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THE AMBASSADOR
OF THE

UNITED STATES OF AMERICA
Colombo, Sri Lanka

January 19, 1983

CHIEF OF MISSION COMMENTS

I am pleased to endorse the Country Development Update
prepared by the USAID Mission, Cclombo.

The strategy reflects a continuation of U.S. emphasis
in three major areas:

(1) Mahaweli Basin development:

{2) food production and natural resource
management ;

(3) human productivity and well-being.
The development assistance levels proposed represent a
gradual shift of rescurces from the Mahaweli program

to other agricultural-related activities.

The strateay, in my judgment, is a sound assessment of
Sri Lanka's development needs and priorities and I am
pleased to support the programs as outlined.

W foomd

John H. Reed



EXECUTIVE SUMMARY

The CDSS period 1984-1988 coincides with the second term
of the UNP government which was returned to office in the fall
of 1982 for a second six-year term, beginning in 1983. We are
confident, therefore, that the sound market-oriented development
policies instituted by President Jayawardene in 1977 will be
continued and strengthened. Consequently, in line with AID/W
policy directives and assurance of continuity in GSL economic
policies, the Mission has developed goals and targets, both for
the Agency's priority areas and our program areas of emphasis.
We believe these goals, given policy continuity and adeguate
resources, are all achievable by 1988, and some even earlier.

1982 has been a difficult year for Sri Lanka. A serious
drought reduced agricultural production while constraints on
the capital budget slowed down the pace of development.
However, in spite of these problems, unemployment remained at
15¢ (down from a high of 24% in 1977) and GDP grew by 5%.
Several of the GSL's major projects started in 1977-78 are
nearing completion. During the CDSS period, the GSL plans to
shift resources from capital intensive projects (principally
the Mahaweli} to a greater emphasis on agricultural productiocn,
health, energy, education, and natural resource management.

The USAID strategy, set forth in this CDSS and as approved in
the 1981 CDSS, responds closely to GSL priorities and AID/W

pelicy directions.
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The four key areas ©f concentration in the development and
management of our programs are those set forward by AID/W (e.g.,
policy dialogue, the private sector, institution building and
training, and technology transfer and research) and will
continue to be the basic tools of our program. A careful
review of the program indicates that all have been used
extensively and with good results. However, we plan to.
intensify our activities and have developed a series of goals
which we expect to be met by the end of the CDSS period, if not
before.

Some examples of these goals are listed below with a
fuller discussion in the body of the CDSS.

Policy Dialogue

We will continue to impact on the on~going review of macro-
economic policies through:

1) the annual Consultative Group meeting at which all
donors review Sri Lanka's policies, and

2) on a regular basis in Colombo, our analysis and review
with the IBRD and IMF of macro policies, particularly those
which have an impact on our program.

However, we continue to believe that we can have a
greater impact on sectoral policies which can have a major
impact on the macro economy.

Several goals which our policy dialogue will help meet are:

- a shift in the GSL housing peolicy to a point where the
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private sector is providing the bulk of financing for the
sector and the low-cost housing programs are self-sustaining;
- the expansion of the private sector's role tc a point
where its contribution to total investment is well over 50%;
and
- the development of national energy policies and the
initial implementation of energy sector plans.

Private Sector

Some of our private sector goals to be addressed, both
through our private sector project and private sector emphasis,
in the overall program are:

- the private sector being the principal employer of new
entrants into the labor force;

~ the private sector being the principal means for processing
and marketing agricultural produce; and

- a significant increase in Sri Lankan and U.S. agro-
industrial investments in Sri Lanka.

Instituticonal Development and Training

Some of our key goals in this priority area are:

- an on-going Sri Lankan capability to generate and analyze
agricultural data in a rational manner will be in place;

- GSL agencies involved in the irrigation sector will have
institutionalized farmer organization, operations and maintenance
systems, and cost recovery principles into their efforts; and

- linkages between water and sanitation systems, health
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education, community involvement and user fees will be
strengthened and included as key elements in the investment
program.

Technology Transfer and Research

Some of the key goals in this priority area are:

- Sri Lanka possessing a self-sustaining rice research
capability;

- the more direct linkage of AlID-sponsored pilot efforts
to the private sector and expansion of its technological and
research capabilities;

- strengthening of Sri Lankan institutional capabilities
to identify and apply appropriate technclogies; and

- the carrying out of experimentation in non-traditional

energy sources which can feed into the policy dialogue on energy.

The USAID program is designed overall to help Sri Lanka
build the capacity needed for self-sustaining growth. While
the CDSS period will see a shift in resources from Mahaweli
construction to agricultural production, natural resource
management, and human productivity and well-being, our
objectives (food production, employment generation and human
productivity and well-being) remain unchanged. Following a
careful review of the project portfolio, we continue to believe
that the three program emphasis of the approved strategy, as
set forth below, continue to respond to AID/W policies and

Sri Lankan priorities.
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Our major assistance categories are:

1. Mahaweli Basin Development

The CDSS period will see the completion of major
downstream irrigation works. Our program will then turn to
an emphasis on the settlement and agricultural aspects of the
program. During this period, we expect to see a substantial
increase in private investment in agro-industry in the Mahaweli
areas, an announced policy gecal of the GSL. During the (DSS
period, our contribution will be $95 million in development
assistance to: a) complete the major irrigation works, b)
intensify the settlement and agricultural support aspects, and
c) to complete support for a program to ameliorate the
environmental effects of the Mahaweli program.

2. Food Production and Natural Resource Management

This element covers the improvement of irrigation and
water management, expansion of food production with an increased
concentration on subsidiary field crops (coarse grains, oil
seeds, and pulses), and provision of assistance 1in overall
agricultural policy and planning in support of a comprehensive
national agriculture, food and nutrition strategy. In addition,
building on earlier efforts, a strong emphasis will be placed
on retarding the rate of natural resource degradation and
increasing energy sources, principally fuelwood, for the rural
poor. During the CDSS period, our estimated contribution will

be $218 million in development assistance and PL 480, Title I.
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3. Human Productivity and Well-Being

As GSL rescources devoted to capital investment taper
down, plans are to strengthen and rationalize basic environ-
mental conditions and se£vices impacting on health. Our
program will place a strong emphasis on preventive health care
and environmental sanitation. We will continue to assist the
GSL to improve the health of mothers and children through our
PL 480, Title II programs while, at the same time, encouraging
the GSL to increase indigenocus resources for these programs.

We will continue to support the GSL shelter program
through our Housing Guarantee program, directing cur efforts
toward policy change, leading towards long-run sustainability.
Our private sector initiative is also included in this category
with its major objective of increasing productivity and
employment. During the CDSS period, our estimated contribution
to this category will be about $105 million in development
assistance and PL 480, Title II, in addition to $125 million
of non-appropriated funds from the Housing Guarantee program.

Total U.S. assistance levels, composed of development
assistance, PL 480 commodities and housing guarantees are
estimated at an average annual level of about $108 million

through the CDSS period.
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INTRODUCTION

In response to guidance from AID/washington, the FY 1984-88
CDSS uvdate for Sri Lanka will orincipally focus on the review of
AID's current priority areas and the impact of these uoon our
approved strateqy and goals for the CDSS period. w«ith the rescent
return of the United Natiocnal Party (lUNP) to office, the bhasic
economic policies suonorted by the Government of Sri Lanka (GSL)
since 1977 are expected to be continued. Thus, much of the
background information and analysis of aqgovernment opolicies remain
unchanged and witl only be highlighted 1in this document.
Conseguently, this CDSS uodate should be read in conjunction with
the aporoved CDSS and last year's CDSS update.
I. DEVELOPMENT AND ECONOMIC OVERVIEW

A. Background, Policy Framework, and Development

Strategy

Sri Lanka's generous social welfare colicies since
indepnedence 1in 1948 have enabled the country to enjoy eoxtromelv
high guality of life indicators even though economic agrowth and ner
capita income remained very low, These very ccstly wel
policies have been radically changed since the clrctieon of the NP
in 1977. The GSL policies have diminished qovernment intervention
in the economy and have resultsd 1n  an averaar GDP arowth racs of
about 6% and a substantial increase in employment opnortunities,

Heavy donor fundina of development prolects has assisted the GSL in

achieving these results. Unfortunately, the ambitious 1lnvestment



nrogram has been accompanied by an average inflation rate of about
20%.

During the next phase of the G5L development plan, thé 1982-86
period, the GSL remains committed to the objectives of accelerated
economic growth and employment generation while safeguarding the
living standards of the poor. With a olanned investment level of

$4.5 billion, the GSL will decrease expenditures on the Mahaweli

Development Program and shift resources towards major
rehabilitation ot economic and social infrastructure,l partly
designed to provide the support needaed tor private sector
development. Priority during the plan period will be given to

gquick yielding, production-oriented projects; increasing exports;
infrastructure needs in power, transport and communications; an
improvement in management; and research and extension.

B. Current Economic Situation

1. Highlights

A more complete macro-economic review 1s contained in
Annex A. The highlights of this review follow below.

Current evidence sugqests that the GDP growth rate will
fall ﬁo about %% for 1982 compared to 5.8% in 1981 larqeiy due to
the effects of drought and floods on paddy and tea production.
Performance in other sectors of the economy was up from 1981,
except for private sector growth which was sluggish due to the
uncertainties surrounding the elections. with the presidential
elections and the referendum now complete, the stage is set for

continued private sector growth.



inflation is expected to average only 10% for 1982 due to
a combination of factors such as lower world food and oil prices;
under -expenditure of the 1982 budget; restrictive monetary policies
and an overvalued exchange rate.

The employment generating capacity of the economy slowed
down in 1982 due to slower private sector growth and to the limited
potential for new employment in ongoing development projects.

There is expected to be little change in the balance of
payments in 1982 compared to 1981. The trade deficit will amount
to about $800 million, the debt service ratio will rise to 14.5%,
and gross foreign exchange reserves will cover about two and a hatlf
months imports.

it is expected that 1981 will be a difficult vyear
economically for Sri Lanka with anticipated higher budget deficts
and inflation rates.

2., Implications for Donor Financing

The principal source of external assistance to 5ri Lanka
has been the §Sri Lanka Aid Groun formed in 1965. The group is
composed of thirteen countries and five internaticnal organizaticons
which meet once yearly to coordinat2 and nledge assistance %o the
country. Between 1977 and 1981, overall levels of annual aid
commitments more than tripled to $815 million and the corposition
of this aid shifted heavily to project assistancs (8543}, support
for the Mahaweli Development Program has accounted for over 40t of
total project aid commitments since 1977.

The inflationary spiral of ra2cent vears, as weill as



initial under-estimation ot costs for the Mahaweli Program,
resulted 1n large financing gaps. This forced the government to
put the sgueeze on other investments and to appeal to donors for a
shift towards larger elements of non-project assistance for use as
general budget and balance of payments support. The budget sgueeze
has become so severe that A general moratorium has been imposed on
all new projects through at least 1983,

Aid commitments rose to a record of $815 million in 1981,
followed by $668 million in 1982 and a World Bank projection of
$455 million in 1983.

" The rapid rise in aid commitments since 1977 has so far
only vpartly been reflected 1in increased disbursements. The
piveline of undisbursed aid has grown rapidly, increasing by 250%
between end-1977 and end-1981, due laraely to the rapid
acceleration in aid commitments themselves and the shift towards
vroject aid.

A table detailing estimated dishursements of donor

assistance for the first nine months of 1982 is in Annex B.



II. AID'S PRIORITY AREAS
A. Policy Dialogue

l. Use of Policy Dialogue, and Need and Potential

for Policy Change

The USAID firmly believes a coooerative aoproach 1s
absclutely essential to the conduct of the U.S. foreign assistance
proaram and policy dialogue with the GsL. Further, this aoproach
must reflect the human and financial resources available o the
USAID, the focus of our strategy and proaram, and AID's wiiilnaness
to become directly involved through the provision of techricai and
other assistance in the resolution of the opolicy issues at hand.

The situation the USAID encounters in Sri Lanka is in meny
ways enviable. The country 1s recoqnized to have a well-gualified
civil service which prides itself on 1its ability to devzlon
generally sound economic policies. To an extent, the soundnass of
Sri Lankan policies is the result of prior and on-aoina discussiacns
we and other donors have conducted with the GSL over the past five
years, during which the GSL has undertaken significant opolicy
reforms, most of them positive in their impact. Phese reforms have
included reducing the role of the government, a f{reeini uo of tho
private sector, and the decontrol of fnod prices.

The (SAID's approach 1s to emphasize support for the G8L's

basically sound peolicies in the context of discussions 0n  the

-

overall U.§5. assistance oprogram and nsaotiations  of ts larger

components such as the PL 484, Title I, oroaram. 1n agditicn, *he



UsAfl) concentrates on sector and sub-sector policies and on project
implementation procedures, o.q., tho. increased use of private
sector contractors for :design, supervision and construction in lieun
of solely public sector involvement.,

In addition, due to staff limitations and the agricultural
focus of our program, the USAID avoids areas or sectors where
others are actively inveolved. Examples would include tariff refoerm,
balance of payments, and the tree crop sector where the IMF, wWorld
Bank, and other donors are concentratinag. Concurrently, the USALD
does not hesitate to lend support to [MF or World Bank-recommended
macro-economic changes which our independent analyses and Jjudgments
support.

The principal focus of the AIO strateqgy 1is in support of
the GSL's objectives for the agricultural sector, i.e., to increase
production, employment, and incomes. To this end, the {USAID has
encouraged the GSL to develop a national agriculture/food/nutrition
strategy. This is seen as being especially important as Sri Lanka
approaches rice self-sufficiency and future ianvestments in the
agricultural sector are being actively considered. Such
encouragement was contained in the FY 1982 énd FY 1983 Title T
agreements as the principal BSelf-Help Measure. Subsegquently, the
GSL has reguested and AlD has agreed to assist in the development
of the national strategy. The (USAID believes the development of
such a strateay 1s critical to the Ffuture of Sri Lanka's
agricultural sector and AID's future supoort to it.

In addition, the USAID 1s supporting. certain specific



volicy chanjyes now underway or bein3y considered including, fer
example, the further privatization of seed oroduction and insut
supply, reduced production subsidies, and a greater rolie for
private firms in the conduct of socio-economic research. Through
such assistance, AID will play a cooperative and c¢onstructive role
in helping the GSL to improve its agriculture and related policties.

The GSL is aware of the necd for major reforms 1n its
subsidies to the capital and recurrenat costs of constructinz,
operating and maintaining tirrigation and water sunpiy and
sanitation systems. The need also exists to shift its policy
direction from a public to privats sector financed housing
industry, Some shifts or changes in ©policv have alr=zadv taxken
place.

In the irrigation sub-sector, the USAID has established
dialogues with both the Ministries of Mahaweli Development and
Lands and Land Development on ways to increase farmer participation
in financing, designing, constructing, operatinl and maintaining
irrigation systems. The USAID is pushing hard for the eostabitshment
and <collection of water wuser charges adecuate to overate  and
maintain irrigation systems, which we will encourage e be
eventually raised to recover part or all of the capital investment
costs of the systems, An initial effort 1n this area was &0
provide technical assistance 1in drafting a new natsr Resources Act
and an amendment to the Irrigation Act. The final drafting of thege
is now beiny done and they are expected to be submitted for

Parliamentary approval 1n mid-19831. These new Acrts will oprovide



for establishing watear user charges, water user assoclations and a
watar courts system for the enforcement of new water charges and
water control laws.

With regard to water supply and sanitation, the USAID has
also established dialogues with both the Ministry of Local
Government, Housing and Construction and the National wWater Supply
and Drainage Board on ways to increase gommunity participation in
financing, designing, constructing, operating and maintaining of
water supplf and sanitarion aystems. The USAID  is  encouraging the
establishment and collection of water user charges adegquate  to
operate and maintain water supply and sanitation systems, which
will eventually be raised to recover some or all of the capital
investment costs of the system. OQur initial efforts thave been
through technical assistance under the Market Town Water Supply
oroject in Jaffna to help develop water user charges and methods
for collection. Discusslions are now underway to make community
participation and adeguate financing mechanisms a requirement.prior
to future AID participation in the rehabilitation of existing or
construction of new water supply systems.,

AID's Housing Guaranty Program has focussed on both - policy
change and reform, as well as limproved management efficiency and
institution building. The underpinnings of a viable housing system
must incorporate the principles of: (1) cost effectiveness; (2)
cost recovery; (3) availability of long-term financing; and
{4) a viable private sector housing industry system. One and a

half vyears ago, none of these elements were highly evident in Sri



Lanka. The GSL was bullder, financer, selector, coclliector and
proprietor of the housing sector. while the GSL was fillina a
critical need, AID concluded that it could best help by assisting
the GSL to put its program on a sounder footing.

To achieve this objective, AID 1s 1improvini currant
housinjy institutions and encouraging the GSL to shift its policy
direction from public sector to privats sector shelter oprevision,
Towards this end, AID 1s assisting the GSL 1n the creation ¢f a
dousing Finance Bank (HFB).

The effect of this shift will be multi-fold., Firstiv, =ne

private housing sector which has been all but non-existent will be

-

P

center stage. Secondly, the government will move towardis an ex
in the building of houses. Thirdly, the real cost of mcney will pe
reflected in the sector. This practice will: (1) provide the
environment in which private banks and develoners can flourish; ard
(2) dictate standards and approaches which the 5ri Lanka society
can realistically afford. tinally and perhaps nost 1mportantly,
the shift to a banking operation away f[rom a highly subsidized
operation signals to other sectors that the GSL nas decided that
its economic model must move more specifically towar-s the markat.
Another area where AID has had a sianmificant impAac: uvon
GSL policies and programs relates to the onvironment, 2sp2cially i
connection with the massive Mahaweli Ganja develeonment nproagrasm, An
AlO-financed comprehensive enviromnental assesiment nof the Mahawoli
progran area was undertaken 1n 1979-84, and 3 orogran to Address

the critical deforestation problems in and around the Mahaweli ar-a
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was mobilized with multi-donor support, including AID assistance
for reforestation of about 45,000 acres. There followed the
pnreparation of an environmental plan o©f action. In line with a key
recommnendation of the environmental assessment, AID is
supporting the establishment of natural Thabhitats for wildlife for
the Mahawell program arca to conserve wildlife species and reduce
the vulnerability of agriculture and human settlements to wildlife.
AID's support for envircnmental matters has  stimulated policies
and activities to address other nationail environmental concerns, as
well, such as coastal conservation, and has increased the interest
of other donors. The USAID 1s also assisting the recently
established Central Environmental Authority which 1s responsible
for environmental policy in Sri Lanka.

In support of AID's private sector initiatives, the USAID
will undertake a private sector assessment and the development of a
private enterprise development program Yor Sri Lanka. Thege will
impact upon future GSL policies related to the private sector. The
expansion of the private sector's contribution to Sri  Lanka's
development over the past four vears has heen impressive. However,
constraints exist in areas such as export promotion, credit,
capital markets, oproduction efficiencies, gquality control, and
market and management development which are proposed to be
addressed with AID assistance.

In addition to itts impact upon GSL policies throuqh the
activities noted above, the USAID has and will continue to

encourage policy changes directed at:
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e

(1) the rationalization o©f investirents in the health
sector including the imorovement of onrimary nesalth care services
with increased emphasis on preventive health care, zorulaticn
planning and service delivery; and

(2) the development of policies and plans in the eneray
sector, which will emphasize renewable eneray resources.

2. Goals

By 1988 we expect the results of our policy dialogues with
the GSL will have contributed to:

{l) the 1i1mplemcentation of the aqgricuiltural, food  an:d
nutrition strategy being well underway and the ({SAIC takiny a
direct role in affecting aaricultural sector pcolicies threoush the
strengthening of GSL policy and planning capabilities;

(2) a system of adeguate water charges for both irrication
and water and sanitation systems heing established and functioninzg
throughout the country:

{3) a shift in the GSL's housing policy tc a point where
the private sector 1is providina the bulx of firnancina for the
sector, and low cost housing progra:ns incoroorate  the prinrcinlte of
cost recovery;

{4) the development of national ~nvironmental policies and
the organizational capacity to implement sound anvircnmentai nlans;

b
i

(5) the expansion of the privats sector's rcis to  a ceint
where its contribution to total investment is well cver 50%;
{f) the implementation of 31 cost-efifective nreventive

health care program: and
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(7) the development of a national energy policy and the
initial implementation of energy sector plans.
. ‘Fne Private Scector
The USAID is planning a FY 1983 private enterprise project
which will include a detailed sector assessment. This assessment
will orovide a thorough description of the private sector and an

analysis of the policy environment and constraints to further

private sector expansion. The assessment will also pnrovide a base
for AID's future private enterprise undertakings. Below 1s a brief
summary description of the Sri fankan private sector as we

curr2ntly know it. A more detailed analysis is presented in Annex
C.

1. The Role of the Private Sector in Sri Lanka

It is roughly estimated that the orivate sector makes up
about 55% of GDP and provides about 58% of the country's employment
opportunities. The private sector dominates wholesale and retail
trade, rice and coconut production, and accounts for two-thirds of
the rubber production. However, in tea onroduction, the private
sector controls only one-third of the total acreage.

A few large public sector corporations still dominate
industrial outoput, but there is a strong and growing private small
and medium industrial sector which acccounts for about 40% of
industrial GDP. The government also dominates the construction
sector, but its role is expected to diminish in the future.

The banking svstem 1s still deminated by two state banks,
put the system has benrn opened up recently with 19 foreign (of

which four are U.S.) banks entering the market.

Gross  domestic investment in 1981 totalled about S1.2
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billion or 29% of GDP, un from 5575 millien in 1977. rne
government accounted for 60% of this investment, but bv 1986 it is
expected that investment levels will fall to 26% of GDP with cublic
and private investment levels about eqgual.

Current government policy strongly encourages the
development of the private sector and the GSI. has established
institutions such as the Grnatér Colombo Economic Commissicn, *he
Export Development Bank and the Foreian Advisory Committee o
promote private investment. These policies will certainly continue
during the goverunment's next six-year term.

2. AlID's Efforts to Support the Privats Sector

Although the bul« of the projects in the USAID's porifalio
were developed prior to AID's private sector initiative, we have
supported the GSL's policy of private sector expansion.

In the agricultural sector, for example, sigrnificant
increases in per acre Trice yields and total acreage under
cultivation greatly enhanced the role of the private sector all the
way f[rom private seed producers, qrowers and i1naput cutlets throuah
buyers and processors of harvested rice, 1In more recently develoned
activities, the USAID is promoting orivates enterprise 1nvolvemant
in the following ways:

(1) work with the racently initiated integrated
national agriculture, food and nutrifion strategv will assist the
GSL to better identify and nricoritize investment ooportunitiss in
the agriculture sector for public and orivate i{nvestrent anid to
develon policies and procedures which would promote such

participation;
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{2) the Diversified Agricultural HResearch, Production
and Marketing project will encourage nrivate production of
certitied seed, and will promote private sector participation in
providing agricultural inputs and in marxketing farm produce;

(3) usalty support provided to the Market Research
Unit of the Agrarian Research and Training Institute will assist
the GSL toe develop policies promot ing increased private
participation related to agricultural production and marketing:

(4) USAID's irrigation assistance efforts (including
the Mahaweli) finance major contracts with 0.8, firms and are
improving the capacity of local contractors. We have encouraged
the use of private companies for carrying out feasibility studies,
and design and supervision of construction. Also, the USAID 1is
supporting the development of private marketing and credit
organizations in the Mahaweli and other irrigation areas, as well
as the development of private companies in the local manufacture
and fabrication of components for water supply systems and small
hydro-power turbines and generators.

while the U.S. and Sri Lankan private sectors have been
primary beneficiaries o©f the USAID's development efforts as noted
above, the conditions are now right for new project interventions
to stimulate a more ranid growth in the private sector. To this
end, the USAID has jointly evolved with representatives of the Sri
Lankan public and private sectors a private sector assessment and
an initial Private Enternrise Promotion project that will:

(1) contribute to the creation of the proper local
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anvironment for rapid growth in the privat> sectur;

{2) identify specific subh-sectors where Sri Lanxa has
a comparative advantaqe;

(3 prepare ore-feasibility studinrsg for those
industries that will yield the most return to the national =conomy;

(4) bring investment opportunities to the attentian

of local and foreign investors;

(5) assist in the support areas of marxet
development, management training activities ani entreprensur

development.,

The Private Enternrise Buresau-sponsored Joint Agricultural
Consultative (JAC}) Corporation will likely plav an Imoortant role
in arranging Jjoint ventures or technical Aassistance atween the
U.5. and Sri Lankan agro-industrialists,

These interventions have been tailored to meet 5ri Lanka's
needs and should leverage the results that can be achieved with
relatively small amounts of AID assistance. The primary objective
of these efforts is to increase significantly the amount ©f new
investment by the private sector until 1t attains a level at whicn
it will be <contributing the majority of new investwents to the
national economy.

Future AID =(forts are currently onvisioned  to includs
refining the private sector strateay and olan, expandind manassrial
and entrepreneurial developmont offorts, <conductina pre-I=asihkiliny
studies and assisting selacted investments, technoloav “ransfer or

joint ventures. Specific attention will be given te explering and
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\

developing mechanisms to increase private sector access to credit.
3. Goals
By 1988, we expect our efforts will have contributed to:

{1) an emphasis 1n our program, and those of the GSL
and other donors, on the expanded use of the private setor;

(2) the wprivate sector being the principal emplovyer
of new entrants 1n to the labor force;

{3} the private sector beinyg the principal means for
processing and marketing agqricuttural produce;

(4) a significant increase in U.S. agro-industrial
investments in Sri Lanka:

{5) actions heing undertaken to address the
constraints to be identified in AID's private sector assessment;

(6) the greater uce in the AID program of appropiate
t2chnnlogies produced by the Sri Lankan private sector;

{7 nrivate sector mananement training and
antrepreneurial  develonpment capabilities being established and
functlioning on a self-sustaining basis; and

() mechanisms being  oexplored and in  place for
icreasing private sector access to bank croedit.

C. 'Technoleogy Transler and Research

1. Tne Sri Lanka Setting

As noted in last vear's CDSS, Sri Lanka's situation makes
it a candidate to take advantage of developments in and the
transfer of technoloygy. The country offers a highly literate

population; a large pool of educated, trained and adaptable



-17-

workers; the availability of many ra~s matrials;  Aacge=ess i}
attractive markets 1n the Arcar and Alddle Fast  ant africa; and

economic policies supporting the process of technolrgical chanje.

However, the 1ndigenous screntific and technalodiral
infrastructure and canability sulfer gerious nroblerms, Thege
problems include: (1) inadeguat~ capacity 1n research ara

development resulting in defictienciers 1 the transfer, adantatian
and innovation of technolonay; (7} tnadeguats managerial cacacityg
(3) lack of SAsy access to scientific an- rechnoicaical
information; (4) the theavy exodus of trained mannower {doctors,
scientists, engineecrs, tachnicians and skilled workers}) - tche
expertise available in Srt Lanka 15 of a very hian standari, but 1s
in short supply; and (35) the inadeguacy ol trainina facilities for
increasina the numbers of skilled personnel, narticulariv at the
technician level. The lack of effective managem~nt iastitutions i3
also a serious problem.

Ag the country's economy expands and cdivaersifies, inrcr2asing
demands and opportunities will a¥1St in ar=as such AS
agro-industry, export-oriented manaufacturina  in  hiaher techaooinay
products, energy and constructicn to  aonly technolncisas which can
contribute to 3ri Lanka's self-sustiininy arowth,

2. AID's Current and Proposed Efforts tao Tacroaso

Technolnagy Transfeor and Rescarech
dnder  USAID's onaolrlal  orodgr.pn, cflarte have boeen diracted o

increasing technoloay sranaior and roesearch,  ia 0 the yrrizaltural

sector, tor examole, the [ollowins ar- tllustraty e
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Reforestation & watershed Manaagemeni:  All inajor components of

this project are dirccted at upgradin:  the general  technical

forestry knowladage ol t he Forest Loenartinont. The resulting
institutional strengtrhenina will b amalaamated  with  roesecarceb
eguipment  procured  under  this nroject  in order  to suobort  the

Forest Department’'s desirss to  carry ont inligenous forest nroducts
research. The technoloay transfer  element  of this  project will
allow the Forest Devartment to undertake basic resecarch which 1+ is
currantly unable to do, and will altlow the Departwent to play a
leading role in  reforestation, tuelwood and further forastrv sector
develooment in Sri Lanka.

Kice Rezearch: The focus of this project is the transfer of
new production technoloay for rice to the Department of
Agriculture, the project has introduced and etablished new
aroduction and  crooping svsta2ms rescarch  for the highly variable
growWing zones in  Sri Lanka, and strangthened  the rice research
stations locat=d in these zones, Some ol the2 technology, training
and commodities will alsa be usefal in increasing the production of
subsidiary croos. Duriny 1982, five Sri Lankan scientists working
ander this project were rocinients of the  (irst  ever Presidential
Award for Science.

Diversified Agriculture  Resecarch, Fraduction and Marketing:
This orolect will concoentrate  on imorovad technologlies far
subsindliary food crons oraoduction.  Ressarch emphases will  include
screeniny  and Dbreedinyg for higher vields, disease resistaance and

stress tolerance, soll fertility, and soil and water conservation.
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tachnology o 5ri Lankan joilnt venture oarbtnoecs.,
Exwamples of  arsas where modest Alo tundint for pilot efforts
are posninle inoluade:
(1) u=e ol and n}é 1 POWeT . abone g in combination with
mechanical power, in the Dry 4ooo;
(2) use of tacl -oaving cookdny <! ovos; And
(3) 2xoervmentat ton with miat-tyidros and  other alternatiss
B2y SOLrces.
55aly will continue  to assist Che  GRL +o maintain  continucd
close collaboration with  thee International 1o des—carch lasbibuate,
and to further stremythen ite rolatinanahin with other key
institutions liks the {aternational <Crons Rescarcn lnstitute for
the sSemi-Arid Trooics (LCRIAATY, the =bernational Institute  of
Trovical Aariculture crereay, and  the  International Food  Policy
Rescarch Institube (TEeri),
The JdsALD will  continpnue o partioinate in the Offlce of the

science  Advisor's program in Innovative  Rescarch  and  Sclentific

Canacity Buildiniy  ior Dovelanment v wlll  continue to  actively
encourage 8ri Lankan  scientists tao o subanit ralevant research
nroposals ander  this  orogram. An  emphasis  will be given to

nronosals dealing with oroblems  in the agriculture sector. we will
alsc rewmaln sensitive Lo opportunities to exnand the access of sSri
Lankan instiktutions htao relevant nrogramn: of the Bureau for Sclence
and Technoloay.

3. Goals

By 198Y, Alo's contributions will have ansisted in:
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(1) the Forest bBerartment  havinag  the  capgabhiiitw IsH

-
Pt

carrying out needed forestry and forest nredacts research, 3 wel

as, usiny approorliats toechnology {or 1ts rofogrestatinn and s lwond
activities;

(2) Sri TLanka having a s3elf-sustaining rice research
capability;

{3} the ostablishment of adequate roesearch facilities  and
staf!{ to make a meaningiul contribution to 1acreased sroductiar of
subsidiary crops;

(4) greater shress within the AL oroaram on ressarch and
the develoopment of avpropriate technologyv;

{5) the more direct linkaus of AldD-sunvort=ad pilst effarts
to the nprivate sector, and the exnansion of  its technoiogicar  andd
research cavabilities;

(/) the strengthenina of Sri LLankan 1ngsti*uticnal
capabilities to identify and aoply acpropriat: tochanlagies;

(7} the carryina out of exeoerirmentation 1 non-tradificonal
a2nergy sources which can f2ed into nur policvy dialcaue on eneray:

(8} the exnansiaon of collabnration betweer Zri Lankan and
relevant internattitonal and reqgional reassarch 1nstiturinns:

{3) in the casc of U.S. oprivats inveostmert, Jivin: greatar
attention to ensuring the provision of arnronriats traininz and
tachnology for Sri Lankan oartners; Aanid

{10} the continunatinn of sunnort to  —exnand  tme access ot

Sri Lankan institaglbilons to the nraarans of Ab'e Baroas far Science

and Technology and Science Advisor,
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O. [nstitutional Doveoelopmont and Particioant Training

1. The sri Lanwa Setlbing

5ri Lanka i3  fortunate  in having &  highly literate
nopulation, Approximabtoely 94¢ of school —ase children are onroiled

In primary uschool, while 514 of thovse i the secondary school aae
groun  attend  high  schootb. Opportimi bien tor  higher  learuiaa,
hawaver, have not ket pace with exoandias primary and socondavy
school output. Currentrly,  the countrv's university  svstem 1s able
to absorb only 18% of those  who meot admission regquiraments.  Bven
uaniversity araduates, howoever, astal iy requirse additional
vocational or technical training in order to be  empleoyable, This
situation, olus migration, has coatributed to serious  shortages of
nrofessionals such as doctors,  engineers, and mid-level managers.
Concurrantly, Sri Tanka 13 exporiencinit critical  shortaages  of
skilled labor  sush s technicians,  carpenters, masons, mechanics
and electrictian=. vitaration  of Sri tankans to  the Middle Bast is
lncre=asing a- the wages there are many times hiaher. ot imates are
that there are now 154,000 Srt Lankans wn the Mpddle Zast of which

7 are  aid-lavel manaqer:s, 39% s¥11led  and  %4%  semi-gskilled

g

TCLKRATS . This  numbor may  doubste v 1985. wnila growing
remictances from  these .lgrants have'certainly helued the halance
of navments, s5ri Lanka has sutfered from thelr absence.

Atthough the Gsi. and orivate  osectors have undertaken efforts
£ 1ncrease technical training  facilitiss and  orocraas and

anprenticeshin  programs, A  wuch greater  olitort 15 requir2d  to

improve the 1mnlanentation and effectiveness of  the countryv's
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currant and  tuture dovelonment

eltarts, ieelrging ntoase innerted
bv  ALC. Our 2Sxpsarience has bxrevny riyat, al+rooa® E Ll
administrative leadershin within the GSL 1s  excoellent, the gu

v, tha quali-y

and numbars of staff{  at the nmii-manazement, ATt InTrative anad

rtechnical l=vels,

while varyiny stanificantly  am-ong o

'
tands ta be in short suapnlv.,

Thorao 1s evidonce  that the rale of the outlis gectar as 4
major emnloyver in Sri L.anka t= ~hanii i, Prior v~ 1277, the ooani
secrar vlavet a nmajar  ral s an ercataar oaple e R LR R
=2gpecially 1 state coroorations, Soree rocentle, ine GHEL T snort-

that the iatak2 of Jjob secRkers into public sectar canlovoear Gay

slowed down. This is maitnlv <due

tr tive GSL's poliecvy ol enccurazinc
the orivabe sector to .aore Eully ovarticircats in tha  2canami”
develooment of the countr, uver  the  JDSS nerios,  tThe wrivat:

sector is  exaacted to nlay a maler rol~ in crratins onrs arnlovnens

ooDOrtunities.,

7. AT =f{arta 1~ Srrocpathon Iaatbpr ot tionad

Devoaionpment  and Partreioant fraiaan

Cniler it e

ONIGLNg [hrexIrn, Py UEHPON B Pyl STy Terr P 3wy
stanificant offorts Lo stronathen sri Lanean

instizsminanal
canabilities. In the koy

avrreoulrarad, hegl-k/~anuiztinn, ani
nrivat? sectors theses oitfort s have incl-ads i
(1) warionat Arpioruitoar, b 1r LR EhEe
Strateav: sSunport ta  cdevelopmont At PTTl amams At ian o an
intearat i atratooy will o r7rpst the 00t analer 1" =2 aarios.taral
resources, ostablicsh nrioriticyg, t-entify and =1y
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allncata resourcss, and Ldontiiy lnvestment oprortunities.
(23 T e Information  Conter at the Agrarian Rescarch

an'd Traitning Inslbitut: {(ARTT ) wWhen  dewveloned, the Center will

agricultaral «sta and  intormation, and

serve as  a ranositary )
will assist:(a) researchiers in minimtzins dunlicative research and
siertening the time to attain results; (h) policy makers in the
adesign of mors  relevant agricultuaral  ang rural dev@lopmwnt
oolicies; and (¢} orogram/nroject desianers  and Implementors with
nore relevant information, leading to bettesr desiagned activities,
implepanted with the benrfit of lessons learned elsewhere.

{3) The Marxot Research Unitt at ARTI:  This Unit will
orovide G36L, policy makers and private entreorensurs  with timely,
gquality market data and undertake sooecific market research
activities.

(4) Agricultural Fducation Dbevelooment:  This project
warz designed £t sunnport the dovelonpmoent of the Post  Graduatas
institute of Agriculture. The basic thrust of  this boproject is to
assist 1n  =2stablishing the institution and rAeveloning 1ts canacity
cg that it can resoond to the needs  of 3ri Lanka in  agricultural
zducation. Puture assistance will be dir-cted tn new undergradoate
agricultural schoels geographically locat=>d  to mect  the iLncreasing
demand for agriculturalisis.

(5) water Manadgement : inder  the present  Water
“anagement project, the USAID is helmingy the Irrigation Department

tn establish a new Office o water Managomant., A keyv element of

this preoject 1is  the cestablishment of the Inftitutional Organizer
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local camabilities  and cavacities to carry  on o Phe development  of
the private sectar.  To this ond, the USATO will work with  oublic
sector officials to  institutionalize A cavnability to  e¢onduct

onaoind assegsments  of  the  private soctor  and the oreparation of

critical analyses of  various policy  and  selective lacentive
ontions. we will assist in the establishment of a local Investment

Bromotion Center with the obiective of 1ts becoming s2lf-sustaining
through fees for its services, as  well  as outside contributions
fram tts beneflictaries,

Thes Al also will b ascietiay varions financial market
institutions to  formulate  constructive  ipvestment oroarams and
technical assistance resource pools that wonld  be  suoplied on a
reimbur=zable basis. l'he key institutions cengaasd  in management
trainina and entresreneur Jdevelonment  will  be  strenasthened  and
their provrams tailored to wmeot the noeds of the nrivate sector.

In additicn to the above, the USATD  has sunnorted U.5. and

indigenous nrivate  voluntarv organizatrions (PVOs) under  its PVO
Co~Financing project and  poopulation activit ies, ln line with bthe
SG5L's nobitov ol CHCOUT Tgniment 0 broador nrivate sector

carticipaticon in  the  country's  develooment, PVYUs  ars hacoming
increasingly involved in development projects,  especiallv those
focussed on the rural sector. AlD will continune to  suoport PVO
activities, including those with proad-based participation,
directed towards inzr=asing the role of womea in develonment, and
linked to the nrivate sector. ror  exaaple, the USAID, in

collaboration with the Asia Foundatinn ana the 8ri Lanka Chamhar of
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traininu, cvipecitalivo ot the bhon lewvel, oxcoot in A Fesw Hlahily
specializod arcas;

(2) ianadenent Jadmini<straty ve tréininﬂ For Lechnioal
s>ersonnal  who o Find  themselees tn aers senior adiministrative
Dositioﬁs, but withoat the necessary sanacement skills;

{3) training for kKev oersonnel in local training
institntions such as  ARTL and the sri Lanka Institute  of
Development Administration; and

(4} more bechnical and management tratnina for women
in line with a G5 decision Fo oncotrage  the participation ol womnen
at increasingly higher levels ol governoent,

Increzasing numbwrs  of those from the orivate sector -  in
banking, business, finance - will alszo be souaht as candidates for
Usald-funded training.

3. Geals

By 1988, wo oxpect:

(1) a 5ri  Lankan capabilityv will be in nlace to
generatz  and analvse agqricaltnral data v a4 rational manner for use
by policy makers;

(2) e aariculrural policy and planning capabilties
of the GSL will have been strenathened;

{3) the undergraduabs and araduatea agricultural
education svystam In  Srvi Lanka will e campable cof producing the
needed guantity and guality of graduat=s;

{(4) G50 agencies invnlved in  the irrigation

sub-sector will have  lnstitutionalized Earmer organization,
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anerations and maintenanco, and  cost rocovery Srincinies in rhegr
cftorts:

(5) the linkayes iwtwson water ant sanitation  sJsLers
constructinn, health education, communitv i(volvemant, and  user
fees will bpe streanathensadd, and iavestaents  In thegae guoctars

rationalized;

(%) the opublic and osrivate aspctor casacifties oo
conducth manaderial “rainini and  entrenrenegrial Aaye lorme s

activities on a self-sustaining bavis will he in slace;
(7 the role of PVl in development ATtivitiag Wi il

ba exnanded, and PV capabilities improved;

1

(2) fUT NI SANRHATS SRt t {or PATIA 30T An:
ateinistrative tratning  will reaing 1t in more  sffoesviua doctision
maxkina and resource allocations;

(9) thronah the traininn i

ot

rainars, b
capabilities of nrivat~ and nubliec tastitutions «i11 bo 1ncreasaed:

(10) the AL brouaram will susport inTrezzc’  1-seypos
technical and managorial S“raiatas, with the bals of docroes trainina
haina carried out in Sri Lanka,

-

C . Food Ald as a v iopment Tand

Tre PLO4A5 orodaran in Sr fnT ) Cone 1 2t at hese b Tit e 1
an:t IT1. Ir 13 censtdbered an ointearal o coar of Tioo o3 osrvit oaTralagw

for 1t orovidss  gurek-diabureans aver whieth o as g e v B v sy
its  food and natrition neods, a3 contiasginy atanas 3 ravmeoane
arotlem and budastare deficisa. Tr alse select oot sunnorts USALL

priorities in agri-nlture: and health,
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1. title |

The United Stat-s has been a orilncinal spurce  of food aid
t 5ri Lanka since 14956, At the eond of Iy 1982, the value of (ood
assistance to 3ri Lanka totalled approximatelv  $300 million. As a
proportion  of Sri Lanxa'z total annual faood aid, PL 48ﬁ Title I
nroaran rasresenbks  about  AO% and ia bterwme of total .S, economic
assi=tance about 254,

The Title L nrogram wWas “ha subieot of  an  Imoact
Fvaluation carried ont ia March 1982, The  {inal evaluation report
contalas  several tmoortant conclusions  an:d recommendations which
ara nohtad below,

- The Title T nrogranm representod a significant positive
halance of payments resource.

- The onrograim made a positive contribution to U.S5.-Sri

Lanka relations.

- Thz provision of wheat under the program may have
nositively affectod foad  consumpbion  of low incoeme Jgroups by

fracing rice suponliss For cural amilbics,

- Sri Lanka has been  unusually successfal  in addressin:
bobth the consumer and  producer pricing objectives  of food policy,
especiallv for rice.

- Since 1277, onrivat= sector dominance in rice purchases
at the farmogatz and 1n Jgrain/flour/bread marketing has had  a
nosltive impact on vroduction and probably improved distribution to
consumers,

- Nutritional =tabtas in  Sri Lanka Ls betbter than average
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for countri=s at similar nor cainisa G lovel-s, al<boass ahaun 30
of children continue to b» chronically mainnari shed,

- Because  Sri Lanka was a2noraliy narsaini scond rural
develonment strateairs  inienepdont of itle 1, the PL IR funiis
wers ralatively minor 1n r-lation to the S8L'=s toral oDuadagas o ko
rural sector.

- An 1NNOVAS LYV arraniment that incororat =3 k!
multi=-year commitment  of  Vood  aid bor ddaes not PR RLIR St T AR
consitdarainla aaministrativ caoeta gaoaerpateai owirt b Tt e TP ey
to be exolorsd,

Sri LAanka's 1982 rice harvest wia sorionslyc roeduced v 2he
most serious drouaht to hit the country s1a0e ar loags (372, yonal
nroductinn igs  2stimatad re e 2.1 wmillinn @rtric toas, Sz Do lna
nroaduction  In 1981, substantial reductions 1n rea, Togonuer Ar.
subsidiary crops production have  also rssalt~d from <his drocaan.
The GS3L  has n2eded tn wmnort 200,000 =wtrio tons ot rie, Lra
cstimat~d  cnst of which  was aboug! S5 wmiition, e g lanee ol
NAVGe RES aned Pvreieper Aoy Famtfarat pane fin ’
deougnht -—nocressitarod Imracset 1 ana clroapet AL g T RE SIS G L
1932 wer:2 siagniticant. althowth  the GEL tat 1niitasand 1
contitue:d commli ment  En oasaitnataia sanagecabls bpdssd a7 imine  ant
haltance or navaents <ituatian, alitnio=na? TYASSUTSS Wil Onntlougs
to pe felt by the ccanamy aver the noext sewveral gears,

Tha UnAID helilsvoeo 1Y has carahlgoaned ~eearninalul ogoalifi-eraln
measares [for the  racent Tt ber 1 gerr onmeent o Yoo mnre wAsLre 1y

tor Ehe  GYSL to ISINATERE S a nat ronald WIr L ouLtuar af

o dnurrition
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strat=agy anit estimat-r of domestic andg  external r@sources'r@quired
Tor  1bs implenontation,  The 5K views  the development ol this
stratogy to  itxr a /ey o not onlv the  tuture direction  of the
country's aoricultural sector,  bad at:=o the bhasis  for  new
directions of  future  ATD asailstance.  wWeo belisve  toe evalaation
recommendation to exolors a wmulti-year Title T agrecment has merit
and intend to oursus this  in the context of the FY 1985-§roqram b
which time it is expected that  the strateay will ve  completed  and
appraovad Dy the GSli, and investnent  dectisions made for
implementation in 1985, ATD's assistance to the development of the
strategy and the linkage ol our [uture agricultural sector program
tao this strateqgy will result in the tight integration of Title 1
food aid and development assistance projects.

The Title T nrogram is currentiy  integrated with the
develonment assistance program  throuth self-help measures to study
aaricultural policies and mark=ting systems and conduct cronping
and faraming systa2ms rescarch in dryvland areas. These eflforts will
be pivotal to the successful d@siqn'oF our Diversified Agriculture
Regearch, Production and Marketing project.

The local currency generated anider  the Title T nrogram is
used to suoport GSL expenditures 1n sevoral  areas closelv related
to AID's development assistance  orogram inclading irrigation and
water managemont; aariciultural oroduction, extension and rescarch;
integratasd rural development; improvements toe  and  expansion  of
fertilizer and grain storage; and reforestation and land and water

conservation. This closr relationshin will  be extended further as
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tha stratoegy  amd relat o pirventameni!t it 316Nt Lrtagre S Gue T e

next [»2w years.

‘the USALD believes the Title 1 proaram has benn success ul

in supportinz the sound avricultural solisies of the 531, raliaviax
serious balance of paveents problems and helpins o fill a {ned

gap. The Title [ proygrain 1e  intearatesd  with the  dewslonnent

assistance progranm and wo will stropatheon this  isroearatiomn, anila
the 5% has showr it <t romy sfetoerminatioan fn reAsin riate
self-suftfirctency and Poowd s b0 =recd b, bt owi i1 tirmt g oyaks 3 r P

foresecable future to reguire concoesaional foaog gl f,  of &tiich Tifies
I should be an integral nart.

2. Title 11

the FY 1982 t=am which ecvalaated Title [1 activities in

Sri fLanka was favoranlvy impressed with UCARE's admialstratisn  of

=¥
P
1]
W

both the Thrinosha and the schonl-freding proaarars, Car®E i3

channeling food to other PVOs onratina 1n Srt o i.an¥a Such as =2awve

thee Chilrdron Fedorat ton, SAFVIRIT £, itk wabyla Samptd A4
woimen s oraanization), 1l Y whi f i v HERYAPES U | IERLIS TA el

assi=tance froum AlLD,
Thriposha, which i3 mady from  U.s. Ainat el

Sova «ilx (ICsMY and snva  amd maitze  danatsd ov o tre R,

distrihuted orimartly throush  the hsalsh clinias gveran 1t A
maternal/child  healsh (23 oroar an, Seedetal T omrloar L2 A

Fortified  tloar 4are wused i the orodictrion of Lic0n.” 3 &
distributed througn a i~~ding oroadrns an the nrimary ocbeal 3oar s,

aith  rosbect to rthe  MU0H oroaras, tohe TR 1nran s Yo
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sunpnort a CAxy provosal to  eoxpand the orocessing capability of the
Thrinosha nlant from the Y 1982 level of 4,680 metric tons of Corn
soya Blend to a level of 19,600 meotric tons in 1985, The expansion
of facilities would eveontually vermit the GSL to prodace  Thrinosha
with 104% indigenous grains and enable the GSL te go island-wide
with the commercial prograa.  The Ministry  of dealth (HOH) 13
presently  studying the long-term cost imnlications of the opronesed
exnansion.

The USATD  oxoects  the nresont Formunlation  used in the
sroduction process  of hr toosha (40 locally  grown  maize and
soyabeans and 60% (LCSM) ) to romabn the some through FY 1934, t.e,,
until the installation of new orocessing egulnment 13 completad,
after which U.S5. donated commodities could aradually be replaced
with indigenous cereals. Hven 1f the MOH decides not to expand the
existing facilities, the USAID would consider beginning a gradual
shasas-put of U.S. commodity imports 1n FY 1985, At this tiwme,
howeyer, the USAID 1s  continuing ton retain  the AlD/Washington
apoproved recintent levels, thus  the dollar  valur of the Thriposha

progran roamains straight-litned tor Lhe 1Y T98%-84 periad,

The axoer binental commercial o rrodram has shown that
hrinecsha 15 a comnetitive DY oduct wi th high consumer
acceotability, About  half of the purchasers in  one study had

ronthly incomes of Rs.300 or less, indicating that the commercial
sroduct is also reaching poorer families. The Title 11 evaluation
team  recommended  initiation  of a ragular commercial program,

nrovided that it does not jeonardize supnlies for thea
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matcnalt/child health Lereredn 1y DraeIrin, GAKE a1 a0 irrlirwve rhat
Thrioosha presents a feasible onportunity  for #ri Lanka 7 Rawve 3
low-cost indigenous weaning  food npriced well olnw currently

availahble commercial oroducts, However, antil Trricc:iha production
capaclity is exnanded, it will not bv oocciple tn rrorote commercial
3ales on a large scale,

with the 1nstallation of additional ~roceesin

i
.-
-

the formula of Thrinnsha for the comfercial marx:t can b2 coagas-a
of 100% indiqgenous 1nir=dionts without aflfarct1nn  produaction o
Thrinoshka fnr the MCH  orooram., Sn rhe Aassunntinn that 1ooraasaetd
production capacitv will not be available until  19R5, Zix: ang thoa
GSAID will continue low-level Titile 1} sunnort for  the nroarac
*hrouah 1984, so tihat the existinag marsay - toor the neagucet wi il onet

be 1nterruptad. N0 turther  ULS. commodity cunsort booanticinatod

thereafrter,

B
]
ot

Subsecuent to the February 1982 svalgaticon of the 7Tiril
oroaram  ann in oreparation for the  JUYHEL  AsY cabrission, Cas
aiscussed the schootl frrdiny proaram with the
rducational Services. The Ministry has accented, 1a princisle,  tho
develooment 0of a lona-ranae plan  for  school farcdinz #ith a3

suLstantial tncreAasn tn G481 inours;, thuglaniny 1y FBYO1551, ke 39

Droposes  bto oxtend it s schosl o foeediaa o proars s s ATl crisary
sehools not or et Ty sl ededd 1 ther ssvomre LrovEo iy T,
chitdron in gradhe-s tonr ared Five will s bovvreer dx0 cipatihrla v
receive the Biscutits, This chana i rhe proyrays wiil  nave tro
efiect of targetting these scacce {ood resourses or a vounasr, mors
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vulnerable, age groun generally considored to be more in  need of a
food supnlement. 1In order to allow the GSL, time to  implement the
re—-targettinag of recipients and to budast tor a gradual fake over
o2f the entire nrogram, AID will continue sunoort  for  a recipient
level of 1,000,000 primary school children through FY.1984 after
which AID comwmedity tnputs  will be phased out it a rate of 25% a
year.,
3. Goals

By 1988, we oxpoct:

(1) a muitti-year Title [ orogram  linked to the
agriculture, Eéod, and nutrition strategy and public investment
proaram will be ongeoing and local currency proceeds will be fully
integrated with the strategy and investment program and the ATD
nrogram; and

(2) under the Title IT norogram, Sri Lanka will have
assumaed full responsihility for the  school feeding program and the
ATD  input into the wmaternal/child health  program will hbe in the
orocess of boing phased-cut as imdigenous commodities replace  those

nrovided by the U.45.
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II11. AlD Assistance Strateay and Proaranm
A, Continued VvValidity of the Strateqy
The UsaID fully suoports AID's emphasis on tha basic

fares in

o
4,

develooment tools discussed in Section II. Jur olanned
these areas are fully discussed therein,.

Our strateqy which remaing valid will intencifv the use of aiil
these tools in a mutunally reinforcinag way. The recent raturn of
the UNP government to otfice confirms that  the 5350 poiigies aand
strategies, upon which the USAID strat-ay is bas.sd, <111 contingse
over the CDSS period.

The USAID will continue with the (DSS obijectivaes ¢f exnandina
food production, increzasind employment generation and incomes, an.t
improving human productivity and wall-beina. Throuah thisg
strategyv, the USAID can directly support the GSL's key develonment
objectives of economic growth and increased employment, while alsz
helping to maintain the well-beiny of the Sri  Lankan oneocle,
especially the poor who are mnst vulnerable to the short tor~
dislocations caused oy economic arowth and inflation,

we have indicated for  ecach catogqory of assistance the bagsis
goals which we believe to b» attainahlﬂ bv  19&F, i ycAalz carn o

ttained through a synthesis of GSL nolicies, -rograms and sroijeces

funded by the USAID and other donors. iHowever, w~& have lizited
discussion of these goals to areas of nrime interoest t3 2he JSai7,
though often jointly funded,

Burina the CDSS »nerinag, the heavy construction costs »f the

sMahaweli pnrogram will b phasing down and oant as the larae -da=ms and
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major irrigation infrastructure are completed.  These elements  of

the program have absorbed 40% of the GsI's develonment budaet.
while there will continue to be a strong emphasis 1in
downstream settlement and  productive aspects of the Mahawelli

program, required resources will be much less than for the current
program, Thus, both GSL and AID  resources wilill be increasingly
allocated for soctal infrastructure and other vroductive elements
of the GSL orogram. GsL nolicies [or this neriod include a greater
emphasis on guality of Life, including rationalization of the
health and education scectory, A continuina emphasis on agricultural
davelopment and emnloyment generation, and increasing attention to
long-term strategies for energy and the environment. GSL policies
will also promote an increasing role for the private sector in the
overall economic development oprogram,

Our approved strateqgy, as summarized below, has been refined
to reflect not only GSL policy and resource shifts, but basic
policy statements oprepared by AID/Washiniton over the past two
vears. The USAID will increase our efforts,  both in ongoing and
future assistance, to enhance  the role of the private sector in Sri
Lanka's development, In addition, increased attention will be
given to strengthening the analytic, nlanning, imnplementation and
management. capabilies of Sri Lankan public and private institutions
which will play xey 1implementing and support roles to future
AlD-assisted efforts.

The Strategy will concentrate sunport in priority sectors of

the GSL's Public TIavestment Program, where additional assistance is
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needed and wher= ALD has both a 1~m7islative mandat~ and comparative
advantage.,
8. Future Directions and Gnals
1. Modes of Assistance
The USAID will continue to utilize the sector acgnroach in

T

areas wherz: (1) the GSL has institutional capacity to implament

it; and (2) the GSL has or 13 developing a national strategy. The

- Lo

[

sector approach 1s a flexible i1nstrument which allows tha USa
influence and to react jsuickly to GSL pnlicy chanzes., Arsas whersa
the USAID believes the sector mode 15 anprooriate inclade Yahaweli
downstream develonment, irrigation and selected oraveptive health
interventions (including water sunnly and sanitation and malaria
control activities),

The USAID will continue to orovide tachnircal assistance to

the GSL in the development of strategies and comprehensiva

investment plans, and f{or the improvemnent of inastizutional capacit
to carry out such nlans. Priority will be qiven where the D3AI7 13
considering future program investmants such as  agriculture, orivat?
sector develooment, and nrevoantive health, howoever, the JSAID also
intends to giwve favorable consideration to arsas suchk as znaray,
the environment and transportation whz=r2> AID wiil not have a larae
involvement, but clearly has a comparative advantias  and  «~i=2ra A
relatively small technical inopur i1 Strart 1y oy slannina
development  has the oobtential  to eliminats  Tonstrainta = 3rg
Lanka's economic  devalonment, Phis te A means of iovoraging

ralatively swall amounts of  aAlp fundiaa  * encourase Iollicw-on
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investments from other doncrs and, we oexpect, the U.S. srivate
sector.

The USAID will provide project assistance where:

{l) the technical reqguirements are hiah and detailed AID
monitoring 1s reqguired (e.q., Diversified Agricultural Research,
Production and Marketing);

(2) rue purpose of assistance 1a  institution buildina
{=2.q., Aaricultural Fducation); or

(3) it is wore offective for the USALD to manage or be
significantly inveolved in the management  of the assistance fe.q.,
training and small demonstration or pilot activities),

2. Assistance Cateqories

we will maintain a consolidation of our assistance into three
general categories:

(1) Acceleratad Mahaweli Basin development:

(2) food production and natural resource management; and

{3) human productivity and well-beina.

As the major construction 1In the Mahawell Develooment Program
baging to  taoer down, USAIDN's strategy will reflect a shift  of
resources to the food production and natural rasource management,
and human productivity and well-being cateqories. However, there
will continue to be a critical need for U.S. assistance in support
of the Mahaweli Program during the (DS3% nerind. Such assistance
will focus on the agricultural support and social infrastructure

reguiraed to bring the agricultural production and income benefits

to farm families in the Program area.
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a. Accelerated Mahaweli Basin Develooment

The Accelerated ™ahaweli Prouram (AMF) cContinces 2 e na
GSL's highest nriority. It 1is considerad a k2v  to the fountry
orimary objectives of food self-sufficieancy and amnlovment. e ts
suoported by the World ank and a nost ol otner zonors, and 13 the
largest single investment of the UsSal. [n additicn toe  its  fcod
oroduction and emoloyment benefits, the AMP will alse orowvids (and
for poor, landless farmers and produce substantial Thydro-einctric
Dower . By 1988, the program will bhring 117,30 nectares unier
production, resulting 1n the settlement of more than 458,740
peopnle, increase domestic rice oroductinn hy 347,008 tons ner vear,
orovide emoloyment - dir=zct and indirect - fer un o 17%5,0d4
people, and generate 500 megawatts of hydro-electric power.

AID's direct involvement 1is in System B, 3Systen 3 revresents
the largest land area under the AMP. when fully develoged, i1t wiil
orovide irrigat=d agricultnre for small farms torallinz 37,400
hectarres of primarily paddy lard and 17,680 hectares o©of homestead
owned by 43,080 wvnluntary settlers selected from rural Adistricts
throughout Sri Lanka. we oaxpect that by 1988 20,000 famiiitee wiil
have been settled on the left bank (where A10 i3 floancin: ke
irrigtion infrastructure) and the necessary  social and aariculziral
infrastructure (schools, clinics, oxtansian centeary, farm-to-marxst
roads, etc.) will be in place. Approximaroly 52,000 arddi-sinnal
metric tons of onaddy and 2,100 metric tons of subsidiary zcrops  wwill
pe produced annually.

AID will also complete assistance 1o the rolares critical aren
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of environmental protection for the Mahaweli area. By 1988, four
national reserves should be in place, surrounding the settlement
areas, and wiléiife relocated from the settlement areas into the
reserves.

AID is also providing, under the Mahaweli Sector Support loan,
the means for the GSL to maintain adequate levels of local currency
investments in the AMP, specifically downstream efforts reguired to
support resettlement such as basic roads, schools and related
social infrastructure., This loan reimburses the GSL through an
unrestricted special letter of credit which 1is used to finance
imports from the U.S.

The USAID and GSL believe the adeguacy of settler support,
including social and agricultural services 1is critical to the
success of the AMP. The USAID will intensify assistance during the
CDSS period to ensure their provision. The USAID will also press
for the incorporation of lessons learned from earlier AID projects
such as Mahaweli Ganga Irrigation {(in System H), Rice Research and
Water Management into the System B undertaking. With encouragement
from the USAID, the Accelerated Mahaweli Program has seen
significant policy <changes by the GSL which have resulted in
increased participation by the U.S. and Sri Lankan private sectors
in the program and increased efforts to implement efficient water
management, including water user charges.

In addition, USAID will work closely with the GSL authorities
to delineate further settlement areas which could use Mahaweli

waters. Such feasibility analyses will assist the GSL in
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development of strategies for increased availabilities of land for
settling the unenmployed and landless,.
During the CDSS period, $95 million in AID resources will be
in support of the Accelerated Mahaweli Program. This reflects a
level of assistance guite close to that in last year's CDSS.
b. Food Production and Natural Resource
Management
Assistance in this cateqory will be concentrated on improving
irrigation and water management in smaller systems outside the
Mahaweli program area; expanding research, food production and
improving marketing for subsidiary crops arown under vrainfed
conditions; and protecting Sri Lanka's dwindling forest and soil
resources, expanding alternative energy resources (including
fuelwood and mini-hydro), and environmental enchancement.
Under this assistance category, the USAID is concentrating on
four program areas:
(1) irrigation and water management;
(2) diversified agriculture research, production
and marketing;
{3) agricultural policy and planning; and
(4) alternative eneraqy resources and envirosnmental
enhancement.
During the (CDSS period, an estimated $218 millicn will be
provided to this category through development assistance ($93
million) and PL 480, Title T support ($125 million). As contrasted

to last year's CDSS, this reflects increased development assistance
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to diversified agriculture, agricultural policy and planning, and
alternative enerqgy resources and environmental enhancement. Title
I support reflects a straight-lining for the CDSS period.

(1) Irrigation and Water Management

This program area will continue to be a major focus of USAID
assistance over the CDSS period. Wwhile major funding and donor
assistance are needed to heln rehabilitate many of the irrigation
systems in Sri Lanka, the USAID's proposed assistance will also
focus on the ‘“"software”" aspects of irrigation, 1including the
greater efficiency of water use, farmer participation, and systems
operations and maintenance, This effort will build on the
experience being gained under the current Water Management project
and our institution building efforts with the Irrigation Department
and other organizations 1involved in this sub-sector. Particular
emphasis will be placed on better training to improve system
operations and other institutional aspects, including the
establishment of viable farmer organizations. The World Bank is
already planning to draw upon the training and farmer organization
aspects of AID's Water Management project for an upcoming
irrigation rehabilitation project. The GSL is to implement a new
Water Resources Act and an amended Irrigation Act which are
expected to be passed by mid-1983. The significance of the
proposed water Resources Act is that it provides "umbrelia®
legislation setting forth a national water policy calling for the
comprehensive and coordinated use of water and related resources by

the GSL and water users. The amended Irrigation Act is to focus on
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the allocation, distribution, use and management of water  in all
major irrigation schemes,

Future USAID assistance in this program area will flow Irom an
evaluation of the Water Management project and an irrigation sector
survey which were carried out jointly by the GSL and AID in 1982,
These recommended continued AID support for rehabilitation efforts
in Gal Oya, and for the expansion of in-country training and facmer
organization activities.

By 1988 we expect:

(1) a Water Management Unit within the ministry
responsible for 1irrigation to be structured and staffed to provide
country-wide guidance and support on effective water management;

(2) systems and procedures will be developed and 1n place
for cost-effective rehabilitation of irrigation system;

(3) the Gal Oya irrigation system will be fully
rehabilitated and utilizing effective water management technigues;

(4) effective O&M systems will be in place on a
country-~wide basis, with increased farmer participation; and

{(5) nine irrigation systems will be rehabilitated and
improved water management practices instituted o allow fuall
agricultural productiaon.

(2) Diversified Agriculture Rescarch, Production and

Marketing

Increased production of subsidiary field crops 1n the dry and
intermediate zones of Sri Lanka is one of the highest pricrities of

both the USAID and GSL. It 1is an area of significant, largely



~ 46 -

untapped agricultural potential and poorest elements of the
population. The ¢crops under consideration ({coarse grains; legumes
and oil seeds} are both nutritionally important and tend to have a
wide range of potential uses - an important consideration for
agro—-industrial development. The GSI, attaches particularly high
importance to these crops in its efforts to increase incomes and
provide adeguate nutrition, as well as to initiate more effective
land use planning.

This area constitutes a logical progession in USAID's
assistance from the earlier emphasis (paralleling that of the GSL)
on rice production. The work will be relevant to most Ffarmers in
these zones, as nearly all of them, whether inside or outside the
command of the major irrigation schemes, undertake some unirrigated
upland farming. Furthermore, it will complement the on-going USAID
investment in the Mahaweli program by its emphasis on improved
technologies for those significant portions of the Mahaweli areas
more suited to such crops. Development of this project will
parallel develcopment of the GSL's National Agriculture, Food and
Nutrition Stratagy (NAFNS) exercise, now scheduled for completion
by mid-1984, and will be designed for phased implementation,
permitting subsequent accommodation of NAFNS findings and
recommendations.

The USAID's involvement in this area will result in ihcreased
farm incomes, improved nutrition through increased consumption of
protein-rich legqumes and overall increased food availability;

expanded employment, both on-farm and in agriculture-related
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activities {eg., marketing); and improved land resource manajement
through sustained-vyield farming on the cultivable uplands.
By the end of the CDSS period, we expect:

(1) five research stations will be eguipped and staffad
for applied research in selected subsidiarv crops;

(2) private sector seed production units will be
established and providing certified seed for approximately 10% of
the annual seed requirements for subsidiary crops;

{3) a 90% increase in the production of subsidiary crops;

(4) a functioning extension service will be in place to
transfer research results to the farmers; and

(5) an adequate marketing system will be in effect.

{3) Agricultural Policy and Planning

The GSL is aware of the problems imposed by the large number
of overlapping government agencies with food and agriculture
responsibilities. For example, the collecticon of economic data and
marxet intelligence is widely dispersed. As a result, reliability
of data is poor and systematic analysis of data is seldom carried
out ., Key 1information on crop prospects, domestic supplies,
consumption and import commitments are freguently ¢tco late to be
fully useful. Despite the substantial amount of data c¢ollected by
different entities there are major gaps which seriously inhibit
planning, farmer operations, and agribusiness serving farmers. Tne
GSL needs more accurate, comprehensive and timely data and analvsis
upon which to make decisions. The Naticnal Food Policy <Committee

(NFPC) which includes representatives from the prinicrpal ministries
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concerned with food production and consumption was created in 1979
to improve planning and coordination. The Marketing Research Unit
(MRU) has been set up 1n the Agrarian Research and Training
Institute to provide data and analysis to the NFPC. The USAID is
currently assisting in strengthening the institutional capability
of the MRU. However, substantial improvements are still needed in
data collection, analysis and disgemination, and in managerial and
technical training to strengthen the country's agricultural policy
and planning capabilities.

Building upon our ongoing assistance to the agriculture, food
and nutrition strateqy and to MRU, the USAID will consider
follow-on support to strengthen the GSL's policy and planning
capabilities.

we expect that following the completion of our assistance,
systems will be in place ftor:

(1) the constant review and refinement of
the strategy; and

(2) the collection, analysis, and dissemination
of both production and marketing data.

We expect that by 1988, the implementation of the strategy
will have had a substantial impact on agricultural proeoduction.
However, such impact cannot logically be predicted wuntil the
strategy has been completed.

{(4) Alternative Energy Resources and Environmental

Enhancement

Fuelwood is by far the most important source of energy in Sri
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Lanka, accounting for 60% of total esnergy used in 1980. Most of
this enerqy, which 1is used in the rural domestic sector for
cooking, comes from village woodlots, rubber replantation and
indiscriminate forest destruction. Therefore, apart from 1its
significance as a source of en2rgy for rural people, fuelwood has
significant environmental implications. The provision of fuelwocd
in adeguate guantities to meet the increasing demands of the rurai
sector, while maintaining an environmentally acceptable fcrest
cover, is judged to be Sri Lanka's most important energy problem.

Forest lands covered 44% of Sri Lanka's total land area in
1956. By 1976, the country's forest cover had been cut in half to
22% (3.5 million acres). If the present estimated rate of
deforestation were to remain constant, Sri Lanka would be denuded
of all its reamining forest cover in less than 30 vyears.

The depletion of Sri Lanka's forests has also created severs
shortages of fuelwood reguired to meet the rural oopulation's
domestic energy reguirements. Over 94% of Sri Lanka's rural
population use firewood for cooking.Given the increasing prices of
oil and kerosene, the demand for fuelwood has increased
dramatically, especially in the rural sector.

The AID-supported Mahaweli Environmental Assessment <concluded
that, in the upper catchment, annual  soil losses range from .3 to 7
metric tons per hectare on well managed land. On poorly manaaed
land, the losses range from 21 to 57¢ metric tons per hectare.

Annual agqregate soil loss from mapped nortions of the catchment is

estimated to be 11.7 million tons per year. This is the eguivalent
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of a 4,800 hectare annual productivity loss.

The protection of the watershed arsas (including the upper
Mahaweli catchment area) and the provision of increased scources of
fuelwood are mandatory for increases in agriculture production and
the improvement of rural incomes,

Under the existing Reforestation and Wwatershed Management
proiject, the USAID is supporting reforestation and the
establishment of fuelwcod plots. In addition, AID 1is strengthening
the capability of the Forest Department to plan and implement
expanded national forestry programs. Building upon this current
effort, the USAID will provide additional assistance in this area,
with an emphasis on soil stabilization and watershed management.

In addition, the USAID will give increased attention to
assisting the GSL in the development of energy policies and plans.
we will also support research and pilot efforts involving
mini-hydro and other alternative energy sources.

By 1988, we expect:

(1) the forestry master plan to be completed and in
process of implementation;

{2) the Forest Department will have the capacity to plant
35,000 acres annually and the organization and staff necessary to
protect existing and newly-planted forests;

(3 China Bay Forestry College will have the capacity to
graduate 45 forest guards and rangers annually;

(4) the university-level undergraduate forestry program

will be fully established.
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(5) overall GSL energy policies and plans will be
completed;

(6) determination of cost effective renewable eneray
technologies and pilot testing will be completed; and

{7) replication of suitable technologies will be in
process, with a large private sector involvement.

¢. Human Productivity and Well-Being
The GSL's redirection of resources to investment over the past

five years has resulted in a decline in the quality and guantity of
social services, which has been especially felt by low income
families. This is to be expected in a period of vibhrant economic
growth with 1its attendant dislocations. However, the GSL 1is
concerned that every possible effort be made to reduce hardships
until the full benefits of growth are attained and to maintain the
excellent human resource base necessary for sustained economic
growth. Thus, for the 1982-86 period, the Public Investment
Program increases investments on social overheads to over 13% (over
$590 million} of the total Program, up from 9% in the 1981-8S
Program. The USAID will target assistance to heln low income
families to maintain an adequate level of health and, in turn,
level of preoductivity. Under this assistance category, the USAID
will concentrate on:

(1) health, opopulation and nutrition;

(2) low income housing guarantees; and

{3) education and training;

During the CDSS pericd, $104.7 million in development assistance
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and PL 48U, Title 1I, commodities, plus housing guarantees of $125
million will be provided. This reflects about a 20% decrease from
the 1levels of development assistance and Title IT proposed in last
year's CDSS.

{1) Health, Porulation and Nutriticn

Wwhile Sri Lanka's social gains over the past 30 years have
been impressive and appear better than in many developing
countries, there are still significant problems. Examples include
reported malaria cases of c¢lose to 40,000 per annum, 40% of
hospital admissions due to waterborne diseases, and an infant
mortality rate in some districts as high as 76 per 1,000, Less
than 10% of the population have access to adeguate potable water
and sanitation facilities. It is clear that increased attention is
needed in these areas.

Although the GSL's policies of providing "free" health
care have resulted in significant health gains, selected mortality
and morbidity rates remain high and the GSL 1is faced with
increasing health care costs, Among the major contributing
factors to the seriousness of health problems are insufficient
primary health services at the village level, a lack of emphasis on
preventive health care, high fertility, malnutrition, and the lack
of clean drinking water and sanitation facilities.

In 1980, the GSL {(with assistance from the World Health
Organization} began work on a plan to reorganize and restructure
its health care system. The completed plan calls for a shift in

emphasis away from curative health care towards preventive health
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services and an extension of health services down to the
community/village level. In 1980, the GSL, with AID support, aisc
developed a national water supply and sanitation plan for the
Internaticonal Drinking water Suoply and Sanitation Decade
(1981-1990). The implementation of these two plans will reguire
considerable institutional development 1includinz significant dornor
support for technical assistance, training, commodities and capital
costs,

In this area, which will build on our current efforts, the
USAID currently is considering possible assistance to the GSL to:

(1) supoort the efforts to restructure and improve
primary health care services;

(2) support the National Water Supply and Drainage
Board in implementing selective aspects of the Sri Lankan plan for
the Drinking Water Supply and Sanitation Decade; and

(3) continue the Anti-Malaria Campaign.

To reduce the population growth rate, the current GsL
policy is to promote temporary family planning methods primarily
through private wvoluntary organizations with the GSL oprimarily
providing services for voluntary sterilization, The sterilization
program has been rather successful, but the use of effective
spacing or temporary methods does not appear to be increasing,
while traditional method usage is increasing rapidly. witn a
natural rate of population increase of about 2.1%, additional
efforts are recuired. The USAID will continue to support

population requests through centrally-funded U.%. intermediaries
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and through our Development Services and Training and PVO
Co-Financing projects. We will also stress the need for expansion
of family planning inforwaticon and services in the primary health
care program,

The detailed program which the USAID decides to undertake
in the health and npopulation sectors will be based wupon the
results of an upcoming AID/World Bank/GSL strategy exercise. The
results are expected by mid-1983, and will include the
identification of donor interventions and the cost effectiveness of
the GSL's future health and population investments.

in the case of both the maternal child health (MCH)} and
school feeding programs under Title IT plans currently call for the
GSL gradually to take over responsibility for these,. Under the MCH
program, we see a gradual phase-out beginning in FY 1985 as an
expanded processing capacity will permit the increasing use of
indigenous in 1lieu of U.S. commodities for the program. 1In order
to allow the GSL time to implement improved re-targetting of
recipients and to budget for a gradual take over of the school
feeding program, we will to continue support for a recipient level
of one million primary school children through FY 1984 after which
AID commodity inputs will be phased out at a rate of 25% a year.

By 1988 we expect that:

(1 A primary health care system will be operational
throughout much of the country with multi~donof support;

(2) the National Institute of Health Sciences for

training para-medical personnel will be equipped and staffed to



- 55 -

supply a significant share the country's needs for such personnel;

{3 the MCH program will be increased tc 650,000
recipients, but with a much larger proportion of inputs from
indigenous resources:

(4) a self-sustaining school feeding program using
indigenous foods will be place in the poorer districts;

{5) the institutional capacity for designing implementing
and managing potable water systems will have been developed;

(6) selected private sector construction firms will have
the capacity for constructing medium-sized water systems;

{7 about 20 market town water systems and related
activities (sanitation, health education and inspection, and
guality) will be functioning;

(8) reported cases of malaria will be reduced to an
incidence of one per thousand; and

(9) there will be increasing access of the people to
population services through the primary health care systems,

(2) Low-Cost Housing Guarantecs

Adeguate housing has been shown to have important
impacts on health and well-being. The GSL has had the provision of
low cost housing as a priority goal. However, the high cost and
high subsidies involved with its housing program have caused the
GSL with AID's encouragement to shift its policy towards increasing
private sector participation. To accomplish this the GSL 1is moving
forward, assisted by AID, with the creation of a Housing Finance

Bank. This shift will result in:
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(1 the movement of the private sector to center
stage; and

(2) the GSL's movement towards an exit 1in the
construction of housing.

AID's Housing Guarantee Program {(from non-appropriated
funds) and modest grant funds will provide capital for the Housing
Finance Bank for low-cost housing, and support the policy changes
already in evidence and the strengthening of Sri Lanka's housing
institutions.

By 1988 we expect that:

(1) the National Housing Bank will Dbe functioning on
a self-sustaining basis;

(2) the GSL policy of devoting its housing resources
to the very poorest will be in full implementation; and

(3 the Aided Self-Help program will be on  a
self-sustaining basis.

{3) Education and Training

Our assistance for human resources development is
concentrated largely on institution building, technical or
managerial training, and increasing the 1income-earning skills of
poor rural groups. Sihce substantial investments are being made in
the formal education system by the World Bank and other donors, we
have tailored our efforts to meet specific regquests for management,
vocation and technical training. Such training is provided, first,
as an integral part of ocur regular projects. We will also increase
assistance to local training organizations {(especially for the

training of trainers) and meet other special training needs under
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the Development Services and Training (and its planned successcr}
and the PV0O Co-Financing projects. The former oproject also
supports the improvement of training, research, and consulting
activities at such key institutions as the Agrarian Research anz
Training Institute and the Sri Lanka Institute of CTevelcoment
Administration. Our PVO Co-Financing oroject has thelpeé to
strengthen private organizations which provide vocatioconal ar
agricultural skills to out-of-school youths, and assists women tc

improve their income generation activities.

Our Aaricultural Education Develonment  prolect  is an
important effort to improve i Guanrity  and gquaiitw of
agricultural specialists. Evidence already evists that AID's

relatively small amount of assistance ($7.5 million) will have a
significant impact on agriculture and rural Aevelooment through
better educated/trained educators, researchers, nolicv makers and
private entrepreneurs. The impressive potential benefits of ocur
efforts at the University of Peradenivya, nlus the increasing demand
for agriculturalists in both the newly settled ar=as and the
private sector, have caused the GSL to reguest USAID assistance {or
Sri Lanka's new undergraduate aariculture schools which may follow
the 0U.S. land grant model, Illpgrading staff and facilities at these
institutions will greatly improve the guality and number cof
graduates available to the onublic and private sectcrs and *=hcse
continuing their aducation at the Post Graduate Institute of

Agriculture (PGIA) at Peradenivya.



- 58 -

By 1988 we expect that:

{1) a complete analysis of manpower needs upon which the
GSI.  can develop its aqgricultural education plans will have been
completed and used as the basis for further investments;

(2) at least two agricultural colleges will have been
staffed and equinped and be functioning on the U.S. land grant
model; and

{(3) the curricula of Aalt agricultural - training
institutions will have been revised to accommodate the special
needs of agro-industry.

{4) Private Enterprise Development

The GSL leadership realizes that, if the country's development
goals are to be attained, the private sector will have to play a
much greater role 1in all areas of the economy. The private sector
will play a critical role in providing increased investment,
employment and incomes which can move Sri Lanka to a
self-sustaining growth path.

In support of this policy, the USAID has encouraged the
increased participation of the Sri Lankan and U.S5. private sectors
in the implementation of our on-going projects. Under several
projects (Mahawelli Basin Development T and 1II, Market Town Water
Supply-Jaffna, Wwater Management, and Development Services and
Training), we have sought well-gualified U.S. contractors and have
encouraged them to sub-contrct elements of design, constrﬁction and
technical assistance to Sri Lankan private firms.

Beginning in FY 1983, the USAID will assist the GSL in a
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phased eifort to foster greater oprivate investament in the country's
development. The first phase will include a comprahensive
assessment of the Sri Lankan private sector, the formulation of a
sector development plan, assistance to specific institutions and
entrepreneurial development programs, funding of nre-feasibility
studies for investments that can vyield more immediate impacts
{(e.q., agro-industry}, and promotion of local and foreign
investment. The second phase of the USAID's efforts will focus on
refining the sector strateqy and plan, axpanding institutional,
managerial, and entrepreneurial development efforts, conducting
vre-feasihility studies for other key areas in the sectoer
development plan; and assisting selected investments, technology
transfers or Jjoint ventures that fall within AID's legislative
mandate and ar=as of concentration.

By 1988 we expect that:

(1) the institutional capability for managerial training
at all levels {(senior managers to small entreprenenrs) will e
established;

(2) there will be increasing activity of both foreign and
local nprivate sectors 1n agro-processing {(both within and outside
the Mahaweli area);

{3) there will be an increasing shar2 bv the oprivate
sector in overall investment with A concommitanrt dreop in the pablic
sector's share.

C. Assistance Lev~nls and Staff

The total assistance levels prooosed ars compoased of
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development assistance, PL 480 fcod aid and housing guarantees.
Development assistance represents abouﬁ halt of the total program.
Details of the proposed development assistance .prOgram are
contained in Section ITIIL.B.

The PL 480 program is considered an integral part of
our program strategy for it will provide guick-disbursing aid which
will assist the GSL to meet its food and nutrition needs, a
continuing balance of payments problem and budgetary deficits. It
will also support AID development programs in  agriculture and
health. The PL 480, Title 1 levels represent a continuation of PL
480 wheat imports at a level of about 150,000 metric tons of wheat
grain through FY 1988, The Title Il levels reflect a phase out of
support to the school feeding program and a straight-lining of
support for the maternal/child health program, vending the further
review of a possible gradual phase-~ocut beginning in FY 1985,

The USAID oroposes to continue the Housing Guarantee

Program throughout the CDSS period. The program will be directed
to supnort the Housing Finance Bank and low=-cost housing;
institution building; and policy changes, including the principle

of cost recovery and encouragement of the private sector.

U.S5. trade and investment resources are increasing and
will play an increasing role in Sri Lanka's development. For the
tirst nine months of 1982, the U.S. remained Sri Lanka's first
export market and moved up to the fourth largest source of imports.

Sri Lanka's trade with the U.S5. continues to increase

substantially and is projected to reach a level of $155 million in
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axports and over $153 million in imports in 1982, Encouraged ov
the GSL's economic reforms and tax and incentive packages, U.S.
foreign investment increased from $500,000 in 1978 tc abou: SE®
million by mid-1982. Planned investments by 0.S. firms in the
Foreign Investment Promotion 2Zone and fertilizer producticon will
move the U.S. from a minor to a major source of foreign investment:
in Sri Lanka. Increasing efforts by Sri Lanka to attract potentiail
investors here and to send investment missions abroad, including to
the United States, to meet and promote investments are expected to
result In further U.S$. and other foreian investments.

The level of U.S5. assistance prooosed reflects, in  our
judgement, that warranted on the basis of our overall interests in
Sri Lanka and our understanding of probable constraints on the U.S.
development assistance and food aid proqrams.

Relative to program size and complexity, the USAID/Sri
Lanka is understaffed. However, we believe the proaram presented
in this CbSS can be implemented with only marginal changes over the

CDSS period in the size of the U.sS. and S5ri Lankan direct hirs

l

staff, and with some changes in composition to reflect staffing

needs due to the modifications 1in our stratsgy and proposed
program. The {USAID will emnloy the bulk of any additional Sri
Lankan professional and support staff on a contractual, rather than

direct hire basis.



CATEGORIES 1984 1985 1986 1987 1988 TOTAL
1. Mahaweli Basin Development
System B - Left Bank 18.5 15.9 - - - 34.4
Mahaweli Sector Support - 7.1 - - - 7.1
Mahaweli Environmentai
Protection 3.5 - - - - 3.5
Mahaweli Downstream
Development - - 20.0 10.0 20.0 50.0
Sub-Total 22.0 23.0 2000 0.0 20.0 95.C
2. Food Production and
Natural Resource Management
Irrigation and Water
Management 3.5 5.0 10.0 5.0 6.0 28.5
Diversified Agricultural
Research, Production
and Marketing 3.5 5.0 - 5.0 10.0 23.5
Agricultural Policy
and Planning - 2.0 5.0 - - 7.0
Alternative Energy
Resources and Environ-
mental Enhancement - 8.0 - 15.0 10.0 33.0
PL(480, Title I (
non-add) 25.0) (25.0) 25.0 (25.0) (25.0) {125.0)
Sub-Total . . . 0 N .
3. Human Productivity
and Well-Being
Health, Population
and Nutrition 10.0 7.5 - 15.0 7.0 39.5
Housing Guarantees
(non-add) {25.0) (25.0) (25.0) (25.0) (25.0) (125.0)
PL 480, Title II
{non-add) ( 4.9) ( 3.9) ( 3.3) { 2.7) (2.1) { 16.9)
Private and Voluntary
Organizations .5 5 5 1.0 1.0 3.5
Development Services
and Training
{and successor) .8 1.0 2.0 - 1.0 4.8
Agricultural Education - - 10.0 - 10.0 20.0
Private Enterprise
Bevelopment - - 10,0 10.0 - 20.0
Sub-Total 1T.3 9.0 22.5 26.0 9.0 87.8
Development Assistance 40.3 52.0 57.5 61.0 65.0 275.8
Housing Guarantees 25.0 25.0 25.0 25.0 25.0 125.0
PL 480, Title I 25.0 25.0 25.0 25.0 25.0 125.0
PL 480, Title II 4.9 3.8 3.3 2.7 2.1 16.9
Total U.S. Assistance 95.2 05,9 17108 11377 7.7 K427
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PROPOSED ASSISTANCE PROGRAM
FY 1984 - 1988 -~ § Millicns




ANNEX A

MACRO-BECONOMIC REVIEW
l. General

The economic review presented in this annex is based on the
performance of the economy during the first nine months of 1982,
Preliminary data covering the whole year as well as the budget for
1983 have been delayed due to the October presidential eletions and
the December referendum. According to official sources, the 1983
budget 1is now under preparation and it will be presented in
Parliament on March 8, 1983.

The current evidence suggests that the economic performance in
1982 will be below expectations. It is anticipated that the growth
rate in real gross domestic product (GDP) will be around 5%
compared to the 5.8% achieved in 1981. Lower agricultural output
was the principal factor contributing to slow growth. The
performance of the agricultural sector, which accounts for
approximately 25% of the GDP, was adversely affected by the serious
drought during the first gquarter of 1982 followed by floods during
the final quarter. Paddy production was the most severely
affected. While the annual target of paddy production set by the
Ministry of Agricultural Development and Research for 1982 was 2.6
million metric tons, the 1982 annual production estimate has now
been revised downward by 19% to 2.1 million metric tons. At this

level, paddy production will be 9% below the 1981 level.



The drought has also caused adverse effects on plantation
output, particularly tea production. A 13% drop in tea output has
been reported during the first nine months of the vyear compared
with the same period in 1981. Despite favorable weather conditions
during the second half of the year, annual tea production is likely
tc remain about 5% less than the 1981 production of 210 million
kilograms. The drought effect on coconut production has so far not
been felt, but it will be reflected in the 1983 output since it
will take a year or more before the impact of the drought is
reflected in coconut production. The 15% increase in coconut
production during the first nine months of 1982 will be likely to
drop to an annual increase of only 10% due to anticipated
production losses during the final gquarter of 1982. Rubber
production recovered slightly following the poor production
performance in 1981 which was due to a decline in prices as well as
world demand for natural rubber. 1982 production 1is expected to
show only a marginal increase over 1981, due to reduced tapping
days following excessive rains in rubber producing districts.

The manufacturing sector comprises plantation processing
industries, factory industries and small industries, and
contributes about 14% to GDP. The performance of this sector has
been negatively effected largely due to production losses in the
tea crop. However, the production performance of factories and
small industries appears to have progressed satisfactorily, despite
power shortages during the February to April period. While the

production performance 1in the private sector industries is reported
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A substantial raduction in the inflation rate 1s expected in
1982, The rate of 1inflation, measured 1in  terms of the Colombo
Consumer Price Index {(CPI) registerd an 11% increasé bhotween 1981
and 19282 compared to increases of 18% and 26% between 1980/81 and
1979/80 respectively. Food items, which account for 62% of the
CPI, registered an increase of 12.7% betwsen 1981 and 1982 comparad
to 18.6% in 1980/81 and 29.0% in 1979/80. ‘tha aoverament's timely
action in importing rice roduced the impact of production losses  of
paddy on retail nrices of rice. The prices of other basic food
commodities gnch as [(lour and sugar dropoed in ﬁhe domestic market
following a decline in weorld market prices. The doWnQard -trenﬁ in
the Colombo CPI is supported bv a significant drop in the
unpublished CPI maintained by the Central aank. The unpublished
index reported inflation rates of 24% between 1980/81 and 38%
between 1979/80. They expect a 1981/82 rate of ac low as 564,

Lower public expenditures, compar>d with the hiqh public
expenditure plans announced in the 1982 budget, and the restrictive
wonetary policies introduced 1in 1981, which are still in force,
also relieved the infiationary pressure, Actual expenditures
during the first niﬁe months amounted to 60% of the total budget
expenditures, and,tﬁis reddction primarilv came from lower capital
expenditures which for the first nine months accounted for only
47% of the proposed capital expenditure plans for 1982,

The change in money supply during the first nins months has
also been relatively moderate considering the anticipated large

budget deficit in 1982 and the eoxpected high proportion of deficit



Einancing from banking sources. The growth 1n money supply (M2)
has been around 21% between December 1981 and September 1982
compared to the 18% increase during the correspondinag period in
1980/81. Similar to the experience in the past several vyears,
domestic credit expansion has been the major contributory factor
for the growth in money supply in 1982. During the first aine
months, domestic credit increased by 22% and the annual rate of
increase 1is estimated to have remained around 30% compar=d to the
33% increase in 1981. The projected i1ncrease itn 1982 is
substantially lower than the B8l% increase experienced 17 1980.
Another important feature in monetary developments duriag the vyear
was the drop in demand deposits between June and September 1962,
along with the anncuncement of lower interest rates on demand
deposits by most commercial banks aAas a countermeasure to correct
the excess liquidity problem. The raduction in demand depcsits has
been reflected in the increase of cash held by the public and an
increase in investments in the share market. Increasiny demand for
domestic credit since Septamber 1982, mainly bv public
institutions, reguiraed the commercial banks to return the interest
rates to previous levels and, Aas a result, ther2 has bdeen a
corresponding increase in demand deposits held by ths public 1in
commercial banks.

Notwithstanding the substantial $300 mitlion 1avestiment in
phosphates by a U.S. company in Becember, the 1nfliow of private
foreign investments gduring the first nine months of the year was

slow. During the first nine months, only 14 projects were approved



and 10 projects signed under the Greater Colombe Economic
Commission (GCEC). The foreign investment component of the
adreements amounted to $19 million. The number of projects

approved by the GCEC now stands at 169 and, of thig, 87 agreements
have been signed amounting to $115 miilion of foreign invéstment.
49 projects are now in commercial production in the GCEC and the
total value of exports from the GCEC is expected to increase to
around $90 million in 1982 from $62 million in 1981. The number of
projects approved within the jurisdiction of the Foreign Investment
Advisory Committee (FIAC) total 544, including 85 approvals during
the first nine months in 1982, These projects total $500 million
in foreign invest@ents. About 150 projects are now in commercial
‘nroduction, according to a recent survey carried out by the FiaC,
The employment generating capacity of the economy appears to
have been constrained during 1982 due to limited potential for new
employment in ongoing development projects and the lower priorvity
of the government for new development proijects due mainly to the
limitations on financial resources. Employment generating capacity
in the private sector, which usually acceunts for a greater
proportion of new employment, has also been somewhat limited
because of the slow expansion of business and economic activities
during 1982} Although an official unemployment rate has not been
announced for 1982, observers‘believé that the rate of unemployment
in Sri Lanka was not lowered during the year due to the reduced
growth performance in the economy. The continued upward trend in

amigration for employment to the Middle Rast, however, provided
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on otl i1mports rose by a st adgaering 9ie turt ng tr TITS
wonths comoar=d to the correspondinag soriod 17 1980 32 3 roasalt o
increasing demands (nr thermal power  gensrarion and transnortation.

According to oftficial snurces, the woiame 33 w1l a5 the welaniad
averags price of crude otl  mawe cqune wn Jduricr o thee pogrobv Lo

cach. The annual <crude o1l Dili owiitl = aroung 3450t 353

miltlien, r=2grosenting an ocstimated 244 o0 the setal o valoue of
imports and ahoat 43% ot rhe rotal vilur of  exrortis. Increaszing



value of 1industrial exports comprising textiles, garments and
petroleum products will account for the expected increase in export
value in 1982,

The palance of payments  situation  appears  to have not
undergone extraordinary pressures during 1982 as evidenced in the
more stable position of the 8Sri lLankan rupee against maijor
currencies, with the exception of the U.S. dollar. Iincreasing
remittances from Sri Lankans workling in the Middle East, moderate
growth in tourism earnings, and the satisfactory diébursements of
foreign assistance are .helning to keep the halance of payments
w#ithin reasonably managable levels. Receipts from Sri Lankans
working abroad are expected to reach an all time record of $300
million, making this source the second largest foreign exchange
carner after tea. Gross disbursement of foreign assistance will
also show a reasanable increase of about 20% ~as the total
Aisbursements are expected to be around $500 million. A 10%
increase in the total tourist arrivals has been projected for 1982
and this increase, along with the increase in per capita tourist
expendituras, will enhance earnings from tourism by at least 15%
over 1981 to reach an annual total gross income of 5125 million.
These major sources of financing the balance of payments will still
leave a net unfinanced gap of around $200 million after making
adjustments for: (1) amortization of foreign loans; (2} repayment
of short-term commercial credits; and (3) re-purchase of the rupee
from the [(MF under the Extended ‘Fund Facility (EFY) and

Compensatory Fund Facility (CFF) schemes available to Sri  Lanka as
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balance of paym:ents sunnort during the 1g79-21 nperica.
Amortization of foreign loans is exgect=d to incrz2ase by about 29%
during 1982 and this will b» reflectsd in a bigner preocjsctad debt
service ratio of 14.5% comparead to 13.4% in 198},

wihile potential sources of {inancing for the resource gagp ar=2
new EFF and CFF agreements with the [HF, commercial credizss and
external resserves, the GSL o 1s likely to uatilize i1%ts reserves only
if funds from other sources ar- not forthecoming. Alt hough there
were no EFF or CF¥  agroeements during 1982, the possiblliirty stlld
exists for new agreements to caver the 1982 oxts:rnal resourcs gao.
The gross external resecrves at the end of Sentoaber 1982 stood  at
$487 million showing a marqginal increase of 9% compared to the year

2nd reserve in 1981, The r2serve position  is adezuate for three

months' 1mports.



ANNEX B

ESTIMATED AID DISBURSEMENTS - 1982
{January to September — £ Mitlion)

DONORS PROGJECT ASSISTANCL COMMODITY ASSISTANCE TOTAL
Loans* Crants** Loans¥* Crants**

1. Mulrilateral

ADB 12.4] - 12.41
IBRD/IDA 46.51 - 46,51
IFAD 1.22 - a/ 1.22
EEC 1.66 £.96- 8.62
U.N.Croup 7.1 7.31
WFP 2.82 Z2.82
Sub-Total 60.14 11.79 6.96 78,89
2. DAC
b/
Australia .89 7.43 8.32
Canada 12.73 2.93 15.66
Denmark .09 .21 0.30
France 9.54 .25 9.7¢9
Cermany (FRG) .80 ¢, 80
India 2.2 2.29
Japan 4.47 213.20 4,50 32,17
Netherlands 1.70 6.45 14,158
Norway 2.19 2.19
Sweden 2.06 2.55 L.61
C.K. 40,134 30,34
U.S.A. 44,46 cf 2.40 9.11 d/ 3.94 &/ 59.91
Finland .07 Q07
Sub-Total 74.15 46.18 42.76 7.51 190.60
3. Commumist
China 5.06 s.
U.S5.5.R. .04 .04
Sub—~Total 5.1 5.10
4. Others
Kuwait .22 1.22
OPEC 5.88 S.RR
UAE 1.08 1.0R
Saudi Arabia .03 .01
Switzerland 0.72 Q.72
Euro—Currency 4£0.00 _ £C, 00
Sub-Total 8.21 0.72 40.00 00,00 L8.93
Total 147.6 58.69 §ELZ§ }flﬁz gg}lsg
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NOTE :

*%

Food aid.

Tncludes $3.26 million food aid.

Includes AID Housing Investment Cuarantee loan of $14.55 million.
Includes PL 480, Title T, lcan of $9.09 million.

Includes $3.94 million food aid (CARE).

Loan disbursements are for the priod January to Septenber 1982

Grant disbursements are for the priod January to June 1982

Source: Department cof Fxternal Resources, Ministry of Finance-

and Planming



ANNEX O

THE PRIVATE SECTOR

The USAID is planning a FY 1983 privat> sector project
which will include a detaile:d sector assessment, This assessment
will oprovide a thorough description of the privata sector and an
analysis of the policy environmont and constraints to further
private sector expansion, This analysis will also oprovide a base
for the AId's future private enterprise undertakings. The purpose
of this presentation 1is therefore limited to describing the Sri
Lankan private sector as we currently know it. A more =labcrate
analysis will be forthcoming from the sector assessment.

1. The Role of the Privata Sector in Sri Lanka

While there have becn no definitive studies on  what
axactly constitutes the *“privats sector™ 1in S5Sri Lanka, the
following rough breakdown of the private/public mix 1n the economy
outlines the private sector.

Employment: The Sri Lankan labor {orce was estimated  at

™

about 5.6 million in 1980 with an unemployment rate of 15%. Qf the
total employed workforce of 4.76 million, an estimated 2.8 million
or 58% are in the private sector. Private sector employment is
heavily concentrated in agriculture and trade.

Agriculture: In Sri Lanka the crops subsector dominates

agricultural nroduction and the cultivation activity is mostly



confined to private farms that operate within the market {ramework,
The agricultural sector provides employment to about 45% of the
labor force.,

Paddy land is owned almost exclusively by private
smallholders and 1is the main source of employmeant for nearly
800,000 people. -90% of the rice milling capacity is in private
hands 'and rice is sold in a free market setting with the Paddy
Marketing Board making purchases under a Guaranteed Price Scheme
designed to provide a minimum selling price to paddy producers.
Prior to 1977, the government had a near. monopoly on rice
markzting.

Coconut is essentially a smallholder crop with 6n1y 10% of
the land under state ownership. The c¢oconut sector provides
employment for 100,000 persons in cultivation and about 30,000 in
the processing industry.

The rubber sector provides employment for about 200,000
people. Approximately one-third of the rubber land is under stéte
ownership with the remaining two-thirds cultivated by private
smallholders.

The government owns ﬁearly two-thirds of the total tea
acreage with the balance being held by smallholders. The
cultivation of tea employs an estimated 700,000 persons.

Industry: Manufacturing industries consist of: 29 public
sector corporations; about 9,000 registered private factories
composed largely of small and medium industry firms with fixed

assets of under $50,000; and over 20,000 unregistered small and



cottage industries. The public sector industrial corporations,
including the petroleum refinery, account for over 508 cf
industrial cutput. Output value in private factory industries grew

by an average of 7.2% in the 1977-80 pericd while small cottage
industries grew by 9.4%. Small and medium industries account for
over 90% of private industrial  units, over 70% of =2mployment and
over 55% of value added in private manufacturing.

About 65% of the registered small and mediam i1ndustries
are in and around Colombo, with secondary concentrations in the
Kalutara, Kandy, Matara, Jaffna, Galle and Kurunegalle districts.
Unregistered small and cottage industries are more widely dispersed
among small towns and villages with the Colombao district
representing only about 30% of the units.

The main small and medium industry product groups,
constituting about 90% of the employment and B5% of the investment
in .registered small and medium 1industries are textiles and
garments; light engineering; rubber and chemical goods; wood and
paper products. Product concentrations among unreqistered smaill
industries are found in related lines, handlooms, pottery, iaqgery,
blacksmithing, sheet rubber, rice mills and bricks.

The role of public enterprises is decreasingy and the GSL
is looking to the private sector to lead the way in industrial
expansion. The public sector will not be allnwed to expand 1in to
new areas of industrial activity, but 1is bein3y restricted to
improving existing operations. Except for the production of

assential items, all state-owned enterprises ara2 being held to a



standard of financial viability and are required to compete on an
equal ahd non-discriminatory basis with the private sector and
among themselves.

Wholesale and Retail Trade: wholesale and retail trade
are time honored traditions in Sri Lanka and have long provided a
major outlet for private ambition. Import/export trade is confined
largely to the Colombo area, while trade aimed at the domestic
market is scattered around the country, centered mainly in the
regional urban c¢enters of Colombo, Kandy, Jaffna, Trincomalee,
Batticaloa, and Galle. Public sector involvement is concentrated
in the regional wholesale cooperatives and the retail_multi—purpose
cooperative societies.

Construction: The construction sector is dominated by the
government through such agencies as the ﬂrban 'Development
Authority, the Building Materials Corporation and the State

Construction Company.

Commercial Banking Sector: The Sri Lanka banking system
is composed of two state banks, the Bank of Ceylon and the People's
Bank, two indigenous commercial banks and nineteen foreign banks,
four of which are American. The banking sector has been
_experiencing a boom the last couple of years and despite increased
competition Ffrom the new foreign banks, the local commercial
banking sector has reported unprecedented profits. The two
state-owned banks control the major share of the country's banking

deposits.
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[nvestment: Gross  domestic investaaent 1n 1981 totalled
about 51.2 billion or 29% of GDP up from $57% million in 1977. The
governmnent estimates that private investiment in 1981 totalled abonut
$512 million as opposed to $730 million by the public sector. The
nresent high 1levels of public investment are attributahle %o heavy
opublic undertakings on essential infrastucture develiopment Jiring
the 1977-85 period in order to supnort privat2 sector activity
during the mid-1980s. By 1986 it is expaected that public and
private investment levels will be equal  and will account for 263 cof
GPP. A stock =2xchange was eastablished in September 1982 which
should heln facilitate investment 1n the private sector.

Composition of GnP: Looking at the privat~ sector from a
macroeconomic perspective, the following is a very rough brezakdown
of S5ri Lanka's GDP between the public and privata sectors, based on

the sectoral discussion above,

COMPOSITION OF GDP, 19H]

{(Percoent))

Total Publ e Private
Agriculture 2R H 2?
Manufacturinag 13 In S
Construction ) 6 2
wholesale/Retail Trade 17 3 14
Jdther Services 21 I9 R

Other 2 1 1
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2. Current GS5L Policy for the Trivate Sector

The GYL's Publiec Investment Program for 1981-1985 states:
"The essence of the liberalized economic opelicies introduced in
1977 was to create the c¢limate necessary to  stimulate private
enterprise and provide a  larger role tor the nrivate sector. A
vital private sector is necessary to meeot the goals of increasing
employment, efficiency and output. wWhile public sector investment
depends greatly upon the roesources which  can be gencrated by the
private sector, public investment in  essential infrastructure and
expansion of the production base is scoen ags complementary  and not
competitive to the efforts of the private sector, nor as a
substitute for private sector investment. This realization is
fundamental to the government's decisicon toc reduce planned public
investment so as not to pre-empt the private sector and to provide
a strucutre of incentives to that sector.”

The GSL's industrial policy is "to foster the optimum
utilization of existing capacity and the Jjudicious creation of
additional or new capacity, particularly in industries which have
high export and employment potential and are complementary to the
development of other priority sectors like agriculture.”

In order to promote private investment in specific areas,
the government established a number of new institutions and
agencies. These are the Greater Colombo Economic Commission, the
Export Development Board, the Foreign Investment Advisory Committee
and the Local Investment Advisory Committees. In additiocon, the GSL

also set up the National Development Bank to look at the specific
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needs of medium and long-term investment credit in the country.
The government.'s policy changes have resulted in
accelerated growth in industrial output, employment and exports as

is evident from the following figures:

SELECTED PERFORMANCE INDICATORS FOR THE INDUSTRIAL SECTOR

1977 - 1981
1977 1978 1979 1980 1981
value Added
(Rs. Million) 2,688 3,109 3,437 4,726 6,000
Capacity Utilization
(%) 60 70 72 73 74
Advances by Financial
Institutions
(Rs. Million} 1,273 2,191 2,709 3,256 3,453
Employment (Number) 118,576 136,168 146, 260 154,563 162,000
Exports Value
(Rs. Million) 941 1,944 3,737 5,485 7,059

Percentage Share in
Total Exports - 15 24 32 34



Although progress in the industrial sector has been
impressive, the sector 1is still in 1its 1infancy and 1its real
potential has not been achieved due to a number of constraints.
Sone of these are inadequate entrepreneurship and managerial
axpertise, lack of technical knowhow, lack of easy availability of
capital and long~term financing facilities, and weak
infrastructural facilities in certain areas which have ﬁot kept
pace with the fast growing reguirements of the sector and possible
constraints dealing with tax and tariff concessions. Further, the
growth of industrial output has shown fluctuations which could be
attributed to the heavy dependence of the volume of output to a few
industrial groups only. To enable the sector to achieve the
envisaged rate of growth, corrective measures would have to be
taken including the identification of industry-specific
bottlenecks, rationalization of facilities and support services,
and further strengthening of investment and promotional incentives
and policies.

3. The Private Sector Development Process in

Sri Lanka

In developing countries which have experienced relatively
long periods of socialist regulation of the economy and limited
private access to the foreign exchange markets, there 1is an almost
inevitable sequence* of events which marks the eafly years of the
liberalization, It is important to understand how wunivers:l these
are as one seeks to assess the performance of Sri Lanka's private

sector. Most of the early period after a liberalization involves

*The description of the liberalization sequence is attributed to
John Stuart Blackton.



the satisfation of pent-up consumer demand and  the rodiraction of a
scarcity-oriented trading and commercial sector to the ooperation of
a free market. The conventional features of the early years aftar
liberalization involve a sequence aof avents as outlined below:

- imported goods flood the markets and consumers arz
euphoric while traders grow rich overnight,

- the new money from trade goes In to real estate and
land prices and rents rise dramatically, sguerezing some  while

enriching others.

- the banking system expands dramatically, attractiang
new deposits (usually in foreign exchange at near-euromarket
rates). Depositors are initially euphoric because of the high

nominal interest rates.

- the Consumer Price Inidex rises at historically
unprecedented rates and euphoria beqins to wither among the less
favored grouops.

- trade Aand commerce continue to praedominate in the
private sector and the government begins to worry about the
oroblems of directing resources to productive investments rather
than trade.

- the banking and trading constituencies {(who are making
a killing 1n commercial transactions) resist pressuares to diversify
their investment portfolins towar:ds nroduction, and pablic
criticism of financial intermediaries mounts,

1

- governpment begins tao  re-oxamine the  30cial and

political costs of liberalization and to consider al*srations 10
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policy to respond to the new distortions.

To date, Sri Lanka has kept rather closely to the
liberalization libretto. The first vyears after 1977 witnessed
massive imports of consumer goods as traders, conditioned by years
of scarcity, overinvested in inventory and saturated the markets.
Consumers, likewise accustomed to scarcity or at best to
uncertainty in the markstoltace, displayed the  "hoarding response”
which usually follows vyears of artificially restrained consumer
JdJemand., At the same time, free foreign exchange and new sources of
commercial wealth combined with greater access to the banking
system to fuel a housing and construction boowm in 1978 and 1979.
Speculation in real estate was rawmpant and contractors and land
speculators were among the earliest baneficiaries of the new
policies. Inevitably there were some sharp  market corrections
after the 1initial freazy and the traders Ffound themselves faced
with ananticipated carrying costs on  speculative inventory while
the land market slackened somewhat in 1980, The liberalization
has, however, undeniably reshaped the domestic economy of 3ri Lanka
and evidence of the changes is abundant.

Sri Lanka was at this point of critical re-~examination of
the liberalization during 1982, The process was hastened by the
presidential elections and referendum of late 1982, This was a
critical threshold in an economic liberalization program, and
nations which c¢ross that threshold successfully begin to reap the
genuine developmental raturuns to the policies, while those that

retrench too fast provide grist for the critics who argue that free
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market policies benefit only traders and speculators. Some Sri
Lankans in 1982 were openly critical of many of the results of the
1977 liberalization. They sensed a serious guantum of wastafulness
in the consumption patterns that have accowpanied the new policies
and noted with concern the limited new privats oroductive investment
in the country.

Some were drawn to the facile conclusion that a
retrenchment was in order, but this viewpoint misses much important
groundwork that has been laid tor an expanded praductive role for
private investment and private entrepreneurship. The return of the
current goveranment to office was an endorsement of the
liberalization policies of the past five years and 1t 1is expected
that future policies will encourage an expanded role for the

private sector.





