areas: 

Assist in supplying informationladvice on transforming Government's role from directly 
managing and operating econodc infrastructure to developing legallregulatory 
environment and bodies for Government to create transparent guidelines :and monitor 
private sector operation of various areas including: power generation, telecommunications, 
transportation (land, sea, air), and water/wastcwater facilities. Research to support the 
privatization of large SOEs which are major impediments to private sector participation, 
competition and infrastructure development (especially telecom, Electricity Board, CWE, 
the two state banks). Also underwrite research to support further privatization efforts of 
Government service and production entities not yet identified, 

Investigate issues surrounding land ownershiplallotment size. 

Assess enterprise performance pre- and post-privatization stages and developing lessons 
learned for future privatizations. 

Encourage public sector refoim- while this is not directly within the Mission's 
jurisdiction, large and increasing public sector expenditures do impact interest rate, 
financial market liquidity, public reliance on govement, and private sector human 
resource development. 

Promote labor law reform and arbitration. 

Encourage transparency in the economic policy making process including public opinion 
and private sector input. 

Streamline trade and investment incentive schemedtax system to reduce andlor eliminate 
the number of tax, trade and incentive schemes causing market distortions, locdforeign 
company discrimination and impacting domestic investment; to lower corporate tax rates 
and closing loopholes; and to strengthen tax collection capabilities. The Mission should 
coordinate with World BaMoreign Investment Advisory Service on incentive scheme 
reduction and elimination, and work with other donor agencies on tax reform at the policy 
decision-making level, policylprocedure implementation level and institution building 
level. 

Assist education system reform at all levels aimed at producing job market participants 
with employable skills compatible with current future needs. 

Assistance modes and mechanisms 

The Mission has already prepared a concept paper for a policy reform project as a follow-up to 
the DS&T project. The proposed project, the Policy Reform Support (PRS) project, is consistent 
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with current USAIDISri Lanka goals and objectives and consi~tent with the findings and 
recommendations provided of this report. The only added emphasis that can be suggested for the 
concept paper is to place more emphasis on output implementation, i.e., policy reforms, agency 
restructuring, training, etc. Past policy efforts indicate that sometimes short visits by high mofile 
individuals have great impact in providing the Government with policy direction. This could be 
followed by more low profile technical assistance. In addition, a prioritized list of private sector 
policy reform items that can be facilitated through this project should be prepared, in coordination 
with other Mission units, in order to support a coordinated approach, The prospective project 
should begin as early as possible in 1994. 

To follow-up on the past progress of the PSPSPSU effort, this project effort should enlist the 
established capabilities of the chambers/associations/federations/SLBDC to undertake specific 
policy research efforts that are responsive to USAIDISri Lanka policy reform research efforts or 
the needs suggested by the chamber/association/federation/SLBDC that are in line with USAID 
policy reform efforts. A grant applicationlaward process should be established for these research 
efforts as sole chamber/association/federation/SLBDC efforts or in conjunction with USAIDISri 
Lanka present and future short-term and long-term research and policy reform efforts. 

Prioritv 4: Private Sector Le~aVRc~ulatorv Environment 

a. Private sector development need 

Businesses need a fair, level and transparent playing field on which to compete and take risks. 
The Government must define its role to facilitate private sector activity. There is an evident need 
of action to develop a transparent, coordinated and systematic private sector legaVregulatory 
framework that can guide private sector activity. Efforts need to be concentrated the areas of: 
business start-up, anti-trust, bankruptcy law, debt recovery law preparation; and banking/flnance 
related law review and streamlining. Some of this is addressed, with various degrees of 
sufEciency, in the Companies Act. 

There is a need to develop the judiciary and legal system to deal with applying and enforcing 
commercial-related laws. This includes 1) continuing education of lwyers and judges to 
administer modem commercial and financial regulations and laws; a ~ d  2) developing the 
judiciaries capabilities and system to deal with commercial-related laws and enforcement. 

Also, there needs to be attention paid to enforcing the regulatory framework through various 
statutory bodies such as the SEC and Banking Commission. 

b. Assistance modes and mechanisms 

The main objective is to assist the transition of the Government's role from an actor in the market 
to a private sector facilitator by improving its performance in regulating a market economy. 
Assistance could provide specific long-term assistance for transparent, efficient and modem 
judiciary procedures and training (through the Sri Lanka Law College). Short-term technical 
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assistance could also be provided for specific policy and legal drafting efforts through the 
recommended Policy Reform Support (PRS) project. 

Initial work would include an overall assessment, preparation of an overall project framework and 
contractor plan to carry out identified activities. This effort should take about.six months. 
Follow-up would be provided by a one or two-person team, with one person :focusing on 
education program design and curriculum development and the second person -focusing on 
orienting the judiciary system tcwards dealing with commercial law. Short-term assistance would 
be a necessity for short-term training and other technical areas. A tie to a prominent U.S. law 
school, with a solid record in international business law, would be ideal. 

Components of the project would include: 

Law school long-term commercial law program development, curriculum development and 
teacher training; 

Short-term training for current lawyers and judges via the Bar Association and the Judges 
Institute; and 

Judiciary system process and procedure development for commercial law application. 

It should also be noted that the World Bank is considering several technical assistance efforts in 
regard to commercial and financial law and policy development, such as the Banking Act, 
Companies Act, Fair Trade Commission Act, tax policy, etc. Any USAIDISri Lanka effort 
should be coordinated with the World Banks efforts. The Asia Foundation has also provided 
short-term assistance in this area (short-term trai~hg, Law School class material preparation, 
books and journals, etc.). This is definitely an area where efforts should be coordinated and 
expanded. For instance, the World Bank is providing assistance to the Registrar of Companies 
Office, mainly aimed at providing much needed computerization. The office also requires short 
term shff training that can be coordinated with World Bank efforts. 

Prioritv 5: Companv-S~ecific Transaction Develo~ment 

a. Private sector development need 

There needs to be continued assistance in technology acquisition and market development, as well 
as emphasizing additiond areas such as management, production, and environmental aspects of 
commercial operations. The TIPS and AgEnt projects have proved that there is a demand for 
demand-driven transaction-oriented facilitative assistance provided on a cost-sharing basis. 
However, these projects are only touching a small segment of the business population, even 
though they have pro:?en to be highly successfX There also needs to be an emphasis on 
provincial as well as urban private enterprise development. 
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Any effort should begin with the emphasis on developing a self-sustaining institution over a 
specified time period, and developing a sliding scale of grant assistance over a number of years 
and especially to repeat clients. 

b. Assistance modes and mechanisms - 

The Mission has prepared a concept paper for a project to meet the above needs. Called the 
Sustainable Enterprise Technology (SET), this project is consistent with current USAIDISri Lanka 
goals and objectives and consistent with the findings and recommendations provided of this 
report. An emphasis must be placed on establishing a self-sustaining institution that becomes less 
reliant on providing grant money as a company's incentive to receive services from the 
established entity. There are several successful efforts that can be used as a model. 

The project should enlist the chamberslassociations/federations and other potential multipliers to 
reach out to areas outside of Colombo. This "network" development should not have a financial 
cost since the multipliers should communicate this project as a service to its members. A prime 
intention of SET is to support development of provincial small and medium business should be 
actively pursued. 

The project should not concentrate on bringing only large company U.S. business specialists, but 
also attract more small and medium-sized company specialists who are familiar with current 
technologies and ways of doing business. 

C. Development of USAIDISri Lmka Program Management and Capabilities 

While the above recommended strate,gy is targeted, USAIDfSri Lanka must face the realities of 
the USAID-wide funding situation. During the third generation of projects, funding levels may 
be decreased or Mission personnel shifted or reduced. While past experience has shown an 
integrated Mission approach, such integration may become more of a necessity in future years. 
Streamlining activity in the above concentrations (e.g., integrating the ongoing PPI Project and 
Housing Program with the Private Sector Development Office) will help insure integration and 
an efficient use of expatriate managementfstaff, local staff and consultant resources. 

The projects recommended are mainly oriented towards technical assistance, not grants or loans. 
Past PSD experience indicates that this type of funding is manageable and can be utilized 
efficiently. The approach, with an emphasis on sustainability, also multiplies the investment 
return of each U.S. dollar. Impact is intended to be both immediate and long-term in forming 
the proper institutions, laws/policies, and human resource capabilities. 

Minimum staff levels needed to implement the strategy would include a Chief of the Private 
Sector Development unit, plus a Private Enterprise Officer. Each project should also have an 
assigned project manager. Local staff are capable of performing these project management roles. 
A maximum of 2 or 3 local staff are sufficient to assist in project management, depending on 
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which programs and projects are adopted and when existing projects are terminated. Other 
Mission management and staff inputs would also be provided, such as for the PRS project. 

The main output of such an approach is to show the Government, private sector, public and the 
donor community that USAID has a responsive and tailored program that is results-oriented for 
the short- and long-term. 

D. Coordination with Priorities and Programs of Other Donor Agencies 

As indicated above, there has been informal coordination among the donor community. 
USAIDISri Lanka private sector development activities have been on the cutting edge for Sri 
Lanka. USAIDISri Lanka's reputation as a leader in this area provides other donors with the 
ability to concentrate their efforts in related areas, providing an overall net of assistance to 
facilitate and sometimes catalyze economic policy reform. 

There are areas for firture cooperation, mainly in legallregulatory environment development and 
addressing major macroeconomic policy reforms, such as monetary policy, privatization of large 
SOEs, privatization of other government services and entities not yet identified, tax reform, trade 
liberalization and public sector expenditure reduction. Specific areas of cooperation are identified 
in the above recommended project descriptions. The PSD unit personnel should continue to 
update other donor institutions on activities and follow the activities of the other donor 
institutions to prevent duplication of effort and potential activitylpolicy conflict. A streamlined 
pursuit of a policy reform agenda would best serve the complementary interests of USAIDISri 
Lanka, other donor agencies, the Government, and the private sector. 

In addition, USAID's linkages to the private sector (companies, associations, chambers and 
federations) is unsurpassed among the donor community. USAID should use the information 
obtained from this network to supply information to other donors on private sector policy reform 
and project initiatives. This network should also be used to support USAIDISri Lanka's 
objectives in discussions with the Government and other donor institutions, adding substantial 
leverage to the Mission's policy reform and project efforts for the benefit of sustained 
development in Sri Lanka. 
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-- - - 

Chapter VII. CONCLUSIONS . - 

A. Findings 

1. Major Goals and Objectives Appropriate and Aclzieved. The major USAIDISri Lanka 
Mission programs for private sector development have achieved most of their goals and 
objectives; and those goals and objectives have generally been in consonance with the 
policies, priorities and programs of the Government of Sri Lanka. 

2. Effective Collaboration with Counterparis. The Mission has worked closely and 
effectively in Sri Lanka with both the Government and private sector in both design and 
implementation of private sector development programs. 

3 .  Facilitation of Public-Private Secto~ Dialogue. USAID encouragement and assistance 
h a  facilitated public sector-private sector understanding and productive interchange and 
cooperation through a system of monthly meetings between business leaders and senior 
government officials; but the Government has not yet clearly defined its role in a 
changing, market-driven economy where the private sector will be the dominant driving 
force. 

4. Need for Continued Economic and Regulatoty Reforms. The Government's past and 
existing policy framework, legdregulatory environment, and liberalization efforts have 
been largely successfd in bringing the country to its present improved economic status, 
but require reform and refmement to meet new and more sophisticated international 
competitive challenges in the future spawned by past successes. Middle and lower levels 
of the bureaucracy are still control rather than service-oriented, 

Increased Competitiveness of Sr.; Lankan Enterprhes. The Colombo-based business 
community has matured considerably in recent years and is increasingly sophisticated, 
confident, and internationally competitive. Overall, the private sector has become a more 
significant contributor to GDP, employment, and tax revenue generation. The 
manufacturing, service, and construction sectors are diversifjling and progressing, while 
most of the traditional agricultural crops, particularly in the heavily state-dominated 
plantation sub-sector, have been stagnant or declining, thus holding back a overall healthy 
agriculture sector. "Other" categories of production and export for the manufacturing and 
agricultural sectors are showing positive growth trends. 
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Improved Capital Markets. The improvement in the functioning of the Colombo Stock 
Exchange and the launching of the Securities and Exchange Commission could not have 
been accomplished as well without the encouragement and assistance of the USAIDISri 
Lanka Mission. - 
Business Management Constraints. Management and business administration education 
is presently inadequate, not geared to professional, practical business issues and needit; the 
need is for improvement in both short and long-term business and management 
educationltraining, English language skills are inadequate (particularly in provincial 
areas), seriously inhibiting fulfillment of the private sector's potential in today's 
competitive market. 

Need to Increase Public Understanding of i I +  rtization. Public cofl~dence in the 
Government's privatimtion program has lagged d'kr a promising beginning. While most 
of these deficiencies have been corrected, negative perceptions persist among the general 
public. There is a z e d  for a renewed public awareness campaign to increase 
understanding of the nature and goals of the Government's privatization effort, particularly 
since the Government will soon be confronting very difficult decisions related to 
privatization of larger, more complex SOEs. 

Gap in Support for Provincial Private Enterprises. There is a gap in assistance programs 
between what is provided through socio-economic programs for micro enterprises in rural 
areas and to larger, more complex companies mainly in the Colombo area; a significant 
group of small and medium-scale enterprises in provincial business centers do not 
generally receive the assistance their potential importance for expanded activity, 
employment creation, and income generation warrant. Provincial chambers of commerce 
are presently too structurally and hctionally weak to play their proper role in promoting 
provincial business development. However, there are concerns as to how to best provide 
effective private sector assistance at the provincial level. 

Land Tenure Problem. Prospects for developing substantial activity among larger 
agriculture-based enterprises in nual asas will be minimal until questions of land tenure 
are resolved. 

Commercial Law Constrainis. The legal cornanunity needs to develop greater expertise 
in commercial law to ellable it to better serve the needs of the business community. 

Lack of Long-term Debt Instruments. Financial markets currently lack long-term debt 
instruments, which is severely limiting investment potential and economic growth. High 
interest rates are hindering economic diversification, investment and, especially, small 
business development. 
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Dhtorting Tax, Trade, and Investment Regimes. Present tax and trade regimes, and 
incentive systems are overly elaborate, codbsing, and regressive, causing market 
distortions and impacting negatively on domestic investment. 

Foreign Investment Constrain& Potential for major increases in foreign invixtment in 
Sri Lanka is limited because of security and political instability, an iMexible and 
politically sensitive labor situation, infrastructure bottlenecks, and lack of transparency in 
the IegaVregulatory environment. 

Recommendations 

Human Resources Developnrent. Support programs promoting private short and long- 
term human resources development, particularly in management, finance, accounting, 
marketing, personnel administration, and legal affairs. 

Capital Getreration. Encourage capital generation through support to efforts aimed at 
improving financial sector institution operations and developing additional debt 
instruments. 

Macro-Economic Policy Reform. Provide policy inputs, guidance, and training on major 
m.acroeconornic issues that are impediments to private sector development. 

Legal and Regulatory Reform. Help insure a "fair and level playing field" between 
public and private sectors through legdregulatory reform and development. 

Enterprise Dtwelopment. Continue and expand efforts to encourage transaction-based 
marketing information and technology dissemination. 

Lessons Learbed 

Impact Greater W ~ e n  Assistance is Demand-Driven. Programs dealing directly with 
private enterprises hctioned more effectively and achieved greater impact when the 
assis.tance was demand-driven. In such cases, the client fm had at least identified a 
problem or an area for investigation, realized (or were made to realize) that something 
shodd be done about it, and requested targeted assistance, In the case of technical 
assistance involving IESC-VEs, the furn also had a fmancial stake in the project, an added 
incentive for effective use of the assistance. A corollary lesson is that the nature and 
value of the assistance must be promoted to increase awareness leading to the demand 
factor. 

"Hands Off* Approach Pays Off. The "hands off' policy of both the USAID Mission 
and the Government of Sri Lanka in regard to business transaction program operations in 
the TIPS and AgEnt projects paid handsome dividends. 
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3. More Attention Should Be Paid to SustainabilJty. A review of USAIDISri Lanka 
projects and programs indicates that long-term effectiveness of the programs could bl: 
better assured if more attention is devoted to sustainability concerns when desig~hlg 
programs. This was especially noteci in the cases of TIPS, AgEnt, PPI, and the 
component of PSPS dealing with strengthening of chambers of commerce. If siuch project 
are not concerned with sustaining their respective implementing entities-dler project 
completion, "sunset provisions" should be included in project design. 

4. USAIDISri 4anka Private Sector Developmenr' Program Success Factors. The general 
success of private sector development programs designed and implemented by USAIDISri 
Lanka is due to many factors. Three special traits stand out that could benefit other 
programs: 

a, In-house coordination and integration. USAIDISri Larka has stressed coordination and 
integration among Mission programs and offices; 

b. Extensive public and private sector network USAIDISri Lanka has gradually 
developed over the years an extensive network of capable, committed, and influential Sri 
Lankans in both public and private sectors to draw upon foi advice and counsel and 
appropriate action; and 

c. Working on both policy and enterprise levels. USAIDISri Lanka has shown clearly 
that private sector development programs have a better chance of success if the 
programming approaches and mechanisms involve working at both the policy and 
enterprise levels simultaneously. 
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SCOPE OF WORK EXHIBIT 1 

USAIOfSRI LANKA PRIVATE SECTOR DEVELOPMEIUT PUQORAM: 
IMPACr AND OPTION6 

a 

+ J 
IAQ -jtfftV_llgY 
USAlOISri Lenka Private Seotor Dovolopmcnt Program: IfnpOOt end Options - 

;tS- h .  

T1w purpose of this study ic to provldo USAIDISri Lanko wtth: (1) an assessment ot 
the Impact of the Mlssfon's prlviite sector actlvltles to date; (2) en onslysle of the 
successes and failures of the Mlsslon's prhmto sector nctlvltles; and, (3) 
recammendetfons for the Mlsslon's future prlvate sector development actlvltles. 

3.4 ' - Da-hIuuw coww 
Due to  its strategic locatlan on mnjor shlpploo routes, Its famed splces and precious 
stones, Sri Lanka has had a colorful lrl~tory of hav ln~ en active trading communlty. 
Neverthelejs, from the middle of the nineteenth century the private trading communlty 
was subsumed by the mitiah colonlal administration whkh began to control a major 
sharo.of oconomlo acthri  particularly wlth re3:bect to the provlslon of gssential 
sorvloos. Privato businoss ~otivlty w a ~  eonfined to the glantetlon8 and export, Import 
and retell trades, which for tho most part were dominated by expatriate (Britiahl firms. 
Even durlng tho early twontloth oantury, laok of access to oredit from expetrbte bonke 
kept Indigonous entreproneun within tho traditionally land-owning bushoss 
communky. Thus, untll ebout the mld-1950'6, a clesslc dual economy, with an 
oxponsrlented axpetrfetg plantation sector separated from a indiganoug peasant 
rubsistence sector persbted In SrI Lanka. 

'even wlth Independence In 1948 and grea'lor ~.rj[t.rulo, state domlnatlon of economlc 
aclivlf/ remzlned the norm as the c~!onlai admlnlsfratlon was transferred to 
indigenous control. I r r  1958, a newly elected government made a cansclous move 
toward Industrialization with a view to endlng 'economic dependence", by embarking 
on an import substitution program with import controls, direct government 
involvement In production activities and direct controls on trade and finance. State 
domlnatlon In Industry and servlces continued to grow throughout much of the late 
1 EiO's and 1960% with the private sector relegated to primarily import substituting 
industry and consumer goods. During the early 1970fs, the public aector further 
consolidated Its power beso with the nationalization of large private companies, a 
number of service industries end most of the plantation sector. 

In 1977, the United National Party (UNP) moved away from this soclallstsriented 
oolicy ~nvironrnont that ~dominotcd tho proccding douade and ombarkod upon a 
swcooing llbcaallzatron of tho coonomy, involving a seria of reforms of industriel and 
trade policles~ The previous government's policies had ereated an envlronment where 
competition was limited and lndusrrios developed only as lmporc substituting ectlvltles 
behind highly protecttve barriers. The posr.1977 perlod, In contrast, sought to 
promote the prlvate sector and, by a number of Incentives, resuscitete It to the  poir~t 
where It could become the engine for economic growth. 
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Throughout the 18809 andl early 1890ds, tho Qovernmant of Srl Lanka 10SL) has 
oontlnuod to undattoko otopsl aimed at strongthanlng the role of market farcar and the 
vrivete eootor In tho ocorlomy through roducod price controls and subsidies, 
devalua~tion of tho rupee and rationalized exchange rat0 policy, liberalization of 
Import@, promotlon of axporte and foreign Investment, ond ~rivatltatlon. 

Sri Lanka'o private sector hacr, by and largo, responded to thk Improved onvlronmont 
for 'doing buolneso' by Incroaslng investment in productive enterprice6, vertloui@ty 
labor lntanslve Indu~trleo. In uddltlon, SI1 lanka has begun to anraot inoreeslng 
amounts of forelgn direct and lndirsct Investment, Still, Sri Lankef6 Qllvate 6eOtOr 
condnu~a to face o number of challenges: a @mall domestlc market; the need to 
become more lnternatlonally eompetltlve In exporr markets; dlfflculty In attracting and . ,. .. 
moblllzlng longmrrn lnvestmunt capltal for buslneso expansion: and, the contlnulng 
negative impact of the war In the nonli end east. 

9$ on ihe U 5 # I D I S r l l  
Coinciding with the GSL1s mawee to strengthen the role of the private sector in Ilie 
economy in the 19t10°s was n recognition bj, USAID of the development impact of 
providing essiatanoe to Srl Lunka's emerging privata sector, In the mid-1980'5, 
USAID made tho strengthening of the private aector a corneratone of Its development 
strategy for 6ri Lenke. Taking advantage of the improved overall uolky environment 
for private enterprise in Sri Lanke, the Mission thus began to develop its first "true" 
private sector projects. 

The Private Enterprise Promotion (PEP) ProJeot, started In 1083, was the'~iselon'8 
first dedlcatod private-sector prolect, Under PEP, USAlO financed e number of 
ocflvltles almed at stlmuletlng the formetion and growth of prlvate enterprlses. Malor 
components under this pmject Included: (1) esrabllshment of a prlvate Srl Lanka 
Business Oevelopment Center (SLBDC) whlch became the lmplementlng agency for 
the other four components; (2) Investor se~ lces and promotlon; (3) econornlc and 
business policy formulation; (4) management development; and, (5) entrepreneur 
developmnt. Evaluaiio~~s of the project, however, concluded that it fell conskierably 
short of @xpectatlons end it was nut extended beyond its scheduled completion in 
1988. 

In 1984, the Misslon ;nftiated collaboration with the International Executfve Sewice 
Corps (IESC) through IESC's Volunteer Executive (VE) Program. This program still 
recclves support from USAID. Under the VE Program, retired volunteer 
businesspersons from the U.S. are placed with local private firms for period8 of up to 
three months. The VEs provlda technical expertise in such ereas as production, 
packaging, marketing, management end strategic planning. The VE program in 6ri 
Lenka has been very active, with over 140 VE ossignmonts now oomplotod. 

Concurrent with tho cornplotlon of PEP in 1888, the Mission iclcntified the persistent 
imbalanco between the Government and the private sector as a 6erl0~6 constraint to 
private sector development in Srl lanka. Public ownership of private enterprlses. 
hesitant promotion 'of competition, and a mlx of over-reguladon counled wlth 
lnadaquate eofar'cement were seen 8s undermining the economic p o k y  reforctis 
lnltlated by the Oavernment. Since private sector developmerit ~ 8 s  recognized to 
proceed In marly dinienslons, the major activities of a new project, the Prlvate Sector 



Policy Support Pnjsct (PSPS], wen formulated to address identified weeknesses in 
the existing ecanomfostructure end 'lessons learned" through PEP, including tho nocd 
to: (1) strengthen the oontrlbution of ~rivete sector chambers and asauoiations to the 
formulation, enpraise1 end implementation of mrkot-orlonted oconomio D O ~ ~ C ~ O S ;  (21 
assist the GSL in privatitlng stoto.ownod ontorprisos {SOEs); end, (31 develop the 
capeoity of Sri Lonkir's financial rnarkots, pmkularly the capital market and 9mergl~g 
tinenoiel lnetltutions 8uch as venture capltal companies and mmhant (InvostmQnt) 
banks. An interim evaluation of this onqolng project was completed in 1991 _and 
concluded ;hat the project had, 'tor the most part, been vary successful. It Is 
anticipated that the Mlsslon wlll contract out separa;oly for a funher review of the 
impact of the projecr's prlvatlzatlon component. 

Tho Mahawell Enterprise Development (MED) Proj-, s t a n d  In 1989, was d e s l ~ n ~ d  
lo  yrovldecornpsehenslvesupport for prlvate enterprise in the Mahsweli reglon. Malor 
activitles of this ongoing project Include support br: (1) the developmant of sound 
pollcles to permit private sector growth; 22) manaoement and training assistance for. 
exlsting and asplrlng entrepreneurs; (31 Investment promotion aimed at potential 
medlunk and larpscale enterprises. Because of its close linkage with sgriculturaland 
rural development and MEWS "better fit' with the Misslon'a ag~iculturol portfolio, tho 
project was *rransferred to the Office of Agriculture and Natural Resources (ANR) in 
late 1992. A mid-term evaluation of the project, completed in Barly 1993. ooncluded 
that the orolact had been ruccessful In meeting terQets for micro and smell enterprises 
but kss succemful In promoting modium- and largo-scale investment and agro- 
enterprises, largoly bocause of land tenure and infrastructure issues. , , 

The Technology Initiative for the Private Sector (TIPS) Prolect was started In 1991, 
with thc purpose of increaslng the lnternstlonal compothlveness 2f and employment 
In 6ri Lanken private Industry. The project ldentlfled fnsufflclent demand for 
rrewlimproved technolog!sr by local flrms as a major constraint to thefr 
competltlveness. Key prolect components Include: (1) undertaking promotional 
measures to generute demand for newJimproved technology by local firms; (2) 
provldlng technology grants on a cost sharing basis ta locat firms seeking 
newllmproved technologies; and. (3) p~ovlding local firrna low cost, rapld and reliable 
access to inforrnatlon on i~iternattonally available technology and internstionel market 
condltlons. Ur~der TIPS the Misslon is also providing supoort to the GSL counterpart 
ministry, the Minlstry for Inclustrles, Science and Technology (MIST). In carrying out 
a riumber of poky studies related to the government's lndustrielizotion and trado 
stratryies. The Mission's assesffrnent of the project thus fat Is that It Is progrcsslng 
well. An Independent interim evaluation of the project h scheduled for cornplotion 
durirrg August 1993. 

The Agro-Enterprises (AGENT) Prbjoct, which was sterted by the ANR Office In 1992, 
is focuaed on developing privoto egro-ontorprises In Sri tanka, Through the provision 
o f  technicel assbtanoe in such m a s  os egro-onterprlse business planning, production, 
~rocessing and marketing, couplod with 8 grams program, the project alms to asslst 
Sri Lankan agro-enterprises to develop new agro-products end export markets. 

Tho ~romotion of Private Infrastructure (PPI) Project was started by the Mission's 
Projocte Office In 1992. The purpose of the project is to assist the Government of 
Sri Lanka to develop a market for private financin~ and management of infrastructure 
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Projects In Sri Lanka, Thls is to be accompllshed by utilizing Bul~d-Own-bperate (600) 
and Build.Oparate-Trenafer (BOT) epproaches in such sectors as telecommunicstlons, 
Power, transport, water and westeweter, end solid waste. 

In addition to the above bilateral projects, In 1988 the Mission inldated a local 
curronoy prlvatc sector lending program under the PL 480 Program (food old), the 
'Section 108' Program. Under the program, local cuirency wa9 m d e  avellableqii 
private financial intermediaries to flnanco privoto productive enterorises at market 
rates. Five local financial Institutions were included In this orogrcim. While the 
program has not been subject to a formal evaluation, an Informal assossmont of the 
loan program lmplornented by one of the panlclpeting financlel institutions was . . 
completed In 1991. The assessment concluded that the program had helped thie 
panicular lnstitutlon begln 8 small loans scheme that h would no1 otherwise have 
begun. 

Finally, the Mission has cooperered with the A.l.D./Washhgton Private Enterprise 
Bureau (PRE) Loan Portfolio Guarantee (LPO) Program slnce 1988. Under tile LPG 
Program, the U.S. Government provides private financial lnslitutions wllh a Quaranlee 
of 5096 for a loan poRfollo for small and medi~m enterprises. Six local financlal 
institutions have panlclpazed In this program. The program is currently In a wlnd- 
down phase because of e directive from the U S .  Congress to terminate the program 
worldwide, 

USAIDISri Lanka's Office of Private SQctOr Dovoloemont's (PSD) current projoot 
portfolio: theamended PSPS Project, which was started in kte-1882, and TIPS, whkh 
was discussed above, In addition,, PSD conrinues to provide limfted management 
oversight for the PL 480 - Soctlon 1'08 and LPG programs. 

Under the PSPS amendment, the prolect continues provldlng qsslsrence almed at 
broadenlng and deepening financlal markets In Srl Canke, focuslng on the funher 
development of debt and equity mrlcets and the necessary regiilatory and institutional 
framework. The private sector cham~ers/associations and pr~vatfratlon components 
will conclude in July 1993. 

Finally, PSD conlirlues lo s w e  as a lecl~nical resource for other offices in the Mission 
on issues related to private sector development. This has become all the more 
important in light of the private sector approaches whlch ere now being utillted in 
sectoral projects outside of PSD, such as those in Infrastructure [PPI) and agriculture 
(AGEMI. 

LQ - 
USAID/Sri Conka's private sector dcvoloprnont offorts hovo boon among tho most 
active end Innovotive In the ragion. Thcso cffons hovo includod both privato scotor 
policy elements end aubstential direct support to private firms. The Mission's privato 
'sector activities ate now at 0 progrommotio crossroads. Tho "flrst gcncration" of 
private sector project8 is coming to a close, for example, business 
~hambers/associations a6slstance and tho privatization program. New and follow-on 
activities are either underway or planned, and other Mlsslon offices outslde of the 
Office of Prlvate Sector Development (PSD) are proceeding with private sector 
approaches In their sectatdl projecls. In addilion, A.l.0.'~ strateglc objectives are 
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changing, as well as the development asslstance needs af Srl Lanka. Hence en 
outside, independent assessment of where USAlD has been with privete sector 
development in the country and where it mlght go in the future 1s due. 

As stated in Section 2.0, the purpose of thb study is to provlde USAlDlSrl Lanka with 
both a summary and assessment of its private sector asslstance program, and to make 
recornmendotions for the Mission's future privete sector essktence program. As paq: 
of the assessment, the study will Include a review end analysls of the Misslon'a 
prlvete seotor portfolio, with a focus on the Ofdice of Privete Sector Development 
(PSD] portfolio, and wlll identify mojcw strengths and weaknesses In the progreni, ea  
well as accomplighments. in addition, within tho contcxt in which future projects in 
Srl Lank0 will operete, the study will identlfy and recommend new opportunities 
and/or modes for USAlD assistance aimed at promoting prlvate sector growth. 

mues and Questions tor Sp& 
The study wlll be deslgned and lrnplemonted In a manner that wlll provlde ernplrlcal 

(Le., evidence}, ~oncIus(on. (1.e.' Interpreratlons end judgements about 
findings) andrecomrn-related to the Mission's private sector ectlvities, whlls 
answering rhe questions listed below: 

a. What has been the development impact (e.0.. economic growth, 
employment, incomes, trade and inmstmem, enterprise growth) of 
USAIDISrl Lanka's private sector activities? What are the malor 
aecamplishments of these activities? Whet are thelr major strengths end 
weaknesses? To what extent have private sector activities contributed 
to USA1D;SrI Lenke'n overall development strotogy as outtinod in Its 
Stmteglc Framework FY 1932- 7996 and tho Pivgr8rn Pcdormence 
Informetion Sy8Zem for Stmlegic Managomcnt (PRISMI? 

b. P e l e v ~ e  and P-: How relevant have USAIDISri Lanka's 
private sector ectivltle$ been to Srl Lanka's development needs? In light 
of ourrent economlc conditions In SrI Lanka and the GSL'o stated 
development objectives, are USAID/SrI Lanka's current prlvate sector 
activities still rslevant? Have USAlDlSrl Lanka'e verlous approaches to 
carrying out private sector actlvltles been epproprlate? Has there been 
a proper balance between direct support to the private sector and 
support for publlc sector institutions Involved with private sector 
development? To what extent have the Mission's past m d  ongoing 
private sector projects (Private Enterprise Promotion (PEP], Mahawell 
Enterprise Development IMED], Prlvate Sector Poky Suppo~ Project 
[PSPSI, Technolo~y Initiative for the Private Sector [TIPSI, Agro- 
Enterprises [AGENTI, and The Promotion of Ptivate lnfrestructure (PPII 
Project) been effective and 8uccessful in increasing private sector 
growth? 

c. R_eletionahi~ $,Q-Q&! Privete Sector OevalQpmnt PLpgtamEilPlolecg: 
Whet is the extont of the relationship between USAlDlSri lenka's private 
sector activitias and programs/proIects supponed by other donors such 
es the World Bank, Asian Development Bank and other bllaterel donors; 
aro thcre opportunitlee for better coardlnatlon/cooperatlon? What Is lire 



relationship between USAiDISrf Lanka's prlvate sector activiths and GSL 
ministries and orgenlzations lnvolvcd with vrlvete sector development? 
Should there be closer cooporetion with these minfstrles endlor 
organizations? What Is the relationship between the USAlDlSri Lenke's 
private sector actlvitles implornentcd by tho Office of Private Sector 
Oevelopmenr (PSD) and Other ongoing progrernslprojects within the 
Mlsslon (e.g., ~gro-Enterprises fAgEnt], Promotion of Private 
Infrastructure [PPI), and the Housing Program)? Are PSD projects being 
implemented In a fashion whlch b complementary ro these other 
projects? Is there any evidence to suggest dupllcatbn In programming 
or 'opportunltles lost" In terms of boner coordlnatlon among the 
Missinn's v8rlous private sector oriented projects? 

d. C Futu n re Pmnremmfn~: Whet are the 
principle 'lessons learned" with respect to USAIOISrl Lankars private 
sector activities to date? What mechanisms appear to be most effective 
hg., policy reform, business promotton, grants, finance, technical 
asslstence, etc.)? Within the context in which future private sector 
projects h Sri Lenka will operate, end besed on USAID'a comperative 
advantage. A.I,D./Washington's ~rogremrnetlc mandate, end evaileble 
rosourccs, what ore the ootions and rccommondad modoslmoohonism 
for future USAID asslstanoo slrnod at promoting private sector QrOMh? 
Should thers be a focus on privflte sector policy/reguIatlon6 and 
improving the prlvate sector 'enabling environmenta (for,:example, 
financial markets or business servlces and education) or direct asshrance 
to private sector firrns/organlzations? What about the role of 
mIcroenterprlse development In future private sector actlvlties? 

&z statementof- 
In addressing the questions and issms listed in Section 5.1, the contractor will 
perform the following tasks: 

1: Carrv 
Defore departura for Sri tanka, the contractor shall become familiar with the 
USAID/Srl Lanka private sector activities and issues by reviewing the following 
documents to be provided by USAIO: 

"A.I,D.*s Private Assistance Program et e Crossroeds, US. 
General Accounting Office", December 7982. 
USAIDISri Lenke Strategic Fromework FY 1992-1996 
USAIDISri Lenka Program Performance Information System for 
Strategic Management (PRISM) 
USAIDISrl Lanka Pollcy Agenda Matrlx 
Selected Project Papers (PPs) 
Selected Prolect Evaluation Repons 
Project lmplementatlon Revlews (PIRs) 
Wbrld 8ank Pollcy Framework Paper (PFPI for Srl Latike (1 992.95) 
Sri Lanka: Country Economic Update N93, World Bank. 



Tho contractor shall meet with A.I.D.IW staff in the Private Enterprise (PRE) 
Bureau and the Asia Bureau to d.i8cuss tho status of the Agency'a prfvete 
rector programb and future programmatic direotions. Tho oontmctor shall also 
vlslt wlth sraff In the A.I,D. Center for Devoloprnent Information and Evaluation 
(CDIE) to revlew approprbte doouments related to rooont assessments of 
A.I.D.'s prlvate sector progrems, both at the Misslon lcvol and worldwide. 
Based on dlscusslons with A.I.O. staff and a review of appropriate documents, :4' 
the contractor wf11 summerlze whet types of private sector programs appear to 
have been successful In the past, and what typos of programs wlll be 
acceptable, lrom A.l.D.Mlasf~lngton's perspecthre, In the future. 

In addition, the wntrecior will visit with WorM Bank staff In Washlngton, D.C. 
who are responsible lor manitorlrig a~id implementing the Banlc's Sri Lanka 
program t Country Department Ill, South Asia Region). 

Before departure for Sri Lanka, the contractor will flnalixe a workplan for the 
field work in Sri Lanka. This will Include the preparation of evaluation 
instruments and criteria, interview forms, ete. The contractor will also initiate 
oontacts wlth looal-hiro staff (or tho loco1 flrrn) In Sri Lanka so that oollootion 
of information may bcgln In advance of tho oontractor's US, staff arrival, 

In Sri Lanka, the contractor will carry out the following t88k6: 

Task 2: Assess Private Sector Activities' lmbact and Relevma m e  qontrector 
will review and eotess the overeli Impact (e.g., economic growth, employment, 
Incames, trade and Investment, emorprlse growth) of the Mlsdon's past and 
ortgoing prlvate settor &ctivltfes. Within the economic context of Srl Csnka, the 
contractor will assess the relevance of USWDISri Lanka's private sector 
activities. This assessment win include information derived from a thorough 
review of varlous USAID project documents, reports and available project 
evaluations. 

3: of Priv- The 
contractor will assess and summarize the effectiveness of the Mission's private 
sector activities in terms of the mode/mechanism of assistance and relative 
success in achieving stated objectives. Besed on this assesamant, the 
contractor wlll Identify the major successes end follures of the omtios ond 
determine whloh modes/mechonisms of assktanco havo boon most successful. 
The contractor will also dotormino which scctors havo boon most receptive to 
change. In addition, the controctor will ossoss tho intor-roladonshlps among 
the Mission's various private sector activitlelr and identify any actions needed 
to be taken to Increase effectiveness endlor aLoM duplication. 

l i l a s k ? F ; ' s  Prhrate Secw A n l v I m  
er Donor and GSL Proararq The contractor wlll assess the relatlonshlp 

between the Misston's prlvate sector activities and other donor and 
Government of Srl Lanka (GSI.) programs. This will Include a comparison of 
program approaches and emphasis. The contractor wlll Identify any 
opportunities for closer cooperation with other donors and the GSL. 
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W 6 :  Identlfv ' Learnedm andQ~i@ns for Fu- Based 
on the above [ a s b e o n t r a c t o r  will idontifv ~ r i ncb le  .lesaons learnedm with 
respect t o  USAID/-~ri Lanka's private sootoracthAtiea. In light of the future 
context (Srl Lanka polioy envlrorrmont, level of development of Sri Lanka's 
emerglng prlvate sectorl Other donor programs, UBAID end A.I.D. strategic 
objectives, end resources) in which private sector projects will operate, tbe 
contractor wlll also present a prloritlzed list of options and recommcndod 
rnodes/mechanlsms for USAID private rector development a6sistenco ovcrtho 
next five years. 

Jask 6: R r i e f i u  Preomion of Draft -1 R ~ D O Q  
t h e  contractor will present a number of brleflngs and prepare draft end final 
reports. 

I i 3 M  
The contractor will utilize the follodng methods and procedures: 

s A l  R e s e a t c h a n d ~ ~ ~ ~ f , R ~ l ~ y a n t ~  
Resezrch will include, but not bo limitad to, o review of the f~llowlng: 

a. USAlD docurncntotion. including Project Pepera, perlodic reports and 
project tiles; 

b. USAlO Contractor and Grantcc workplans and ropons; 
c. Project Evaluation Repons; 
d. Other donor reports (World Bank, Aslan Development Bank, and bilateral 

donors); 
e. Prass and other Independent reports on the development of Srl Lonka's 

private sector. 

USAlD will cooperate, tc the maximum extent possible, wlth the convector In 
providing access to  appropriate, non-sensitive documents. 

~~ 
The contractor shall conduct interviews with individuals from the following groups 
involved directly with the USAIDlSri Lanka private sector activities or indirectly wlth 
the development of Sri Lenke's private sector: 

a. USAlDlSri Lanka stoff; 
b. USAlDlSri Lmko contractors end grantees; 
o. GSL counterpart agencies' ataH; 
d, A broad oross seotion of reprcscntativos of privato sactor firms who 

have participated In and/or benefitted from USAlO private sector 
projocro: 

e. l n d e p e n d e n t o b s e r v e r s ( b u s i n e s s p e r s o n s , ~ a t i v e s ,  
c~nsul tants~ accountants, academics) of prlvete oector developrnsnts in 
Sri Lsnka; 

I. Other donor representstives, Including the \Norfd Bank, the IMF, rhe 
Asinn Development Rank, and bilateral donors. 
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USAID will assist thc ovsluation toom in sctting UP apvointmonts for tho above 
interviews. 

@.& ~nt rac to r ' s  Tarn C n m ~ o s l ~ e l  of E@2U 
The evaluation will bo conducted by the contractor's study team, conslstlng of a 
Team Leader/Senlor Strategic Planning Specialist (Senlor Trade and Investment , 
Pronmiori Specl~lllst), a Senior Buslness Developmen; Speclallst, and a local-hire:' 
Re~earch Speclallst (Staff Buslness Oovelopment Speclallst). The contractor wlll 
prepare a report whlch addresses the Issues and spoclfic questions Idontifled In 
Secllon 5.1. The contractor's study team will mnslst of the following professionals: 

P a m  Imder - Senlor Stra$alc Planniqg&y~blist lSenlor T r a u  
u: The team leader wlll be responsible for 
planning, coordlnatlng and executing the overall study. As team hader, this 
Person will manage the study and ensure that reports are completed as 
required. The team leader will provide technical expertise related to 
deterrninlng the impact. relevence, end effectiveness of the Mission's private 
sector activities. As such, the team leader should havo oxtonsivo cxpcrionce 
in oorrying out prlvoto sootor program asscssmonts and ovaluations, preferably 
for A.I.O. In oddition, this porson should have demonstrated experlence In 
carrying out strategic planning exercises, with an exceptional ability to 'map 
,ourm future directions and strategigs for publlc and/or private secror 
organlzatlons Involved with privare sector development In developlng countries. 
The team leader should hold a rnlnlmum of a MS or equivcllent,$ogree In 
management or econornlcs (or a related field) and have e mlnimum 01 ten years ' 
of relevmt professional wurk experience. Previous experience in Sri Lanka or 
slmibr countries is highly desirable. 

Q: This person wlll provide technical 
expertbe In a vary broad range of technical specialtlas including private 
enterprise devalopment (business planning, management end marketing), 
business organizatlons8 development (chambers and association31, promotion 
of trade and Investment. financial markets development. and privatization. This 
person will preferably have both direct operating business ex~oricnco and 
experience In the development end implementation of privoto soctor assistance 
projects/programs in developing countries. Thls s~eciallst should have o 
university degree In e field related to businesa monagomcnt or an cquivalcnt 
degree end e minimum of ten years relovont profossional work experience. 
Previous experience In Sti Lanka or similar countries ic highly desirable. 

-arch S~eclallst (Staff Buslness Oevelo~rnent m: This local-hire 
speclallst wlll be !esponslble for garherlng data regarding USAID/Srl tanka's 
private sector actlvltles and carrylng out appropriap research. Represerrttltlve 
tasks will lncluae collating and presenting data on projects, ldentlfying and 
obtaining useful research documents, and ensurlng that ell relevant sources of 
Infcirmallon related to the private sactor program are reviewed. Thls person 
should'be a resident of Srl Larika end should hold a minimum of a BS degree or 
equivalent in management, economics or acco~.nting. An advanced degree is 
highly desirable. A strong background In Issues related to prlvate sector 
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developrnent.is required, wlth a mlnlmum of ihre years expWionc€I !n the field, 
Prevrous experienca in similar sectorel assignments is also hlgh!y doalrable. 

In addition to the three-member team described above, all clerical and admlnlstratlve 
staff support wlll be supplied by the contractor. 

I;: is estimated that the threeperson team will provide a Qtal level of eflort of 1.16: 
person-days, A dx-day wurk-week Is authotized h Sn' Lanka. 

EstimatedLevela,ua.: 20 person days. which includes preparatory 
work and preperetion of fhel report, 

Lovel at FttndtieS~jJ&nko: 100 person days, which Includes field 
work end preparation of droft roport, 

The level of effort may be adjusted, but only with tho prlor writton approval of USEUD, 

The ~st lm~ted  perlod of performance for the contract !s August 1 - October 15. 1993 
(approxlrnalely 75 days). 

Pelt -0~eauirern~ntg 
A nolionat schedule for the evalualion and dsliverables Is shown below: 

Team beglns preparatory work Draft Workplan and Draft 
in the U.S.; Draft Workplan and Report Outline 
Report Outline Is prepared; 
Teem travels to Sri Lenka: Set 
up initiel appointments in Sri 

Team beglns work In Srl Lanka; Approved Workplan md 
Entrance brieflng with USAID; Report Outllne. 
USAID revlews Workplan and 
Reoort Outline. 

1 Interviews end research: I Briefing at USAID. 

Briefing at USAID and 
Progress briefing for USAID. Prellrnlnery Draft Flnal 

Repon 

Complete interviews and Draft Final Report. 
reseerch: Prepare draft finel 



after receipt; ~ e 8 m  prcsoits 
flndhgs in exit briefing for 
USAID: Revised dralt final 
repon presented to USAID, 
along with 'Word Perfect' 
format dlskene, before Team 
departs for U.S. 

Teem returns to US. to prepare 
final report: USAID to provide 
any further comments on 
revised dreft final report; 25 
copies of the fine1 report are 
submitted to USAID, along with 
"Word Perfect" format diskette. 

USAID comments end feedback 
# on,draft final repon provided to 

team within three workinn days 

Exit briefing, revked Draft 
Final Report and diskette. 

Final Report and diskette. 

The contractor's team will prepare, in Sri Lanka, a draft final report which responds 
to the questlons ,and tasks outlined In Sections 5.1 and 5.2. This dralt report (5 
copies1 will be s~bmked to USAID not later than 35 days after initiating the 
evaluation. UGAID will provide commentslfeedback to the team within three working 
days efter sybrnlsaion of the draft. A revised draft report (6 cople31 will be provided 
to USAlD before the deperture of the team. ISSAID will provide the conhctor  any 
further commentslfeedbeck on the revised dreft report wlthin ten worklng days after 
its submission. The contractor will provide a final report (26 bound cooles) to USAID 
no later than 76 days after the effective date of the Initiation of the evaluation. 

In addltlon to the abovo wrtrren repons, the team wlll provide verbal progress briefings 
to USAID. A flnal exlt brleflng wlll also be glven to USAlD and other Interested 
parcles. 

The final report must correspond to the following format: 

1. Title Page. whlch wlll include the following disclalmer: '771;s report 
represents the independent findinys and recornmendetions uf the 
evaluators. It 'does not necessarily represent rhe of/ical vkws of the 
Agency Ibr tnternational Development. ' 

2. Table of Contents 
3. Ltst af Acronyms 
4. Executive Summary. which should be able to stand alone as a separate 

document. It will be limited to 3 pages (single-apacedl. 
.5.  Body of the Roport (no mom than 50 pages with any longthy 

technical analyses or data included as appendices) whioh shall 
Include a discusslon of: (a) the study purpose, questions and 
tasks; [b) team composition and study methods (one page 
maximum); (c) the economlc, polltlcal and aoclal contem for 
prlvate sector development In SrI Lanka; (dl evldence/flndlngs 
concerning the study questlons and tasks; (el conclusions drawn 



Appendix B 

LIST OF PERSONS INTERVIEWED 

Abeysekera, Indra Project Officer, Mahaweli ~liter~rise 
Developmend Project, Agricultural and 
Natural Resources Office, U-.S.Aid/Sri 
Lanka 

Alex, Gary Acting Chief/Agricultural Project 
Officer, Agricultural and Natural 
Resources, U.S./AID/S~~ Lanka 

Amarasinghe, Patrick President, Federation of Chambers of 
Commerce & Industry of Sri Lanka 

Anders, Glen Acting Deputy Director, U.S.AID/Sri Lanka 

Anderson, Russell Bureau for Private Enterprise, USAID/W 

Anthony, C.N.S.N. Accountant, Allied Stock Brokers, Ltd. 

Attanayake, Dr. Abhaya Managing Director, Sri Lanka Business 
Development Centre 

Atton, M.S.C. Information Officer/Assistant Secretary, 
Ceylon Chamber of Commerce 

Bacha, Melodie Bureau for Private Enterprise, USAID/W 

Balendra, Ken Chairman, John Keels Holdings 

Barut , Jean Coordinztor, Asia Group, United Nations 
Department of Technical Cooperation and 
Development 

Bentjerodt, Roberto Resident Representative, World Bank 

Bradley, Theresa World Bank 

Brown, Dick Mission Director, U.S.AID/S~~ Lanka 

Claborne, Stephen Assistant Representative, The Asia 
Foundation 

Coovay, Anil Director, Development and Finance, 
Federation of Chambers of Commerce & 
Industry of Sri Lanka 



df Silva, Dinesha Project Officer, Office of Private 
Sector, U.S.AID/S~~ Lanka 

Dempsey, J. 

Devasurendra , Aj i th 

Asia Bureau, South Asia, USAID~'W 

Managing Director, MB Financial Services 
(Pvt), Ltd. * 

d 

Business ~ditor/Degaty Editor;   he Island 
Newspaper (Upali Newspapers Ltd.) 

Dewanarayana, Eriq 

Dewez, Nicole 

England, Robert 

Programme Officer, United Nations 
Industrial Development Organization 

Resident Representative, Sri Lanka, 
United Nations Development Program 

Estes, Eric 

Evans, Judith 

Farro, Dale 

Fernando, Ranj it 

Asia Division, OPIC 

Bureau for Private Enterprise, USAID/W 

Bureau for Private Enterprise, USAID/W 

~irector/~eneral Manager, National 
Development Bank 

Fernando, Lyn Chairman, Federation of Exporters 
Associations of Sri Lanka 

Fernando, Mark 

Finucane, James R. 

Justice, Sri Lanka Supreme Court 

Chief of Party, Mahaweli Enterprise 
Development Project, International 
Science and Technology Institute, Inc. 

Economic/Commercial Officer, U.S. 
Embassy/Sri Lanka 

Freeman, Roger 

Fuller, Richard Representative, The Asia Foundation, 
Colombo 

Fuller, William 

Garcia, Bernabe 

President, The Asia Foundation 

Deputy Resident Representative, Sri 
Lanka, United Nations Development Program 

Greenberg, Richard Asia Division, Overseas Private 
Investment Corporation 

Grubb, Dennis W. Director, Corporate Finance, Merchant 
Bank of Sri Lanka, Ltd. 



Gunasinghe, Channa 

Gunawardana, A. M . T . 

Hadley , Steve 

Hensley, Matt 

Weerasekera, Nissanka 

Holt, David 

Hooper, Timothy 

Hull, Galen 

Iida, J. 

Isaacs, Seth 

Jansz, Royle 

Jayanetti, Dr. Sanath 

Jayaratne, Lionel 

Jayasuriya, Chullante 

Jayawardena, A.S. 

Jayawardena, Stanley 

Vice Chairman, Ceylon Chamber of Commerce 

Assistant Resident Representative, Sri 
Lanka, United Nations Development Program 

Chief, Private Sector Development _Off ice, 
USAID/S~~ Lanka .d 

USAI~/Promotion of Private Infrastructure 
Project, Center for Financial and 
Engineering for Development 

Project Officer, Office of Private 
Sector, u.S.AID/S~~ Lanka 

Evaluator of Technology Initiative for 
the Private Sector Project, Checchi & Co. 

Investment Banking Specialist, 
Agricultural Development Services 
(Singapore) Pte. Ltd., Asian Development 
Bank Consultant, Tea Plantation 
Privatization Project 

Senior Program Officer, Southeast 
Consortium for Economic Development 

Japan International Cooperation Agency 

Acting Chief of Party, U.S.AID Private 
Sector Policy Support Project 

Director, Lanka Milk Foods (CWE) Ltd.; 
Director, Distilleries Company of Sri 
Lanka Ltd. 

National Expert, UNDP/UNIDO, Ministry of 
Industries, Science and Technology 

Project Officer, Agro Enterprise Support 
Project , U. S .~1D/Sri Lanka 

Secretary General, Ceylon Chamber of 
Commerce 

Senior Deputy Governor, Central Bank of 
Sri Lanka 

Chairman, Securities and Exchange 
Commission; Member, Central Bank Monetary 
Board 



Jayasinghe, Tissa Chief, Commission of Public Enterprise 
Division, Ministry of Finance 

Former Governor, Central Bank Jayawardena , N . U . 
Jayawardena, L.S. Chairman, Securities & Exchange 

Commission; Member Monetary Boafd of Sri 
Lanka 

Jeff erst William Chief, Off ice of Projects, U.S .A1~/Sri 
Lanka 

Kanag-Isvaran, K. Private Attorney, Commercial Law 
Specialist 

Representative, The Overseas Economic 
Cooperation Fund, Japan 

Karasawa, Masayaki 

Japan International Cooperation Agency Kavindrarajah, G.W. 

Kayaku, Hiroshi Chief Representative, The Overseas 
Cooperaton Fund, Japan 

Regulation Specialist, Financial Markets 
Project, International Science and 
Technology Institute, Inc. 

Kertzman, Debra 

Kotelawala, Lalith 

Kuhn, Louie 

Chairman, Ceylinco Group 

Chief, Projects Officer, U.S.AID/S~~ 
Lanka 

Kularatna, Nihal 

Kulatilake, Vaj ira 

Arthur C. Clarke Center 

Project Officer, Private Sector Policy 
Support/Financial Market Project, Private 
Sector Development Office, U.S.AID/S~~ 
Lanka 

- Kumaraswany , Mohal. Lecturer, University of Hong Kong 
- 
rn Laduwahetty, Walter Principal, Sri Lanka Law College 

Lierke, Terry Deputy Mission Director, U.S.AID/S~~ 
Lanka 

Lindborg, Jon D. Private Enterprise Officer, Office of 
Private Sector U.S.AID/Sri Lanka 

Liyanage , Mr. Ministry of Finance 



Lynch, Paul 

Mack, Michael L. 

Mahendra , Ar j una 
Malnick, Peter 

McDougall, William 

Meegoda, D. Justin 

Mel, La1 de 

Nendis, Dushyantha 

Mendis, Niranj an 

Mirchandani, Prakash R. 

Moonesinghe, Avanti 

Mowbray, Philip G. 

Nanayakkara, Gunapala 

Nanayakkara, Manohan 

Nugawela, Derrick 

Chief of Party, Promotion of Private 
Infrastructure Project, Secretariat for 
Infrastructure Development & Investment, 
Ministry of Policy and Planning (Center 
for Financial Engineering and Development 
contract employee) 

- 
Chairman and Managing Director,. Aitken 
Spence & Co. Ltd. - 

Nationd Development Bank 

Asia Bureau, Youth Asia, USAID/W 

Director, Strategic Planning, The Asia 
Foundation 

President and Chief Executive Officer, 
Vanik Merchant Bank 

Chairman, Ceylon National Chamber of 
Industries 

Secretary General, Federation of Chambers 
of Commerce & Industry of Sri Lanka 

Director, Delmege Forsyth Ltd. 

Joint Managing Director, Favourite 
Garments Ltd. and Texwood Industries Ltd. 

Deputy Secretaly General, Federation of 
Chambers of Commerce & Industry of Sri 
Lanka 

Crop Production Advisor/~cting Chief of 
Party, Agro Enterprise Support Pro j ect , 
Oregon State University 

Director, Postgraduate Institute of 
Management, University of Sri 
Jayewardenepura 

Chief Executive Officer, CF Venture Fund 
Ltd. (formerly with Office of Private 
sector/ U.S.AID/S~~ Lanka 

Advisor, Kandy Chamber of Commerce; 
Former Deputy Director, Board of 
Investment 



Olsen, Lorne G. C h i e f  E x e c u t i v e  O f f i c e r ,  
~.~.~~D/~nternational Executive Service 
Corps, Technology Initiative for the 
Private Sector 

Palihakkara, Nande Director of Finance, Richard _ Pieris 
Exports Ltd. . . 

Parker, Steve Economist, Center for Asian and Pacific 
Affairs, The Asia Foundation 

Parton, Bennett Resident Investment Specialist, Promotion 
of Private Inf rastructure Project , 
Secretariat for Infrastructure 
Development & Investment, Ministry of 
Policy and Planning (Center for Financial 
Engineering and Development contract 
employee) 

Director, SKC Management Servicsa, Ltd., 
Board Member, Federation of Exporters 
Associations of Sri Lanka 
Director of Corporate Planning, Stassen 
Foods (Pvt) Ltd. ; Director, Corporate 
Planning, Lanka Milk Foods Ltd. 

Paulra j , Israel 

Perera, J. Godwin 

Perera, A.D.J. 

Pierce, Thomas A. 

Chairman, Fair Trading Commission 

Nepal/Sri Lanka Desk Officer, 
U.S.A~~/~ash.ington D.C. 

Pieris, PI 

Prelis , Moksevu 

Deputy Chairman, Richard Pieris & Co. 
IJtd. 

General ~anager/Director, Development 
Finance Corporation of the Sri Lanka 

Prywes, Menahem 

Rangala, N.C.C. 

Sri Lanka Country Economist, World Bank 

Director, Research and Consultancy, 
Federation of Chambers Commerce and 
Industry of Sri Lanka 

Rangala, Nihal Director, Consultancy and Research, 
Federation of Chambers of Commerce & 
Industry of Sri Lanka 



Robertson, Jame W. Senior Associate, Centre for 
International Economics; WID0 Economic 
Advisor to the Ministry of Industries, 
Science and Technology 

Rodrigo , W . D . 
Salacues, Jesweld 

Lecturer, Sri Lanka Law College - 
I) - 

Dean, Fletcher School of _Law and 
Diplomacy, Financial. Markets- Project 
Securities Legal Framework Analyst 

Selvanathan, Mano 

Simmons, John 

Director, Sri Krishna Corporation 

Sri Lanka Desk Officer, International 
Trade Administration, U.S. Department of 
Commerce 

Stallard, Janice 

Steinberg, David 

Tengg, Tom 

Center for Documentation Information and 
Evaluation, USAID 

Professor, Georgetown Unversity, 
Consultant to USAID/S~~ Lanka 

Proj ect Officer, Financial Markets 
Project, Private Sector Development 
Office, U.S.AIII/Sri Lanka 

Thassim, Azmi 

Thenuwara, Percy 

President, Hambantota Chamber of Commerce 

Additional Director of Promotion, Board 
of Investment 

Trachtman, Joel P.. Associate Professor of International Law, 
The Fletcher School of Law and Diplomacy, 
Financial Projects Securities Legal 
Framework Analyst 

Ware, Theresa 

Warner, Bradford 

Asia Bureau, South Asia, USAID/W 

Vice President, Private Enterprise and 
Economics, International Science and 
Technology Institute; Consultant; Former 
Chief of Party PSPS 

Wickremarachchi, Lee1 Project Management Specialist 
(Infrastructure), Promotion of Private 
Infrastructure Project, U.S.AID/Sri Lanka 

Wickremesinghe, S.K. Chairman, Commercial Bank and Chemical 
Industries Corporation. 



Wi j enaike, Chandra 

Wijenaike, Eranjith 

Wijesekera, Saliya 

Wi j esekera, D. C. 

Chairman, Central Fimrice Co., Ltd. 

Director, Central Finance Co. Ltd. 

Manager Research & Financial Services, 
Allied Stock Brokers, Ltd. 

Director, Associated Management *~krvices 
Ltd., Asian Development Bank Consultant, 
Tea Plantation Privatization Project 

Wikramanayake, Aritha R. Director General, Securities and Exchange 
Commission of Sri Lanka 



Appendix C 

LIST OF DOCUMENTS REVIEWED 

USAID Documents, Re~orts. Studies. and Memoranda ' . 

. -. 
Sti-aterric Framework. FY 1992- 1996, USAIDISri Lanka - April 199 1 

USAIDISri Lanka: Proiect Implementation Reuort - Second Quarter FY 1993 

USAIDISri Lanka: Current USAID Proiects - 1993 

USAIDISri Lanka: U.S. Assistance to Sri Lanka - A Summary - January 1989 

Proiect Portfolio Sumrnarv - June 1993, USAIDISri LankaIPSD - June 1993 

USAIDISri Lanka: Development in Sri Lanka A Review - April 1991 

USAIDISri Lanka Proerram Performance Monitoring Plan - Draft Report - April 1992 

Sri Lanka: Private EntemriseISector Projects - July 1993 

Policy Reform and Implementation PRAIS) Proiect - Conceut Paper - FY94 Start, 
USAIDISri Lanka - 1993 

Sustainable Enternrise Technolow (SET) Proiect - Concept Pauer - FY95 Start, USAIDISri 
Lanka - 1993 

Citizen Participation in Democracy and Development - PID, USAIDISri Lanka - 23 July 1993 

USAIDISri Lanka's Proerram Performance Infonmation System (PRISM) - Draft Report - 
February 1993 

IESC: List of VE Consultations in Sri Lanka - 1993, IESCISri Lanka 

IESC and the Volunteer Executive Pronram in Sri Lanka - 1984-1992 
- prepared for USAIDISri Lanka by David R. Moms - November 1992 

Technolow Initiative for the Private Sector (brochure), USAIDISri LankaIIESC 

Technolonv Initiative for the Private Sector - Proiect Sumrnarv, USAIDISri Lanka/Private 
Sector Development Office 



Draft Final Reuort for the Interim Evaluation of Technologv for the Private Sector (TIPSL 
USAIDISri LankalChecchi Consulting - August 1993 

Proiect Implementation Report, Second Ouarter. FY 1993, USAIDISri Ld:u 

Mahaweli Adcultural and Rural Development Proiect (MfQ!LD) First Interim Eva1 
USAIDISri L&Chemonics - 26 April 1991 fl 

MEDIEIED Quarterly Reuorts (Janw-March 1993 & Auril-June 1993, US AID IS^^ 
LankaIISTI 

Census of Mahaweli Enternrises and Emulovment - Januarv 1993, USAIDBri 
Lanka/Mahaweli Authority of Sri Lanka (MASL) 

Mid-term Evaluation of the Mahaweli Enternrise Development Proiect, USAIDISri 
LankaDevres - 12 December 1992 

Amo-Enternrise Proiect (AgEnt) - Proiect Pauer, USAIDISri Lanka - 13 March 1992 

A Private Sector Amo-Enterurises Advice and Assistance Service to Stirnulate the Successful 
Development of Amo-Products. Enternrises and Exuort Markets in Sri Lanka (brochure), 
USAIDISri LankatAgEnt - 1993 

Private Sector Guarantee Facilities. a folder of misc. brochures and memoranda between 
A.I.D./Office of InvestmentIPREJW and USAIDISri L n d a  - 1993 

Promotion sf Private Infrastructure Proiect, USAIDISri L m M F E D  - 26 August 1992 

Private Sector Policy Supuort Proiect (PSPS) - Proiect Pauer, USAIDISri Lanka - 20 July 
1988, and Supplement of 25 May 1992 

Evaluation of the Private Sector Policv Su~port Proiecb USAIDISri Lanka/Price Waterhouse - 
20 December 199 1 

Private Sector Policv Suuuort Proiect: Privatization Com~onent - Final Reuort, USAIDISri 
Lanka/Ernst and Young - undated 

Private Enterurise Promotion Proiect (PEP) - Proiect Pauer - USAIDISri Lanka - JanuaryIMay 
1983 

In-House Review of the PEP Proiect and the Coouers and Librand Res~onse, USAIDISri 
Lanka/C&L - April 1986 



Mid-Term Evaluation of the Sri Lanka PEP Proiect, USAIDISri LankaIISTI - Decemiber 1986 - 

de Silva, Dinesha: Options for nost-PSU s u ~ ~ o r t  to chambers and business associatio~~ - a 
memo to Steve Hadley - USAIDISri LankalPSD - 10 February 1993 

Hadley, Steve: "Thoughts on Working with the private sector in Sri Lanka," a memo to Jon 
Lindborg, USAIDISri LankaPSD - 7 Sept. 1993 

- 
.. - 

- 

: "Private Sector Investment Program, PRE's Guarantee Facility in'&+ Lanka," a - 

memo to Jon Lindborg, USAIDISri LankaJPSD - I5 March 1993 

: "PL 480, Section 108 Program," a memo to Jon Lindborg, USAIDISri 
Lanka/PSD - 9 June 1993 

USAIDISri Lanka: PL 480. Title 111 Policv Reform Measures - 1991-93 

Outline of Workulan for Second-tier Market Research, ISTI consultant report, USAIDISri 
Lanka - 7 June 1993 

Humphrey, Clare E.: A.I.D./NE Bureau: Regional Private Enternrise Development Proiect, 
A.I.D./NE/Academy of Educational Development) - 21 October 1992 

: Stren&ening of LDC Private Sectors: A Review of 44 Selected A.I.D. 
Evaluation Reuorts, USAID/PRElWashington Consulting Group - 27 June 1990. 

Jenkins, Daniel: An Investigation Into the Impact and Sustainabilitv of Ceylon Bank's Small 
Loan Scheme in Sri Lankq USNDISri LankalPSD - July 1991 

Kertzman, Debra: Regulation Status Report. Financial Markets Proiect, USAIDISri Lanka - 
16 August 1993 

Steinberg, David: Anricultural Plannin~ and Analvsis Proiect - Final Evaluation, USAIDISri 
LankalDatex Inc. - 24 July 1993 

An An~roach to Evaluating the Impact of AID Prciects: AID P r o m  and Evaluation 
Methodology Report #5, A.I.D.1CDIE - March 1986 

Impact Evaluation of AID Policv Reform Promams in Dominica and Grenada, A.I.D. Impact 
Evaluation Report #72, A.I.D./CDIE - January 1990 

Develoument Issues: US Actions Affecting Develoument Countries - the 1986 Annual Report 
of the Chairman of the Develo~rnent Coordination Committee, International Development 
Cooperation Agency - May 1986 



Financial Markets Development - A.I.D. Policy Paper, A.I.D./W - August 1988 

Development of Finance Institutions: A Discussion of Donor Experience, A.I.D. Program 
Evaluation Discussion Paper No. 3 1, A.I.D./W - July 1990 

Regional Financial Markets Guidebook, A.I.D./ENE - August 199 1 
" . 

U.S. Department of Commerce 

Commercial Activities Report, US Embassy/Commercial SectiodSri Lanka - March 1991 

Investment Climate Statement: Sri Lanka, U.S. Department of CornrnerceJITA - 1 Jaxiuary 
1990 

Foreign Economic Trends and their Im~lications for the United States - U.S. Department of 
Commerce/ITA - August 1982, October 1985, January 1991 

After Privatization: the uerformance of 18 Sri Lankan companies - a memo by Roger 
Freeman, US Embassy/Commercial Section/Sri Lanka - 6 August 1993 

Government of Sri Lanka 

Fair Trading Commission Act No. 1 of 1987, Parliament of the Democratic Socialist Republic 
of Sri Lanka 

A Stratem for Industrialisation in Sri Lanka, Ministry of Industry, Science and Technology 
(MIST), Government of Sri Lanka (GSL) - 15 December 1989 

BOI Package of Incentives for Investments Bdow Rs. 10 Million, Board of Investment (BOI) 
of Sri Lanka 

Maior Foreim Investment in Sri Lanka, BOI 

Suearheading Export-led Economic Growth - BOI 

Investment Opuortunities in Sri Lanka, Greater Colombo, Economic Commission (now 
renamed BOI) - 1991 

Guidelines for BOO/BOT Proiects, Secretariat for Infrastructure Development and Investment, 
Ministry of Policy Planning and Implementation, GSL 



Kelly, T.: Sri Lanka Labor Markets - draft - Department of National Planning - 22 December 
1992 

Mahaweli System C - a new centre for investment in Sri Lanka, Mahaweli Authority of Sri E 
Lanka (MASL) 

Emulovment Generation and Enterprise Development - A Mahaweli Promamme for Action, 
MASL . . 

World Bank - 
Sri Lanka: Policy Framework Pauer - 1992-95 - August 1992 

- 
Sri Lanka: Countrv Economic Update. FY93 - 2 June 1993 - 

The Lessons to be Learned from Past BOOBOT Proiects: A Discussion Chaired by Ibrahim 
Elwan, Manager of the Private Sector Development Group, World Bank - undated 

- 

- 

- - 
Develouinn - the Private Sector - A Challenge for the World Bank Grout, - World Bank 1989 

- 

Shirley, Mary: "Promoting the Private Sector," Finance and Development - World Bank - 
March 1988 

- 

Mahaweli Restructuring Proiect - Ap~raisd Mission Report, World Bank - 6 August 1993 

Sri Lanka Aid Grout, - Chairman's Report on Proceedings, World Bank - 28 June 1993 
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Sounxs: 
Central Bank of Sn Lanka, Annual Reprt, 1992, T ~ b l e  20 
Central Bank of Sri Lanka, Review of the Economy, 1984 - 1988, Table 24 
Central Bank oFSri Lanka, Review of the Economy, 1981 - 1983, Table 25 
Central Bank of Sri Lanka, Review of the Economy, 1979 - 1980, Table 26 
Notes: 
(a): Provisional 
@): Excluding IPZs 



i: 

Bank of Sri Lanka, Annual Report, 1992, Table 19 
Bank of Sri Lanka, Review of the Economy, 1984 - 1988, Table 23 

I Bank of Sri Lanka, Review of the Economy, 1981 - 1983, Table 24 
1 Bank of Sri Lanka, Review of the Economy, 1979 & 1980, Table 25 

mvitional. 
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Table 5 : Trends in Principal Agricultural Crops, 1980 - 92 
I I 

. . Original Sources: 
Report, Central Bank of Sri Lanka, 1989 - 1992, Table 12. Sri Lanka Tea Board 

ILUI Report, Central Bank of Sri Lanka, 1984,1986 - 1988, Table 10. Rubber Control Department 
es: Coconut Development Authority 
Revised Figures Department of Census and Statistice 
Provisinal Ministry of Agricultural Development and Research 
Data on Average Yield per Hectan a n  not Available since 1981. Paddy Marketing Board 
Three major coconut kernel products only. National Fertilizer Secretariat 
Weighted avemge cwt of production of public sector estates, private sector cstates and small holdings. Central Bank of Sri Lnaka. 
20.9 Kgs. of paddy t 1 Bushel of paddy. 

:The GSP price was increased from Rs. 110.00 per bushel to Rs. 136.00 per bushel with effect from 11th March, 1W1. 
: On a cultivation year basis. 
Includes paddy purchased by the PMB above the GSP from 23rd March, 1990 to 07th May, 1990. 
This figure includes 29,000 Mt. tons of paddy purchased under the tender scheme. 
: Excluding figures for the districts of Batticaloa. Ralnapura and Jaffna for Yala, 1978. ' 

: Private sector Only. 





Sources: 
Central Bank of Sri Lanka, Annual Report, 1991, Table 139 
Central Bank of Sri Lanka, Annual Report, 1990, Table 138 
Central Bank of Sri Lanka, Annual Report, 1989, Table 139 
Cenual Bank of Sri Lanka, Annual Report, 1979 - 1988, Table 73 
--ntral Bank of Sri Lanka, Annual Report, 1978, Table 113 

. . 
-.a. 

: Selected Items 
: Adjusted 
:. Includes re-exports 
: Includes export of an air craft 
: Includes cxport of a ship 

_-nversion Rates (Rs.11 SDR) 







-bk 10 continued .......... 
urces: Sources: 
ntral Bank of Sri Lanka, Annual Report, 1990 & 1991, Table 43 Customs, Sri Lanka 
ntral Bank of Sri Lanka, Annual Report, 1989, Table 41 Food Commissioner's Eepartment 
ntral Bank of Sri Lanka, Review of the Economy, 1985 -1988, Table 73 Ceylon Fertilizer Corporation and other major iinpoRer~ of fertilizer 
ntraI Bank of Sri Lanka, Review of the Economy, 1984, Tab!% ?S Ceylon Petroleum Corporation 
ntral Bank of Sri ma Revie& ~ E t k  Emnomy, F83, Table 74 Air Lanka Limited 
rival Bank of Sri Lanka, Review of the Economy, 1981, Table 72 Ceylon Shipping Corporation 
ntral Bank of Sri Lanka, Review of the &nomy, 1979 & 1980, Table 75 
aes: From 1983 onwards, textile & c1othing.imports are classified as intermediate goods. Before 1983, this is included under consumer goods. 
~ e v h  . . 
: Provisional 
,: Figures for 1990 are different from the'published figures in the 1990 annual report due to the re-classification cf irnports.(figures for before 1990 years are based on old classification?) 



Sources: 
Central Bank of Sri Lanka, Annual Report, 1992, Table 79 
Central Bank of Sri Lanka, Annual Report, 1990 & 1991, Table 78 
Central Bank oE Sri Lanka, Annual Report, 1989, Table 71 
Central Bank of Sri Lanka, Review of the Economy, 1986 - 1988, Table 104 
Central Bank of Sri Lanka, Review of the Emnomy, 1985, Table 103 
Central Bank of Sri Lanka, Review of the Economy, 1984, Table 97 
Central Bank of Sri Lanka, Review of the Economy, 1983, Table 105 
Central Bank of Sri Lanka, Review of the Economy, 1979 - 1982, Table 102 
Central Bank of Sri Lanka, Review of the Economy, 1978, Table 43 
Notes: 
Following explanatory notes are based on 1991 report. 
(1): Total amount of cumncy, including subssidiary notes and coins issued by the Centnl Bank. 
(2): Cumncy held by the treasury and the Kachchries. 
(5): Total demand deposits held by the Cend Bank and the Commercial Banks. 
'": Government demand deposits with the commcrcial banks and the Centid Bank. 

): Inter-bank deposits both local and foreign, including deposits of internatioral organisations and commercial banks with the Central Bank. 
1): h12 defined as M1 plus time aud saving deposits of the private sectgr held with commercial banks. 
: These figures are distorted as a result of the strike by employees of commercial banks, which began on 1 September 1972 and ended on 17 December 1972. 

Currency 
1. Total 
2. Held by Government 
3. Held by banks 
4. Held by Public 

Demand Deposirs 
5. Total 
6. Held by Government 
7. Held by Banks 
8. Held by Public 

9. Narrow Money Supply MI 
10. Time and Savings Deposits Held by Public 
11. Broad Money Supply M2 
12. Demand Deposits held by Public as a 

Percentage of M1 

1980 

50095 
42 

824.4 
4180.8 

116845 
2757 

3680.1 
52473 
9428.2 
10432 

198602 
55.6 

1981 

56435 
1.1 

8195 
4822.9 

15165.1 
26753 
72882 
52015 
10024.4 
14422.4 
24446.8 

51.8 

1982 

68565 
2.2 

8665 
5987.7 

156733 
2457.1 
7444.1 
5772.1 
11759.8 
18750.1 
30509.9 

49 

Table 11 : Monetary Aggregates, 1980 - 92 
1988 

203713 
8 

18175.9 
18487.4 

30924.8 
'77272 
9305.7 
13891.9 
323793 
355665 
67945.8 

429 

1983 

81735 
1.7 

971.7 
7200.1 

191885 
3241.1 
83995 
7547.8 
14747.9 
22509 

37256.9 
51.2 

1984 

9600 
4.6 

10345 
8560.9 

208692 
3355.9 
9250.4 
82629 
16823.8 
26603.6 
43427.4 

49.1 

1989 

21126 
53 

14705 
196502 

1990 

239005 
,11.1 
17695 

22ll9.9 

1991 

27522.6 
9.6 

2660.8 
248521 

- 

1985 

11319.4 
26 

15013 
98155 

23269.9 
4617.6 
9706.8 
89455 
18761 

29647.9 
484089 

47.7 

35519.4 
8356.8 
11474.9 
15687.7 
35337.9 
41095.6 
764335 

44.4 

1 
19921 

304963 
10.6 

3205.l 
272805 

498772 
125865 
195324 
.I582 
39878.1 
511392 
910173 

445 

I I 

1986 

19B63.2 
13 

1292 
11569.9 

21577.8 
4330.1 
76385 
96093 
211792 - 
296251.1 

1987 

15063.1 
26 

1565.2 
134953 

20205.7 
38065 
48112 
11588 

250833 
33251.7 

508603' 58335 
45.4 462 
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Table 13 continued. .... 
Tourism 
(1) Short Term 
(2j= (1) as % of (7) 
(3) Medium Term 
(4)= (3) as % of (7) 
(5) Long Term 
(6)= (5) as % of (7) 
(7) Total 

18)= (7) as % of Grand Total 
Housing 
(1) Short Term 
(2)= (1) as 46 of (7) 
(3) Medium Term 
(4)= (3) as % of (7) 
(5) Long Term 
(6)= (5) as % of (7) 
(7) Total 
(8)= (7) as % of Grand Total 

Consumption 
(1) Short Term 
(21= (1) as % of (7) 
(3) Medium Term 
(4)= (3) as % of (7) 
(5) Long Term 
(6)= (5) as % of (7) 
(7) Total 
(8)= (7) as % of Grand Total 

Other 
(1) Short Term 
(2)= (1) as % of (7) 
(3) Medium Term 
(4)= (3) as % of (7) 
(5) Long Term 
(6)= (5) as % of (7) 
(7) Total 
(8)= (7) as % of Grand Total 

1980 

- 

- 
- 
- 

112.7 
14.6 

305.1 
39.7 

3515 
45.7 

7693 
45 

135.8 
38.4 

1713 
48.4 i 

1981 

- 

- 

2763 
23.4 

3573 
30.2 

547.8 
46.4 

1181.4 
5.6 

183.2 
46.1 

178.4 
44.9 

1982 
- 

- 
- 
- 

- 

345.7 
225 

. 4295 
27.9 

763.8 
49.6 

1539.0 
6.1 

204.6 
48.1 

178.4 
42.0 

46.7 
13.2 

353.8 
2.1 

264.6 
38.6 

179.7 
26.2 

241.4 
35.2 

685.7 
4 .O 

42.2 
9.9 

425.2 
1.7 

688.4 
49.0 

524.2 
373 

192.1 
13.7 

1404.7 
5.6 

35.4 
8 9  

397.0 
1.9 

557.8 
363 

267.6 
17.4 

7105 
46.2 

15363 
73  

1983 
- 

- 
- 
- 
- 
- 
- 

424.8 
21.4 

570.2 
28.8 

987.4 
49.8 

1982.4 
63 

256.4 
52.6 

192.9 
395 
38.6 
7.9 

487.9 
1.6 

7125 
46.8 

5815 
38.2 

228.0 
15.0 

1522.0 
4.8 

1984 

- 

- 

1985 
- 

- 

- 

25.8 
5.4 

480.3 
1.4 

727.2 
40.9 

33.9 
53  

644.6 
1 -7 

1070.7 
44.9 

395 
6.2 

637.8 
1.6 

875.9 
41.7 

5055 
20.1 

729.4 
29.0 

12845 
51.0 

25195 
7.2 

279.6 
58.2 

174.9 
36.4 

1021 82.4 
9.7 

850.6 
1.8 

11103 
45.6 

1986 
- 
- 
- 
- 
- 
- 
- 

5723 
20.0 

873.8 
305 

14225 
49.6 

2868.6 
7 5  

415.0 
64.4 

195.7 
30.4 

1988 - 
- 
- 
- 
- 
- 

687.4 
- 283 

635.1 
26.1 

2432.8 
5.0 

1 
1987 

- 
- 
- 

- 
- 

- 

597.1 
17.4 

1009.9 
29.4 

1833.6 
533 

34405 
8.4 

390.0 
61.1 

208.2 
32.6 

672.6 
37.9 

376.4 
21 2 

1776.4 
5.1 

845.6 
17.7 

1220.7 
255 

27163 
562 

4782.6 
83 

761.4 
653 

302.6 
25.9 

120.7 

768.8 
19.4 

1015.8 
25.7 

2168.4 
54.9 

3953.0 
8.1 

500.0 
58.8 

268.1 
315 

6785 
25.0 

748.4 
27.6 

2714.6 
4.7 

179.7 

1989 
294.0 
39.9 
90.1 
12.2 

3520 
47.8 

737.0 
1.1 

721.6 
320 

627.4 
27.9 

2251.8 
3.4 

895.4 
28.9 

857.7 

807.6 
33.8 

I I 
1990 
345 
429 
85.6 
10.6 

373.7 
465 

8043 

1110.9 
183 

13324 
22.0 

3623.6 
59.7 

6066.9 
9.1 

970.8 
63.8 

431.1 
283 

8.8 
1166.1 

2.0 

1287.7 
47.4 

7675 
365' 

I 
1506.' 

1 

18; 
19532 
23; 

4865.1 
58.; 
8296 
10; 

1 
3313  

1 

61.8 
644.1 
29.9 

7.9 
1522.6 

23 

9M.8 
40.1 

83  
2155.1 

2.7 

11032 
27.8 

1207.7 

1345.2 
43.4 

1974.1 
303 

18293 508.7! 459.0 
28.1 

6514.6 
5.6 

27.? 
30993 

3 9  

213 
2387.0 

63  

I 

305 
3%47 

4.4 

21.8 
21024 

5.1 

1653.8 
41.7 

2711.2 
41.61 



Sources: ' 
Central Bank of Sri Lanka, Bulletin, March 19!Z,Table 16 
Central Bank of Sri Lanka, Annual Report, 1990, Table 158 
Central Bank of Sri Lanka, A ~ u a l  Report, 1989, Table 1.61 
Central Bank of Sri Lanka, Review of the Economy, 1986 - 1988, Table 112 
Central Bank of Sri Lanka, Review of the Economy, 1985, Table 111 
Cenual Bank of Sri Lanka, Review of the Economy, 1984, Table 105 
'"ntral Bank of Sri Lanka, Review of the Economy, 1979 & 1981, Table 114 

ntral Bank of Sri Lanka, Annual Report, 1973 & 1974, Table 1 0.10 
Bank of Sri Lanka, Annual Report, 196, 1969 & 1971, Tabie 11 0.11 
. Bank of Sri Lanka, Annul Report, 1%6, Table 11 ((312 
1 Bank of Sri Lanka, Annual Report, 1%5, , Table 11 Q.15 

.-.-. 
964 - 1969: short-trem: below 6 months, Medium term: 6 months to 30 months, Long-term: Over 30 months 
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Table 16: percentage of lncome Received by Deciles of lncome 
Receivers and Spending Units 

Spending Units Decile 

Top 10 

cent 1 I I I I I I 1 
Bottom 1 I 

Income Receivers 

per cent 
Middle 
50 per 

1973 

30.0 

Sources: CFS 1973, CFS 1978l79, CFS l981/82, CFS, 1986/87, and LFSES, 1985l86. 

54.9 

40 per 
cent 

m: 
(1)A spending unit consists of all the members of a household who act as a unit in decision-making 

for spending. 

(2) Data for the post-1983 period are computed excluding the districts in the North and East except 

Ampara. 

(3) lncome received data for 1985186 are from LFSES, 1985186. There are problems in regard to 

obtaining the data for 1986187 from the CFS, 1986187. 

l978/79 

39.1 

Table 17: ~ectornl Income Distribution Pattern 

48.8 

15.1 

( Population (%) I Sectoral distribution o f  Tola1 Income I 
I I 1 

198ll82 

41.7 

46.5 

12.1 

I Total 100 100 100 I 

l985l86 

49.3 

Urban 

Rural 

Estate 

Source: CFS, 1981182 and LFSES, 1985186. 

43.7 

11.8 

1973 

28.0 

Early 1980s 

22 

72 

06 

52.7 

7.1 19.3 

l978/79 

35.9 

1981182 

28.1 

67.2 

4.6 

48.0 

16.1 

1985186 

35.6 

59.4 

5 .O 

198ll82 

37.3 

1986187 

39.1 

47.4 

15.3 

46.8 

14.1 



Table 18 
Number of Companies Incorporated 1982 - 1992 

FOREIGN - - - - 10 09 13 25 

TOTAL 926 703 805 825 876 1035 1050 993 1312 1530 1999 

Source: Department of the Registrar of Companies. 



Sources: 
Centrdl Bank of Sri Lanka, Annual Report, 1992, Table 28. 
Cenual Bank of Sri Lmka, Annual Report, 1991, Table 27. 
Central Bank of Sri Lanka, Annual Report, 1990, Table 27. 
Cenual Bank of Sri Lanka, Annual Report, 1989, Table 27. 
Gtntral Bank of Sri Lanka, Review of the Economy, 1988, Table 52. 
Note: 
(1) Estimates of employment in the government and semi government institutions have been completely revised on the basis of a s w e y  Carried out by the 

Centxal Bank. In addition employment data have been classified according to the Standard 
Occupational Classification. This table therefore not comparable with the first one. . 

(2) Service workers include Reservists strength of the Sri Lanka Police. 
*: Pubiic Corporations, Universities. Boards and Banks etc. 

Agriculture, Livetock,Forestry and Fishing 
Production and Related Workns 
Driven and Tranpon Equipment Operators 
Manual Workers- Estate 

-Other(unclassifed) 
Tntal 

I ' 111111 ' II  )I , I 1 I  1 I I  I 1 1 1 1  I I I  ' I  ' I '  1 ' 1 '  I '  I l l  ' I  ' ' 1  1 ' I I  I  I I I  ' I l l  

3100 
25700 
37100 
433100 
90800 
768100 

3200 
26500 
37000 
409000 
91400 
752700 

3400 
26300 

'37800 
402600 
92300 
752900 

3500 
26300 
37800 
400500 
90000 
749700 

3700 
16500 
27000 
394100 
84400 
703200 

3800 
14300 
19200 
371100 
83300 
654400 

844 
13187 
18127 
363678 
..79991 
634378 



Sources: 
Central Bank of Sri Lanka, Annual Report, 1% Table 27. 
Central Bank of Sri Lanka, Annual Report, 1991, Table 26. 
Central Bank of Sri Lanka, Annual Report, 1990, Table 26. 
Central Bank of Sri Lanka, Annual Report, 1989, Table 26. 
Central Bank of Sri Lanka, Review of the Economy, 1988, Table 51. 
Notes: 
(1) Estimates of employment in the govemment and semi government institutions have been completely mised on @basis of a survey carried out by the 

Central Bank. In addition employment data have been classified amording to the Standard 
Occupational Classification. This table therefore not comparable with the first one. 

(2) Service workers include Reservists strength of the Sri Lanka Police. 
*: Provisional 



Table 21 : Employment in State Industries,l985.92 

Sources: 
Annual Report, Central Bank of Sri Lanka, 1992, Table 22 
Annual Report, Central Bank of Sri Lanka, 1990 & 1991, Table 20 
Annual Report, Central Bank oPSri Lanka, 1989, Table 21 



Table 22 
Employment Distributions by Sector, 1980181, 1990 

I Sector I 
Average Annual 
Growth 1980181- 

1990 

Source: Department of Census & Statistics, National Accounts and Labour Force Surveys. 

Agriculture 
Mining 

Manuf. 

Elec., gas, water 
Constr. 
Trade 
Transp. 

Fin. & Ins. 
Services 

Not def. 

Total 

Emp. 
(000) 

2,851 

161 

866 

13 

183 

510 
247 

49 

979 

99 

5,959 

L 

F W *  
(000) 

2,173 

€4 

568 

18 

229 

49 1 
197 

53 
648 

297 

4,738 

% 

47.9 

2.7 
14.5 

0.2 

3.1 

8.6 
4.1 

0.8 
16.4 

1.7 

100.0 

% 

45.9 

1.3 
12.0 

0.4 
4.8 

10.4 

4.1 

1.1 
13.7 

6.3 

100.0 



Table 23 
5 Labour Market Indicators 1980-90 a A  L I I  , - , . - - a -  

I i l  -".. ..... I - 
Labour ~o$e%ousands) 

Employment (thousands) 

Unemployment (thousands) 

Unemployment Rate 

Value Added (Rs. Million) h 
Productivity (thousands) d 
Compensation per employee 

4! 
Unit labour costs 
Gross domestic capital 
formation per worker f/ 

Noninstitutional labour forcc: as percentage of population greater than 10 years ofagc. 
h/ Constant (1980.81) rupees. Zyear average. 
CI Thousands of (constant) value added rupees per employed population. 
d/ Zyear average divided by 2-year average deflator. 
e/ Real value of compensalion per employee (per year) divided by productivity. 
.u 1980181 priccs. Two-ycar average for 1980181 and 1985186. Excludes foreign investment. 

Source: Dept. of Census & Stalistics, various Labour Force Surveys and National Accounts. 


