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THE AMBASSADOR
OF THE

UNITED STATES OF AMERICA
Colombo, Sri Lanka

January 206, 1984

CHIEF OF MISSION COMMENTS

I am pleased to endorse the Country Development Stratecy
Statement Update prepared by the USAID Mission in Coliomdo.
The Strategy reflects a continuation of U.S. emphasis ia
three major areas:

(1) Accelerated Mahaweli Basin Development;

{2} food production and natural resource maracement;
and

(3) human productivity and well-being.
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The development assistance levels proposed e

repres
shift of resources from the Mahawelil program to ot
agricultural-related activities, as well as increas
vestments in health and family planning andé crivate
prise development. I 3judge it extremely important o
maintain these levels of assistance which reflect a cocn-
tinuing U.S. interest in Sri Lanka's democratic tradit:ons,
the improvement and recent strengthening of the relazica-
ship between Sri Lanka and the U.S., and the Government of
Sri Lanka's efforts to maintain sound economic policies and
expand the role of the private sector in the country's
davelopment.
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The strategy, in my judgment, reflects a program of CU.
assistance that is responsive to Sri Lanka's developmen
needs and priorities. I am pleased to support it.
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DNTRODUCTION
In response to AID/Washington's guidance, which includes the Asia Bureau

experiment aimed at the relative simplification of the Country Development Strateqy
Statement ((DSS) presentation, our FY 1985-89 (0SS update focuses principa’ly on the
assistance strategy in Sri lLanka, workplan, and resources. Qmmplementing and
supplementing these sections, we are providing short sections dealing with the
econamy, including the projected longer term effects of the July 1983 civil
disturbances, and an update of socio-economic indicators.

1. BOONCMIC OVERVIEW

While Sri lanka continues to enunciate its commendable open economic policies,
1383 was not a good one for the Sri lankan econcmy. The real GDP growth rate, having
already slowed to 5.1% in 1982 from the 6% average achieved in 1379-81, was expected
to fall to about 4.2% (an 18% drop fram 1982) due partially to the serious July
cammnal disturbances and to a drought which sewerely affected the Yala (ainor) rice
aop and the tree crop sector. The lack of rainfall also resulted in daiirs two hour
power cuts during the last quarter of 1983 which continue. Tea production is at its
lowest levels since 1965, but with reocord tea prices earnings are at an al_ time
high, Tea prices are the only bright spot on the economic horizom.

The 1983 inflation rate was higher than anticipated at 15%. The deb: service
ratio is approaching 20% and is expected to continue to rise over the next seweral
years. The present debt service burden is large nsidering the recent and
prospective export performance. Foreign reserves are being depleted and the balance
of payments situation is worsening as imports vastly exceed exports. It is doubtful
that the high lewel of worker remittances will be maintained as employment
opportunities in the Middle East and Africa decline.

The Government of Sri Lanka (GSL) 1984 ampital budget is programmed =0 be 8%
less than last year's, and the projected budget deficit is down by 23%, bu: even

these reduced levels are considered too high by the IMF and the World Bank. Most
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people expected a much tougher budget in light of the July disturbances axd it is
widely felt that the GSL failéd to use the unfortunate ¢opportunity providad by the
disturbances to tighten up the budget. The Finance Minister did pave the way in his
budget presentation for continued devaluation of the rupee which remains overvalued.

Major structural problems in the econamy continue to be the slow growth of
exports (both traditional and non-traditional), excessive protectionism and an
inelastic tax base. The World Bank is currently considering a three-year $210 million
Structural Adjustment Loan which would require major changes in these structural
areas before approval. Sri Lanka is currently in the middle of a troubled SDR 100
million IMF Stand-by Agreement the second tranche of which is at risk pending GSL
economic policy actions {(i.e., exchange rate, and tariff and budget reform) to meet
IMF targets. Such actions are judged to be unlikely pending a political consensus and
movement towards resolution of the communal issue. Higher tea prices and continued
donor assistance are carrying the econamy.

Thus, while the GSL remains committed to the basic policies of econamic
liberalization and an opening up of the economy, a strong determination to deal with
structural imbalances and budgetary constraints will be required to maintzin the
support of the aid and international banking communities and to regain the track to
self-sustained growth.

Probably the most damaging and long-term problem to arise from the disturbances
is the resultant political divisiveness in the country and the lack of success to -
date in resolving the communal issue. The absence of political consensus end the need .
to placate major segments of society have made it difficult, if not impossible, for
senior &SL officials to take tough stances on, for example, economic policy
issues.

The loss of trained and entrepreneurial individuals, largely Tamil, but quite a

few fram other ethnic groups as well is another serious problem. There are no

statistics on the number of people who hawe left, but many of the AID-ass:isted
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projects have lost Tamil staff, the business community complains that some of their
best people have emigrated, and seweral profe;sion;xl ranks have been very rard hit
(e.g., doctors, engineers, acoountants, computer specialists)., Tamils are not the
only ones leaving; Sinhalese too are departing. It will certainly be a lorg-term
proposition to train replacements for those who hawe left,

Sare have concluded that a camponent of the July disturbances was eccoomic in
nature - the “have mots" against the "haves® - especially in the second anc third
waves of unemployed youths who partook in the looting. To the extent this is true and
given projections that employment cpportunities in the Middle East and Africa will
decline with falling cil revenues, the already serious unemployment probler:,
especially among the young, is likely to be exacerbated and further strain the
politial, social and economic fabric of the country.

The tourism sector has probably been the most sewerely affected industry. A 17%
decrease in tourist arrivals was expected for all of 1983. However, barrirg any
future problems, tourism should pick up during 1984 with the help of the recovery in
the developed countries.

The most lasting impact will be the psychological ane on all commmnities within
Sri Lanka and especially on investors from abroad. Foreign investors, however,
continue to visit Sri Lanka for discussions of investment opportunities. Axording to
the (BL, investment approvals are on the increase, but we would expect a "wait and
gsee” attitude to prevail for some time. The general feeling is that the country can
survive the July disturbances, although another round of serious commnal vioienoe
could put the country's future development in jeopardy.

II. UPDATE OF SOCIO-ECONOMIC INDICATORS

Since the change in the direction of the Sri Lankan econamy in 1977 Zram a
primarily socialist setting to an open econamy, many changes have taken place in the

sphere of socio-econcmic develogpment,
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Initially, there was a considerable improvement in the rate of unemployment,
the development objective with the highest priority of the present government, with
the rate declining fram 24% in 1973 to 13.6% in 1981, However, the rate cf expansion
in employment opportunities now appears to be slowing down due to the difficulties of
sustaining an over 6% awrage rate of growth experienced during the first four years
under the open economic policy. During the pericd tetween 1978 to 1981, tr= total new
employment generated amounted to 318,847 jobs, aweraging about 80,000 per year in the
organized sector. In 1982, the awerage fell to atout 33,000, while the awerage number
of new entrants to the labor force remained about 125,000. This decline will
obviously push up the rate of unemployment.

Socio—-economic indicators on education and mortality levels show cortinued
progress and improvements. The school enrollment rate has gone up fram 7%.1% in 1971
to 91.5% in 1981. During the same period, the lewel of educational attainment has
also gone up. The awrage percentage of the population who completed Grade V, for
example, increased from 48% in 1971 to 66% in 198l. The literacy rate imgroved from
an estimated 78.5% to 86.5% during the same pericd.

Due to the extensive health care system in the country, the crude death rate
has continued to decline from 7.8 in 1976 to 6.1 per 1,000 population in 1981. The
infant mortality rate has also declined progressively from 42.3 per 1,000 in 1977 to
37.7 in 1979, However, comparisons of the most recent nutrition survey with data fram
a 1975/76 survey show that nutritional status may hawe deteriorated slightly. In
addition, the health care system focuses extensively on curative rather than
preventive health care and is faced with a large shortfall in the number cf trained
medical personnel.

While these measures speak generally about the achievements in the area of
socio-economic development, they also indicate the growing socio-econamic demands in
the years to come. Sri Lanka's population will continue to expand bringing the total

population to a minimum of 20 million by the year 2000, an increase of about 5
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million or 1/3 of the existing population.' Est‘imbes indicata that by the pear 2000,
70% of the total population will be less than 30 years of age.

Given the country's natural and financial resource limitations, such increases
will be difficuit to accammodate while maintaining the present lewveli of
socio—econamic development. Since 1979, a large number of consumer subsid:es have
been reduced and the allocation of financial resources on heaith, educatior., etc.
have come down in real terms. A major reason for improved sociai development in the
past has been programs such as the free food ration schmeme which cowered rost of the
population and was replaced in 1979 with the food stamp scheme for households earning
less than Rs.300 per month (about ane-half the population;. The real vaiue of the
stamps has declined dramatically due to a 60% drop in purchasing power since 1979.
While the recurrent GSL expenditures for education, health and food subsid.es have
increased fram Rs.1.86 billion in 1974 to Rs.6.5 billion in 1984, these expenditures
account for a decreasing share of total recurrent expenditures, from 41% to 22%
between 1974 and 1984.

Indicators such as income distribution show that thers has been little
measurable improvement in the inocome shares of the low income households during the
first few years under a liberalized economic policy. According to the 198J/8l
socio-econamic survey of the Department of (ensus and Statistics, the lowest 60% of
the population received only 35.8% of the total income which compares with the share
of 34.9% of the same group according to a 1969/7C socio—economic survey.

These indicators support the ontinulng emphasis the GSL has piaced on
employment and income generation, and give same tentative evidence that it is
possible to havwe growth with equity. ontinued growth, however, will be ciffiqult to
maintain given the demographic pressures facing the wountry.

III. STRATEGY

A. Validation of Strateqy

The USAID program is designed overall to assist Sri Lanka in building the

capacity for self-sustained growtii. While this capacity has been set bac< by the
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serious communal disturbances .of July, and a reduced growth rate in 1983, “he GSL's
basically sound economic policies, including an expanded role for the privete sector,
still make this self-sustained growth objective attainable. Although the DSS period
will see a2 continuing shift of resources from Mahawell construction to agricultural
production, natural resource management, and human productivity and well-being, our
strategy objectives (food oroduction, employwent generation and human productivity
and well-being) remain unchanged.

While there will continue to be a strong GSL emphasis in downstream development
under the Mshaweli program, as evidenced by prcjected funding of about 40% of the
$1.2 billion total investment in the Mahaweli over the 1983-87 period, GSL resources
will be increasingly allocated for other productive components and social
infrastructure within the investment program.

The implementation of our approved strategy will reflect this resour>e shift,
and be responsive to AID/washington policies and the recently completed Asia Bureau
Strategic Plan. In addition to our current efforts, increased emphasis wiil be given
to expanding the role of the private sector in Sri Lanka’s development, as well as
constructive policy dialogue, institutional development, and technology transfer and
research.

We will maintain a consolidation of our assistance into three genera:
categories:

{1 Accelerated Mahaweli Basin Develiopment;

(2) Food Production and Natural Resource Management; and

(3) Human Productivity and Well-being.

Our FY 1985 (DSS established longer—term goals for each of these catagories to
be achieved during tne 1984 to 1989 period. In addition, the FY 1985 Annual Budget
Submission included an Action Plan which provided operational objectives for the 1984
to 1986 period linked tc the longer-term goals of the (DSS. These goals and

objectives are modified and updated, where necessary, in the Work Plan (Section IV)
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of this year's (DSS update, Although many of our goals and objectives coincide weil
with those set forth in the Asia Bureau Strategic Plan's Management Guide, those
presented in this (DSS are specifically related to our program in Sri Lanka and,
thus, country, rather than region, specific.

The balance of this Strategy section of the (DSS update will focus o1 a hxief
summary of our assistance strategy, specific subjects requested by the Asii Bureau,
and progress on the four program priority areas.

B. Sumary of Assistance Strategy

1. Accelerated Mahaweli Basin Development Program (AMP)

The 2MP continues to be the GSL's highest priority in that it is a k3y to the
contry's primary objectives of food self-reliance and employment. In ad&ition, it
will provide hydro power generation capacity to meet the growing demand fcr
industrial and hame uses. By 1986, major dams and canal construction of irrigation
systems are expected to be completed. Frum 1986 onwards, the major thrust of the
program will be the ocompletion of downstream development.

-AID's most direct involvement is in System B, where our future efforts (as
described beiow) will support further agricultural and rural dewelopment. Our
assistance to the AaMP directly supports the Asia Bureau Strategic Plan's goal of
increasing the output of basic foods to permit substantial improvesment in the diets
and incmes of poor people through irrigation and agricultural production. It also
will support: (1) improvements or changes in policies in the areas of watar
management and water charges; (2) improvements in the institutional capacity of the
GSL to plan, operate and maintain irrigation systems and to monitor settiement and
agricultural production activities; (3} assistance in manpower planning axd
strateqgies to pramote business enterprises; and {(4) new technigues 1n design and
oonstruction, and methods of data collection, analysis, cperation, manageient and

implementation.
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2. Food Production:and Natural Resource Management

Under this category, the USAID strategy is to concentrate on four program
areas: (1) irrigation and water wanagement; (2) agriculture research, production,
processing and marketing; (3) agricultural policy and planning; and (4) energy and
natural resources conservation and management. In support of these program areas, the
USAID will explore with the GSL the possibility of a multi-year Title III agreement
which will address major golicies in the agricultural sector, and build uypon the
agriculture, food and nutrition strategy and related investment program. This will
result in an even closer integration of our food aid and development assistance
programs.

The Asia Bureau Strategic Plan identifies five subsectors in which AiD's
agricultural strategy should concentrate; 1.e,, irrigation and water managament;
strengthening naticnal agricultural research, extension and education systams; food
policy and agricultural sector analysis; rainfed resources management; and
agribusiness and off-farm employment. The USAID strategy fits well with the Bureau's
Strategic Plan. As well, the (0SS links the bulk of our proposed efforts in energy,
and environment and natural resources to the agricultural sector and with the
priorities and objectives of the Strategic Plan.

a. Irrigation and Water Management: This program area will continue to

be a major focus of AID assistance over the (DSS period. While major funding and
donor assistance are needed to help rehabilitate many of the irrigation systems in
Sri Lanka, the USAID's proposed assistance will focus on the "software” aspects of
irrigation, including the greater efficiency of water use, farmer participation, and
systems operations and maintenance. The successful completion of the Water Management
project will set the stage for a larger AlD-supported Irrigation Systems Management
project to be initiated in FY 1985, The primary emphasis of the new effort will be
the continued improvement of the institutional mpacity of the GSL to better manage,

operate and maintain irrigation systems with the full participation of farmers. The
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project will concentrate on umproving financial management of irrigation scwemes,
increasing the GSL capability in training, and improving the capacity for moaitoring,
evaluating and oonducting research related to irrigation schemes. The pro’act
includes the inroduction of water user associations on up to 20 schemes, improved
operations and maintenance in about seven schemes, and renabilitation of three
schemes. The schemes in which operations and maintenance and rehabilitaticn
activities are planned include about 58,000 acres and will impact upon abort 21,000
farm families.

b. Agriculture Research, Production, Procesing and Marketing: Increased

production of subsidiary field crops is one of the highest pricorities of hxth the GSL
and USAID, and is an area of significant, largely untapped agricultural potential.
These crops are grown by a large number of farmers throughout the country, many of
them among the poorer elements of the population. The USAID's initial effcrt in this
area is focusing upon improving the GSL's institutional capability to carry out
research on subsidiary crops, and the upgrading of the private sector's seed
production and marxeting capability. However, as rice will remain clearly the most
important food grain to the country, same support will continue to be provioded o
rice research. In addition, we will support farming systems research and expiore the
possibility of future AID assistance to agricultural marketing and food processing,
and export development.

c. - Agricultural Policy and Planning: There are currently a iorge number

of GSL agencies with often owerlapping responsibilities in the food and agricuiture
sector and consequent problems in ocordinated program planning and iLuplemertation.
Reliability of data is gquestionable and systematic analysis of data is seldom carried
out, Building upon our ongoing assistance to the GSL's agriculture, food and
nutrition strategy (more fully described below) and to the Marxeting and Food Poiicy

Division and the Information and Data (enter of the Agrarian Research and Tralning
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Institute, we will support further strengthening of the GSL's agricultural planning
and analysis capabilities.

d. Energy and Natural Resources (bnservation and Management: Fuelwood

is by far the most important source .,of energy in Sri Lanka, accounting for about 55%
of total energy used in 1982. Most of this energy, which is used by the d&mestic
sector for cooking, comes fram crown lands, village woodlots, and rubber ard tea
replantation. Therefore, apart from its significance as a source of energy, fuelwood
has important environmental implications, The protection of watershed arezs
(including the upper Mahaweli catchment area) and the provision of increased sources
of fuelwood are mandatory for increases in agricultural production and the
improvement of rural incomes. Building upon the institution building, and fuelwood
and reforestation efforts under the ongoing Reforestation and Watershed Management
project, we will provide additional assistance in this area, with an emphasis on
research in methodologies for soil stabilization and watershed management.

In addition, the USAID will give increased attention to assisting the GSL in
the development and implementation of sound policies and plans in energy, eavironment
and natural resources conservation and management. In energy, we will continue to
support research, training and pilot efforts involving mini-hydro and other
alternative energy sources, and the conservation of non-renewable energy resources,
In environment, we will assist key GSL agencies in the development of the proper
institutional and policy framework for implementing sustainable natural resource
management strategies and plans.

3. Human Productivty and Well-Being

Under this assistance category, we will concentrate on: (1) health, family
planning and nutrition; (2) low-income housing guarantees; (3) education and
training; and (4) private enterprise development.

We believe our proposed strategy in the above areas is in consonance with the

Agency policy gquidelines and the Asia Bureau Strategic Plan., For example, our
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proposed assistance in health and family planning will focus on selective
interventions to strengthen the GSL's institutional capacity to deliver st
effective preventive health services, including improved family planning services and
ante~ and post-natal care. While our proposed inwoivement in nutrition will be iinked
to the agriculture, food and nutrition strategy (see Section III.E.), we will
continue to emphasize the targetting of Title II food to support the nutrit.on
component of GSL's Maternal/Child Health program, In addition, we will exp.core the
strengthening of nutrition surweillance under our future primary health care effort.
With respect to our Housing Guarantee program, future efforts will continoe to focus
on the provision of low-cost housing to those in need, while encouraging fucther
changes in GSL policies concerning cost recovery and an expanded private sector role.
In eduaation, our future efforts will stress institutional development., Our private
sector efforts aim to strengthen and expand the role of the indigenous and J.S.
private sectors in contributing to Sri Lanka's investment and development noeds.,

a. Health, Family Planning and Nutrition: Based upon our Judgmeit of the

health and productivity problems affecting Sri Lanka's people, the USAID is
sypporting malaria control efforts and a FY 1984 wWater Suply and Sanitatica Sector
project. The continued AID assistance to malaria control is in acoord with the
Agency's health policy and is considered critical, especially in view of the
resurgence of this disease in 1983,

The Water Supply and Sanitation (WS&S) Sector project is justified o the basis
of the ranking of diarrheal and other water borne diseases as one of the leading
auses of morbidity and mortality. The project is consistent with the fincings and
recommendations of the WS&S Decade Plan prepared by the GSL with AID assistance. Our
effort is primarily an institution building effort oonsisting of the highest priority

activities identified in the Decade Plan.
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The results of the "AID Heallth ar;d Population Strategy review (see below) are
nearing completion and will.l set the framework for our future assistance in these
areas. |

with respect to plans for the Title II program, AID's involvement in the School
Feeding program will begin to phase out'in FY 1985, By FY 1988, the phase cut will be
completed with total responsibility for the program assumed by the GSL. For the
Maternal/Child Health program, curr?ent plans call for the expansion of foo¢
processing capacity which will permit an increase in the number of recipierts, but a
declining AID food input as increased use will be made of indigenous foods. This
phase over to complete @L responsibility would be achieved by FY 1990. Tt=
Cammercial Marketing program is scheduled to be taken over by the GSL and/cr private
sector by FY 1986, after expanded production facilities come on stream.

b. Housing Guarantees: Adequate housing has been shown to hawe

important impacts on health and well-being. The Housing Guarantee program, with
modest grant funds, will continue to support low oost housing for the Sri Lankan
people, while also providing support for the dewvelopment of housing finance
institutions and policy changes encouraging a predaminant role for the private
sector., The lewel of continued AID support for the (DSS period will be determined on
the basis of evaluations of and cur implementation experience with the program.

¢. Education and Training: Evidence indicates the need to improve the

quality and quantity of agriculture specialists in Sri ILanka. We have a continuing
interest in agriculture education which stems fram the success to date evidenced by
AID's assistance to the Post-Graduate Institute of Agriculture and Faculty of
Agriculture at the Uniwversity of Peradeniya under the Agricultural Education
Development project. We will assist the GSL in an assessment of the future demand for
agriculture graduates in both the public and private sectors. The results of this
assessment will determine what role, if any, AID should play in strengthen.ng the

undergraduate agriculture institutions in Sri Lanka.
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The USAID will continue to concentrate our hgman resource developmer: efforts
on institution building, technical and managerial training, technology transfer and
increasing the income generating skills of the rural poor. These efforts wiil be
supported through the Development Training and Support and PVYO (O-financirg projects.
Priority will be given to upgrading human resources in key development agencies,
public and private, through both long and short-term training conducted overseas and
in Sri Lanka. Such skills upgrading will be closely tied to present and future GSL
and USAID program emphases and will ooncentrate on selected institutions. We aliso
will remain sensitive to the possible need for additional, specific assistance for
the professional resource development of Sri Lankan counterparts.

Our continued suypport to PVOs will be related to a greater extent tc our
strategy priorities and focus on strengthening the aapacity of these privete
organizations to participate in development at local levels, in providing skills to
improve the incames of the poor, and in improving health and other social servioces to
those most in need.

d. Private Enterprise Development: The GSL 1s actively supporting a

greater role for the private sector in Sri Lanka's dewvelopment. In support of this
policy, the USAID is moving with a phased effort to foster greater private investment
in Sri Lanka's dewelopment. The first phase, to be completed by FY 1987, inciudes a
comprehensive assessment of the Sri Lankan private sector, the formulation of a
sector development plan, assistance to specific¢ institutions and entreprereurial
development programs, funding of pre-feasibility studies for investments that an
yield more immediate impacts (e.g., agro-industry), and pramotion of loca. and
foreign investment. The assessment of the Sri Lankan private sector carr.ed out by a
U.8. oonsultant team was compieted i1n August 1983. By FY 1385, the USAID's initial
project effort directed at the private sector will be well into implementztion and an

evaluation of the project's progress will be undertaken, This evaluation will permit
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any nec.esséry modifications in the .current project and lay the groundwork for the
Private Enterprise Promotion II project envisioned for FY 1986.

It is expected that the second phase of the USAID's private enterprise efforts
will focus on refining the sector strateqy and plan; assisting the GSL to remove
constraints to private sector expansion; expanding institutional, managerial, and
entrepreneurial development; conducting pre-feasibility studies for other key areas
in the sector development plan; and assisting selected investments, technclogy
t;ransfers or joint ventures that fall within AID's legislative mandate and areas of

ooncentration,

C. Future Involvement in the Accelerated Mahaweli Development Program (AMP)

The lack of self-reliance in food production and unemployment are and will
continue to be major problems in Sri Lanka. The AMP is the GSL's most important
development effort. It will increase damestic food production, rural employment and
incomes, and provide land to landless people. The AMP covers the Mshaweli Ganga and
Maduru Oya river basins. It includes four large dams and extensive irrigation canal
systems and irrigation support facilities such as roads, schools, dispensaries, and
utilities. Social infrastructure in support of resettlement schemes in newly
irrigated lands is an integral part of the program. When completed, the AP will
irrigate 117,000 hectares of land, resettle and create employment for 450,000 people,
and increase the damestic production of rice and other food crops by about 570,000
metric tons per annun. In addition, the Program will result in the generation of an
additional 500 megawatts of hydro-electric power.

Cur future involvement in the MMP will focus on the downstream development of
the left bank of the Maduru Oya System B, which is the largest single area under the
AP, The left bank area of System B totals 75,000 hectares and lies in tha dry zone
of central eastern Sri Lanka. When completed, it will irrigate 23,000 hectares of
land and resettle 145,000 people. AID support will focus on bringing agricultural

benefits to the left bank of System B, and will encourage the fullest use of the
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private sector to attain these benefits. Activitieés to be considered for AID support
include: the dewelopment of the tertiary irrigation system; on-farm deve_opment;
agricultural experiment and demonstration facilities; settlement; agricuitural
inputs; and water system management, operations and maintenance. This future
involvement will build upon our current effort in the design and construction of the
main and branch canals in the left bank System B area. We view our future involvement
in the Mahaweli Program as an effective vehicle to induce policy change ard
strengthen the GSL's institutional capacity in the areas of water management, water
user charges, and irrigation systems operations and maintenance. Both tecinology
transfer and research will play important roles with respect to our future
- involvement including experimental farms, groundwater investigations and development,
and new irrigation structures and construction techniques. Private sector firms will
be fully utilized during design and implementation, and the overall develooment of
the area will provide new gpportunities for private enterprises, shops and services,

D. Health and Population Sector Strateqy

To assist in identifying major health and population problems and delining the
most cost-effectiwe assistance options, the USAID initiated a multi-phased Health and
Population Strategy (HPS) process in mid-FY 1983. As part of tne Strategy review, AID
campleted an epidemiological and demographic review; the warld Bank conducted a
mission focused on cst-effectiveness and efficiency of health and family planning
services; then USAID carried out an evaluation of the National Institute of Health
Sciences (NIHS), in the course of which a number of guestions dealing with nealth
mnpower developnent were raised; and, finally, AID oconducted a population sector
.review. Although the World Bank report is not yet available, and the NIHS/health
training and population reports are still under review, a tentative summary of
findings to date follows.

The epidemiological review highlighted the importance and geographic

distribution of key morbidity and mortality problems such as diarrheal diseases,
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malaria (already addressed by AiD), ;'mtrition, pre~natal/natal/post-natal care, and
high parity or closely spaced child birth., The demographic review better defined the
magnitude of the population problem, clearly indicating that, unless fertility is
significantly decreased, the rate of natyral increase in popplation (which has been
relatively stable since 1970) will increase. An annual natural increase in population
of about 330,000 persons is eroding the ability of the GSL and the economy to provide
adequate food, jobs, housing, and education and health services. This steady
population. increase is also forcing up welfare expenditures and making it
increasingly difficult for the GSL to reduce welfare expenditures and to accumylate
savings for investment and further improvements in the quality of life for the bulk
of the Stri Lankan people. (For a fuller discussion of population and development in
Sri lLanka, see the Annex).

At the same time, important institutional problems and other constraints have
been identified which lower the technical and administrative feasibility o possible
health and population assistance options. The Ministry of Health (MOH) has a slowly
changing, khut still curative orientation. There are unresolved gquestions ::egarding
the financing, the focus, cost, the degree of cammunity participation, and
operational aspects of the MOH's planned Primary Health Care (PHC) scheme. Hignh
vacancy rates among and poor supervision of medical officers, public health nurses,
public health inspectors and family health workers undermine the system's celivery
capacity. A combination of wery high curative demand (ower two annual outpatient
visits per capita), provision of free health care, and high tertiary care
expenditures have created a system which the World Bank estimates is 20% underfunded,
with limited financial flexibility because of heavy mortgaging for recurrert costs.
Finally, poor ooordination, frequent organizational and leadership changes, limited
implementation capacity, and conflicting pressures make it difficult for the system
to accelerate the pace of orderly progress. On the population side, the ccastraints

are similar, since the MDH delivers 90% of family planning services. However,
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additional constraints on the population front are: weak coordination of populatian
activities between non-government organizations and the GSL's Population Division of
the Ministry of Plan Implementation; reemergence of political sensitivity to certain
aspects of family planning following the communal disturbances in July 1983; the lack
of a clear consensus in the MO regarding the relative importance of family planning;
and the low priority currently attached by the Ministry of Finance and Planaing to
the need for additional resources for family planning.

The areas we are actiwely exploring as candidates for AID assistance include
diarrheal disease control (including oral rehydration therapy); family planaing;
selective primary health ocare; health systems management and manpower development;
preventive health education; and selective private sector health care development.

Although the HPS process has provided a wehicle for a very useful policy
dialogue which is impacting on health planning, a clear consensus regarding the
framework of an AlD~assisted health and family planning project will requira
additional dialogue at the GSL ministerial level which we are actiwely pursaing. We
believe that additional health and population investments would be worthy ¢ AID
bilateral support and would be st effective, if the major constraints notad above
can be adequately addressed.

E. Agriculture, Food and Nutrition Strategy

The GSL is in the process of deweloping a national agriculture, food and
nutrition strategy, which is expected to improve cordination of the aumercas public
and private agencies inwolved in agriculture, and the allocation and use of resources
through establishment of national priorities. The GSL had previously made <mown to
the United -Nations' World Food (puncil its intention to undertake development of the
strategy, and committed itself to this undertaking in the FY 1982 PL 480, Title I
Agreement, The National Planning Division of the Ministry of Finance and Flanning is

responsible for coordination and preparation of the strategy.
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The strategy exercise was officially launched in April 1983 by a two-day
workshop at ‘which the various institutions were briefed regarding strategy
implementation plans, and their input solicited. Eight task foroes were subsequently
established to review.sub-sectors and develop their own strategy proposgls, including
policy options, Various independent studies have been undertaken to supplement the
work of the task forces (e.q., marketing of subsidiary field crops, rural credit).

In support of the strategy exercise, AID has agreed to provide technical
assistance, training and a limited amount of commodities. In addition, AID funded the
initial workshop and will.fund a second workshop in early 1984. The Government of the
- Netherlands has also committed about $500,000 in suppart of the strategy and
follow-aon activities.

To date six task foroe studies are under review and several special studies
have been completed. At this time, it is unclear whether the GSL will complete the
draft of the strategy by its ambitious March 31, 1984, target date. Hpwever,
considerable information is expected to be available from the strategy exercise by
then to establish national pricrities for incorporation in the upcaming 1964-88
Public Investment Program. The GSL has demonstrated enthusiasm and commitrment to
complete the initial strategy and to institutionalize the process among the line
agencies so that the strategy can be periodically updated.

The strategy exercise has been helpfyl to AID and other donors in identifying
potential points of intervention and improving upon donor ooordination. The current
strategy-related work has greatly increased GSL awareness of the need to strengthen
its overall agriculture planning and analysis capacity. AID's close association with
. the strategy is laying a foundation for a possible Title III program and continued
support through our proposed Agriculture Planning and Analysis effort.

Work to date with the strateqgy has highlighted the need to better prioritize
and ooordinate agriculture research which is now conducted by seven different

ministries. USAID, through its previous efforts in rice research, has assisted in the
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development of a good foundation in field ¢&rop fesearch, which will be further
strengthened by the new subsidiary field crop—oriented research project.
reforestation effort has a major research component which we plan to expani in a
follow-on forestry project in the future. In addition, USAID will explore with the
GSL further support to agriculture research, including horticulture and fa-ming
systems,

Other priority areas being highlighted by the strategy and of interest to the
USAID include: agricultural education (including mid-lewel technical traiaing);
management and administrative training for senior lewel officials; agricul:-ure
marketing, food processing and technology; minor export crop development; and
off-farm employment. As the strategy work progresses, we will be in a posi_tion to
further develop our agriculture and rural development strategy, giving geographic
emphasis to the extent practical to the Mahaweli System B and Gal Oye areas, thus,
reinforcing USAID's previous investment in these areas.

F. Progress in Four Program Priority Areas

Our FY 1985 (DSS established goals to be attained by our program in the four

program priority areas through 1988. while some of these goais now reguirs
modification, progress is evident in several important areas. This sectior wiil focus
on these modifications and the most important areas of progress.

1. Policy Dialogue

As previously noted, oconsiderable progress is being made by the GSL, with
support fram AID and other donors, in the dewelopment of its agriculture, food and
nutrition strateqy. From this initial strateqgy will flow the proposed futare
investments to be made in the agriculture sector. This prioritization of Iuture
agriculture sector activities will significantly affect our and other doncr programs.

A policy dialogue between the GSL and the USAID on the issue of irriztion
system operations and maintenance (O&M) was begun in 1979. This dialogue has resuited

in considerably increased attention to and progress in this ilmportant area.
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Improvements of OsM have been a major focus of our existing irrigation project
portfolio. The Water Management project includes training to operations staff at Gal
Oya and in-country training in water management to technical staff countyv-wide. Also
.included is the development of an operations model and technical assistance in fields
such as equipment operations, maintenance and repair. Under the Mahaweli Basin II
project, an irrigation Q&M manual has been prepared to be used by all
Mahaweli-administered systems.

A study under AID's Water Management Synthesis project pointed out the weakness
of the institutional basis for irrigation management and concluded that substantial
changes in GSL policies may be necessary, along with significant changes of
perspectives and organizations in the Ministry of Land and Land Development (MLLD) or
the Department of Irrigation. This led to the inclusion of a condition precedent to
our Water Management project requiring the establishment of a multidisciplinary cell.
This oell would establish a performance monitoring system and identify anc analyze
problems of irrigation systems island-wide. The GSL has acknowleded the seriousness
of the deficiencies in irrigation management and has undertaken a restructuring of
the Irrigation Department by establishing a new Division of Irrigation Management
(which will include the functions of the oell) within the MLID. This Division will
have a multidisciplinary makeup and focus on agricultural production issues.

A matter of continuing dialogue between the USAID, as well as other donors, and -
the GSL has been the inadequate financial resources devoted to O&M, resulting in the
deterioration of irrigation systems and premature requirements for rehabilitation. In
order to establish financially self-supporting systems, the GSL has announced a new
system of water charges to go into effect in 1984 and the establishment ol a fund to
be used expressly for OM. The fee aollection and allocation system will be
administered by the new Division of Irrigation Management and will be assisted by our

planned Irrigation Systems Management project.
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The USAID discussion of water management policy issues will continue, with
particular amphasis to be placed on commitment to O&M. The USAID 1s presently
designing two major projects {Irrigation Systems Management and Mahaweli igriculture
and Rural Development)} which include major components dealing with O&M. Bcth projects
will include appropriate mechanisms to assure that a GSL commitment to O&M is
forthcoming. These mechanisms will include appropriate conditions precedent,
submission of annual O&M plans, and annual reviews. With the achievements to date,
and the new approaches being considered under planned projects, a significant impact
is being and will be made in GSL policies relating to irrigation O&M.

In another area of policy dialogue, under the Phase II Housing Guarantee
program, AID is supporting the provision of low cost housing, and the streagthening
and improvement of the GSL's aapacity to dewelop its housing programs fror a policy,
planning and implementation standpoint on an economically self-sustaining basis. This
is being accomplished by: (1) enoouraging the development and implementation of a
comprehensive housing policy;: (2) improving the mechanism for establishing and
servicing loans for shelter and related infrastructure, including the initiation of
interest .charges, to put GSL programs on a self-sustaining basis; (3) increasing the
aapacity for appropriate data collection and management; and (4) strengtheaing the
housing finance iastitutions in the servicing of shelter for low income hcuseholds.

The USAID is continuing its discussions with the GSL on health policy issues.
Following our negative reaction to the Ministry of Health's request for mapital
assistance to support a major construction program of health facilitlies, we iadicatad
areas where improvements in existing health systems could be made and the type of
assistance AID might provide in addressing existing problems. The studies and reviews
carried out in connection with the Health and Pgpulation Strategy have ail served as
wehicles for further policy dialogue on such gquestions as community partic:pation in
the costs orf health care, the need for more emphasis on improwed family planning

services and for a national health manpower development plan, and various other
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management and administration problems. We will continue this policy dialogue as
discussions regarding a proposed FY 1985 Preventive Health and Family Planaing
Services project evolwe.

With respect to a national energy policy and plans, the World Bank is assisting
the GSL in their dewelopment. The primary AID role is to assist the GSL ia the
initial implementation of selective components of these plans and in the davelopment
.of policies and plans which pramote sustainable natural resource development.

2. Private Sector

To an increasing extent, the bulk of our projects include efforts to expand the
role of the private sector in Sri Lanka's development. We are pramoting the private
sector production of certified seed, and participation in the provision of
agricultural inputs and in marketing farm produce. In our irrigation and water supply
and sanitation efforts, we are contributing to developing the capacity of local
private contractors. In addition, we are supporting the dewelopment of private
marketing and credit organizations in the Mahaweli and other irrigation areas, as
well as the local manufacture and fabrication of components for water supply systems.,

Our direct assistance effort under the Private Enterprise Pramotion project is
caurrently under implementation. This effort will:

(1) enhance the private sector's ability to conduct effectiwve, high-level
dialogue with GSL decision-makers on all policies affecting the private sector's
interests;

(2) pramote increased private sector investment in the economy, including
foreign joint ventures;

(3) build the mpacity of existing public and private institutions to deliver
better management training and entrepreneur development services to the private
sector;

(4) provide other selected technical assistance or training support required by

the private sector; and
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(5) create a new, self-supporting institution, the Sri Lanka Business
Develogment Center (SLBOC), through which a comprehensive program to expand the
private sector's role in Sri Lanka will be generated.

Experience over the next 12-18 months will indicate where additional AID
resources can best be utilized. The Private Enterprise Promotion II project will
foous on the major constraints to private sector development that amerge from this
experience. This may include, for example, a major investment in a manageaent
training institution, or the capitalization of a specific investment or feasibility
study funé that meets the special requirements of a targeted group of investors. It
will aimost certainly continue support for policy-related research carried out by the
SLBEDC or other institutions. Our objective is to support a mix of interveations that
will have the greatest impact over the mediun-term in pramoting a dynamic, expanding
private sector that assumes a leadership role in Sri Lanka's economic deve_opment.

We are progressing with efforts to increase U.S. agro-industrial investments
through AID/Washington and USAID support for the Joint Agricuitural (onsuitative
Gomnittee established for this purpose. Initial indications reflect the potzential for
U.S. inwvestments which will transfer U.S. technology, while expanding employment and
income opportunities for the Sri Lankan people.

3. Technology Transfer and Research

Progress in moving towards the goals we established in last year's (DSS is
evident.,

The Forest Department is improving its capability to carry out forestry and
forest products research and to use appropriate technology for its reforestation and
fuelwood activities.

" Although considerable progress has been made in strengthening the GSL's rice
research capability, this will not be entirely self-sustaining by the end cf 1988.

Limited additional AID-support in rice research will be provided through our
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Diversified Agriculture Research pmoject, while other donor assistance is likely to
continue for the (MSS period.

We expect to begin irrplénentation of the Diversified Agriculture Research
project in late 1984. A meaningful degree of training, technology transfer, and
facilities iﬂprovemant will be completed by the end of 1988. However, the production
impact of this project is not expected until late in its life, i.e., 1990 and beyond.
In addition to our support of research on subsidiary field crops, we plan <o assist
in the introduction and institutionalization of a farming systems research approach
within the Department of Agriculture. This approach is aimed at moving the farmer and b
his farming operation to the center of research, extension and training ac:ivities.

The goal established for experimentation in non-traditional energy resources is
being modified to reflect our efforts in carrying out public and private sector
energy conservation and management training.

Sare progress has been made in expanding the degree of oollaboration between
Sri Lankan and relevént international and régional rasearch institutions. The GSL's
Department of Agriculture, for example, already oollaborates with several of these
institutions, e.g., IRRI and TCRISAT, and our Diversified Agriculture Research
project will support a further strengthening of these and other similar
relationships.

The USAID arranged with the Matural Resources Energy and Science Authority
(NRESA) in Sri Lanka to function as the coordinating agency for proposals under AID's
Innovative Scientific Research project. This arrangement has been a great nelp to Sri
Lankan scientists as NRESA provides a useful service in handling the procurement of
scientific materials and equipment, as well as providing administrative support. This
arrangement has enabled NARESA to strengthen its staff and provide improved services
to local scientists. Three research projects dealing with problems in the
agricultural sector haw already been funded by AID and are strengthening the

research capabilities of the Faculty of Agriculture at the University of Peradeniya



-25-
and the principal rice research institution in the country. Another, whid. is
expected to be approved shortly, will facilitate research at the GSL's (oconut
Research Institute. The USAID is also participating in the AID-financed National
Academy of Science project which provides a means of further assistance to local
scientists.

With respect to the Research Priority Implementation Plans, covering
agriculture, fuelwood, biomedical research on tropical diseases, we had ye: to
receive these at the time of the (DSS update preparation. However, we were closely
involved in the visit of the AID/Washington team which refined the plan for
agriculture. Therefore, our comments are limited to the draft agriculture research
plan. We wnderstand this plan will emphasize, in order of priority:

(1) sustained, high productivity in relatiwely favorable natural rescurce
areas, particularly in irrigated agriculture with emphasis on irrigation menagement;

{2) sustained production in less favorable natural resource areas;

{3) food and agriculture pelicy, including nutrition, food self-reliance, food
security, and equitable growth; and

(4) crop and animal protection (pre and post-harvest) by most cost-eifective
and envirocamentally acoeptable means.

The USAID-proposed projects, described elsewhere, in Mahaweli Agricu’ture and
Rural Development, Irrigatioan Systams Management, and Diversified Agriculiture
Research constitute the core of the Mission's agricultural program over the next five
years and relate closely to the first priority noted abowe. All of these projects
will support research in irrigated agriculture through infrastructural development,
technical assistance and training, with particular emphases on improved
organizational procedures and management practioces, and on soil and water ranagement
combined with varietal selection and improvement for production of the subeidiary
field crops under irrigation. Pricrity area 2 is also being addressed thrcugh the

Diversified Agriculture Research project, which proposes to employ a “farm.ng
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systems" approach to determination of research pricrities for sustained, rainfed,
upland agriculture. Ongoing and planned projects in forestry and watershed management
include major research components, and constitute another important facet of the
overall program in rainfed resources management.

Priority area 3, food and agriculture policy, is currently being addressed
through the national agriculture, food and nutrition strategy activity. USAID
assistance to the strategy is primarily in the area of research, specifically the
identification and prioritization of infrastructural, informational and policy
oonstraints to development of key sub-sectors. The planned Agricultural Planning and
Analysis project will continue this work, expanding on the research programr initiated
under the strategy and developing the GSL's ability to undertake research end
analysis in the area of food and agriculture policy.

Research in crop protection (priority 4) is also included as an important
component in the Diversified Agriculture Research project. Proposed new projects in
Agricultural Marketing and Food Processing, and Agricultural Education and Training
are alsc relevant to the stated research priorities, the latter to address the
training of agricultural researchers and the former to include direct research in
post-harvest crop protection. A possible Agricultural Export Development project will
also include a research ooponent which may address both rainfed and irrigated
production as well as crop protection.

4., Training and Institutional Dewvelopment

The major share of participant training over the (DSS period is expected to be
supported through our various projects. ncurrently, we intend to utilize a
substantial portion of our FY 1985 Development Training and Support project for
participant training. Training under this new project will differ from that
previously provided by:

(1} including longer-term, degree~level education (partially in respcase to

outmigration of professionals and others following the July disturbances);



=27~

(2) training more people in fewer institutions, seeking to upgrade selected
institutions;

(3) doing more in the area of management/administrative training for technical
personnel in AID/GSL priority sectors who are now in senior administrative positions,
but lack management skills;

(4) emphasizing technical and managerial training for women in line with a new
GSL priority of moving more women into senior postions throughout the econamy;

(5) to the extent practicable, strengthening human resources in areas in which
AID/GSL plan to work, to help minimize the continuing problem of having kev project
personnel absent on long-term training for critical years of project implementation;
and

(6) strengthening in-country capabilities to assess manpower deficiencies and
develop and implement manpower improvement plans over the near and mediar -erm.

The GSL capability to generate and analyze agricultural data has been enhanoed
already through our assistance to: (1) the Marketing and Food Palicy Division (MFPD)
of the Agrarian Research and Training Institute; (2) various short-term training
programs; and (3) work related to the national agriculture, food and nutrizion
strategy. OQur assistance to MFPD is aimed at increasing the dissemination of
marketing information to producers, traders, and consumers. This information is to
mver a greater range of agricultural commodities, be provided with greater speed and
frequency, and have greater statistical validity.

The agricultural policy and planning capabilities of the GSL also are being
strengthened through the strategy effort, and will be further addressed in our
proposed Agriculture Planning and Analysis project.

On reflection, we have determined that it is mot practicei for Sri Lanka to be
capable of producing all the needed quantity and quality of agricuitural graduates by
1989. The demand is too low in certain specialities to make it practical o develiop

an in-country educational program to cover all areas. Additionally, training abroad
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is desirable to a degree to minimize "in-breeding." Thus, while we would expect that
the agricultural system in Sri Lanka willi be aapable of producing most of ‘he
graduates by 1989, some overseas training will continue to be desirable,

Our Water Supply and Sanitation Sector project will help strengthen the
linkages between water and sanitation systems constraction, nealth education,
community involvement, and user fees, as well as, rationalizing investments in these
systems.

We will continue to support an expansion cof the role and institutional
development of PVOs under our, to date, successful and extended PVO ®-financing
project. In addition, our private sector efforts will build the capacity o>f public
and private institutions to deliver lLaproved management training and entrejreneur
services to the private sector.

The USAID will continue to provide technical assistance for the development of
strategies and comprehensive plans, and for the improvement of institutional capacity
to carry out such plans, Priority will be given where the USAID is considering future
program inwvestments such as agriculture, private sector development and praventive
health and family planning. However, we also intend to give consideration to arzas
such as energy, the environment, and transportation where AID wilil not havz a large
involvement, but cleariy has a comparative advantage and where a small tecanical
input in strategy or planning has the potential to eliminate constraints t> the
country's development,

IV. WORK PLAN

A. Analytical Work

The major pieoe of analvtical work to be coupleted 1s the GSL's agricuiturse,
food and nutrition strateqy, which is neaviiy support=d by AlID. ({See Section Iii.E.
for a full discussion of this effort.} In 1984, the major smpnasis will ke on

synthesizing the data from the various studies into z ooherent strategy, iram waich
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the GSL will develop investments for the 1984-88 period. This exercise will, of
murse, greatly influence our future assistance in these areas.

The study of the GSL's food stamp program and the analysis of the GSL's
nutritional status survey will continue with AlD-financed assistance fram the
International Food Policy Research Institute, The results will feed into the
agriculture, food and nutrition strategy and will yield data on the changes in
nutritional status since the GSL switch fram a food ration to a food stamp program,
The data also will guide our decisions on any possible assistance with reszect to
nutrition interventions.

Other agricultural research will come from the Diversified Agriculture Research
project, with about two-thirds of the planned budget dewoted to agronomic, farming
systems, and socio-econamic research,

As mentioned previously, an assessment of the future demand for agrioultural
graduates will be undertaken with a view towards a future Agricultural Bdumstion
project, and as input into a possible Agricultural Planning and Analysis project.

Under our support to the Mahaweli Development Program, increased attantion will
be given to socio-econamic research dealing with settlement problems and the
maximization of the employment potential by expanding on the work done o Jjate by Dr.
Thayer Saidder, a development anthropologist.

Using data from the several previously mentioned reviews of health axd
population in Sri Lanka, the USAID in FY 1984 will complete its Health and Population
Strateqy (See Section III.D.). This Strategy will be the basis for our future
assistance in these areas,

Our assistance to the Department of (ensus and Statistics will continue with a
national surwey of household econamic activities in 1984, and a labor force and
socio-econamic survey in 1985, These surveys willi provide district lewvel 3ata for
national planning and policy making, and help AID and other donors in the Jevelopment

of proposed assistance to Sri Lanka.
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The GSL's completion of a National (nastal Zone Management Plan, with AID
assistanos, is expected to be completed by 1986 and will provide the most
comprehensive data base available with regpect to avastal resources in Sri Lanka and
associated development options. We will utilize this information to identify
strategic areas for possible future assistance.

Additional analytical work will be undertaken with respect to the need for and
feasibility of seweral future AID-assisted projects, including agricultural marketing
and food processing, agricultural export development, and off-farm employrent.

B. PID and PP Schedules

Given the extreme difficulty and lack of accuracy involwed in projecting the
copletion of project documentation, we are limiting the time frame of our
projections to FYs 1984/85. 1Ideally, all PIDs should be submitted to AID/Washington
along with the spring submission of the Annual Budget Submission, and PPs before the
enfi of the fiscal year prior to proposed obligation. These ideals are too seldom met.
Generally, we will plan in FY 1986 and beyond to submit PIDs as close to tae fall
submittal date for our (bngressional Presentation as possible, and PPs by the end of
the first quarter of the fiscal year of obligation. Our ability to undertake the
necessary project analytical and design work, plus giving increased emphasis to
project implementation, will require an adequate number of personnel and, for USDH,
their timely assignment to post.

Table I presents our PID and PP schedules for FY 1984/85.

C. Staffing

Relative to program size, complexity, and our current and projected design and
implementation workload, the USAID/Sri lanka is understaffed., This problem is
oor_nplimted by the slowness in filling vacancies. Assuming that the Asia Bureau
Experiment will prove successful, we would look for same modest increase in our U.S.
direct hire ceiling over the CDSS period, while, to the extent possible, irncreasing

the use of institutional and personal services contractors. This increase will be in
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technical fields such as agriculture and health where new initiatives are planned and
additional direct-hire staff required. Ooncurrently, we will make some revisions to
the composition of the U.S. and Sri Lankan professional staff to reflect
modifications in our strategv and the proposed make up of our assistance portfolio.
As has been our policy, the bulk of any additional Sri Lankan professional and
support staff will be on a contractual, rather than direct hire, basis.

D. Evaluation Plan

Over the (MSS period, the USAID will focus principally on the evaluation of
projects within our portfolio. Major program evaluations of the Title I and II
programs were conducted in FY 1982, and we have no plans at this time to conduct
other major program reviews. Table II includes the latest revisions to our FY 1984/85
Evaluation Plan as contained in the FY 1985 Annual Budget Submission (ABS), as well
as our tentative schedule for evaluations for the FY 1986-89 period. The ABS
Evaluation Plan also contained the proposed purpose and content of most of the
evaluations scheduled for FY 1984/85 and, therefore, these are not repeated here.

E. Special Goncern

We are concerned that an adequate lewel of grant funding be provided over the

(DSS period to permit us to continue to respond meaningfully to the prograan emphases
of AID. Over the (DSS pe;iod, grant requirements are estimated to be about 45% of the
development assistance proposed. Historically, Sri Lanka has received a low
proportion of grant assistance relatiwe to other, higher income, ocountries in the
Asia Bureau. Our recent experience has been that the Asia Bureau and Agency have been
unable to provide the lewel of grant funds required and justifiable for our program
in Sri Lanka. Ower the past several years, our program has shifted from one
emphasizing resource transfers to one focused on the priorities of policy dialogue,
the private sector, technolegy transfer and research, and institutional development.
On the basis of development status, including its low lewel of per capita income and

increasing debt service burden, Sri Lanka should receive the bulk of its donor
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assistance on the most favorable of térms Mncurrently, the type of projact
initiatives being stressed by the USAID include substantial technical assistance and
training components, and are often non-revenue generating in nature, thus gqualifying
them for grant funding. Although we will use loan financing for pew initiatives where
appropriate, our ability to continue to be responsive to Agency priorities and Sri
Lanka's development needs will suffer unless this problem can be adequately
addressed.

F. Bencmarks for Measuring Progress Towards (DSS Objectives

Our FY 1985 (DSS established longer-term goals for each of the assistance
categories making up our future program for the 1984 to 1989 period. In addition, the
FY 1985 ABS included operational objectives for the 1984-86 period linked to the
longer-term goals of the (DSS. 1In this Section, these goals and objectives are
provided and, where necessary, modified and updated.

1. Accelerated Mahaweli Basin Development

a. Five Year Goals:

(1) 20,000 families will hawe been settled on the left bank of System B (where
AID is financing the irrigation infrastructure) and the necessary social and
agricultural infrastructure (schools, clinics, extension centers, farm-to-market
roads, etc.) will be in place.

(2} Approximately 52,000 additional metric tons of paddy and 2,100 metric tons
of subsidiary crops will be produced annually.

{3) Four national reserves should be in place surrounding the settlement areas,
and wildlife relocated from the settlement areas into the reserves.

b. Two Year QOperaticnal Objectives:

(1) Over 13,500 farm families (about 67,500 people) will be already settled in

the left bank area, contributing to increased employment for an additional 28,000

people.

{2) About 160 kilometers of truck and market roads will be in service.
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{3) Cver 13,500 hectares of new lands will be under paddy productior.,
contributing to an.expecbed addition fram the entire Accelerated Mahaweli Program of
107,000 tons of paddy production valued at about $20 million per annum., In addition,
the value of increased production fram other food crops would be increased by ower
$750,000 per annum.

(4) wildlife reserves will be legally established and the instituticnal
strengthening of the Department of Wildlife (onservation underway.

2. PFood Production and Natural Resouroe Management

a. Irrigation and Water Management

(1) Pive Year Goals:

(a) A Division of Irrigation Management within the ministry responsibie for
irrigation to be structured and staffed to provide country-wide gquidance and support
on effective water managament.

(b) Systems and procedures will be developed and in place for cost-effective
rehabilitation of irrigation systems.

(c) The Gal Oya irrigation system will be fully rehabilitated and utilizing
effective water management techniques.

(d) Effective O&M systems will be in place on a country-wide bhasis, with
increased farwer participation.

(e) Three irrigation systems in the process of being rehabilitated axd improved
water management practices instituted to allow full agricultural productica.

(2) Two Year Operaticnal Obijectives:

(a) Irrigqated acreage in the Gal Oya irrigation system will be increased by
18,000 acres with a resultant increase in paddy production of 19,000 tons annually.
{b) Replicable technology both for ogperations and maintenance and farmer

organization will be developed that can be applied to other irrigation systems.
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b. Agriculture Research, Production, Processing and Marketing

(1) Five Year Goals:

(a) Eight research stations will be in the process of being fully staffed,
equipped, and facilities constructed for applied research in selected subsidiary
crops.

(b) Seed gquality ocontrol measures will be in effect for subsidiary field crops,
with certified seed production increasingly in the private sector.

(c) A 20% increase in the production of subsidiary crops.

(d) The Extension Service will be strengthened relative to subsidiary field
aops and gradually re-criented towards the more effective transfer of research
results to farmers.

(e) An integrated market development program for subsidiary field crops will be
in effect.

(f) Improved policies to rationalize and support public and private investments
in the agricultural sector will be in effect.

(2) Two Year Operational Objective:

Move ahead with initial implementation of the Diversified Agriculture Research
project, and multi~year Title III program, and complete analyses related to possible
new projects in agricultural export dewelopment and agricultural marketing and food
processing.

¢. Agricultural Policy, Planning and Analysis

(1) Pive Year Goals:

(a) A system for the ongoing review and refinement of the agriculture, food and
nutrition strategy will be in place.

{b) A system for the oollection, analysis, and dissemination of both production
and marketing data will be in the process of being institutionalized.

{c) The improved capacity of the GSL to carry out agricultural project

appraisal, monitoring and evaluation will be in evidence.
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(2) Two Year Operational Objectives:

It is expected that the Agricultural Planning and Analysis project wi.lil be in
only the initial stages of implementation by 1986, thus no operational objectives
other than those related to our continued support for the completion of the
agriculture, food and nutrition strateqgy, and the strengthening of the Nat.onal
Planning Division of the Ministry of Finance and Planning are set forth at this time,

d. Energy and Natural Resources (bnservation and Management

(1) Fiwe Year Goals:

(a) Reseach, extension and training elements of our Reforestation anc Watershed
Management project become lead elements of the forestry master plan,

(b) The Forest Department will have the mpacity to plant 15,000 acres
annually, and the organization and staff necessary to protect existing and
newly-planted forests.

(c) (hina Bay Forestry (ovllege will have the capacity to graduate 45 forest
quards and rangers annually.

(d) A new research center for forestry related studies will be established.

(e) The Forestry Extension Service will be established and operational.

(£} A national energy management and conservation program will be established.

(g) Determination of cost effective renewable energy technologies and pilot
testing will be completed.

(h) National environmental and natural resources planning and managerent
capability will be established. ‘

(1} Replication of suitable technologies will be in process, with a large
private sector involvement.

(2) Two Year Operational Objective:

{a) 1985 will be the piwotal year for the Reforestation and Watershed
Management project as a number of critical preparatory steps will be compicsted (i.e.,

long and most short-term training completed, Forest (bllege facilities and faculty in
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place, and extension service estaﬁlishéd) . At that point, the integration of the
various separate programs {e.g., village-run fuelwood plots, fire control, wood
utilization research) into a cchesive national effort will take place.

(b) Initial ;AID assistance to the GSL in the development and implementation of
sound policies and plans in energy, environment and natural resources management and
conservation will be completed.

() 'Sqﬁport wiil continue to research, training and pilot efforts involving
mini~-hydro and other alternative energy resources and the conservation of
non-renewable ehergy resources.

3. Human Productivity and Well-Being

a. Health, Family Planning and Nutrition

(1) Five Year Goals:

(a) An improved system of preventive health services, including expanded family
plahning services, will be operational throughout much of the country with
multi-donor support.

(b) The National Institute of Health Sciences for training para-medical
personnel will be equipped and staffed to supply a significant share of the oountry's
needs for such personnei.

(c) The M Title Il program will be increased to 650,000 recipients, but with
a much larger proportion of inputs fram indigenous resources.

(d) Title TI food assistance will be phased out of the school feeding program.

(e) The institutional aapacity for designing, implementing and managing potable
water and sanitation systems will have been improved.

(f) Selected private sector construction firms will have the capacity for
constructing medium-sized water systems.

(g) about five market town water systems with integrated sanitation, health
education and outreach, and water quality monitoring programs will be functioning

with increased community participation.
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(h) Reported cases of malaria will be reduced to an incidence of two per
thousand.
(i) The Anti-malaria Campaign will have reduced spraying operations &nd will be
relying on other means of wector control to support a stratified spraying program.
(j) There will be increasing accoess of the people to family planning services
through the primary health care systems,

(2) Two Year Qperational Objectives:

(a) By the end of the Malaria Control project extension in 1986, it is expected
that: (1) a stable surveillance network will be in place; and (2) initial steps will
be taken to incorporate malaria control elements into the primary health system.

(b) By 1985, the Water Supply and Sanitation Sector project is expectad to have
bequn implementation.

(¢} Initial implementation will be underway on the Preventive Health and Family
Planning Services project.

(d) AID's inwolvement in the School Feeding program will begin to phase out in
FY 1985, and by FY 1988, the phase out will be campleted with total responsibility
for the program assumed by the GSL. For the Maternal/child Health program, aurent
plans call for the expansion of food processing capacity which will permit an
increase in the number of recipients, but a declining AID food input as increased use
will be made of indigenous foods. This phase over to complete GSL responsibility
would be achieved by FY 1990. The (ommercial Marketing program is schedulec to be
taken over by the GSL and/or private sector by FY 1986, after expanded production
facilities come on stream.

b. Low (st Housing Guarantees

(1) Five Year (oals:

(a) Housing finance institutions will be strengthened to more effectively

service low income housing needs.
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(b) The GSL policy of devotirllg its housing resources to the very poorest will

be in full implementation.
(¢) The private sector will have an expanded role in the financing of low-oost
housing.

(2) Two Year Operational Objective:

The Phase II Housing Guarantee Program will be completed successfully.

Cc. Education and Training

(1) Five Year Goals:

{a) A complete analysis of manpower needs upon which the GSL can dewvelop its
agricultural education plans will have been completed and used as the basis for
further investments,

(b) At least two agricultural oolleges will be in the process of beirg staffed
and equipped, assuming continued AID support to such colleges.

(c) The (bllege of Agriculture and Post Graduate Institute of Agricuiture at
Peradeniya will have been fully staffed and equipped.

(d) The curricula of undergraduate and post graduate training of the (llege of
Agriculture and Post Graduate Institute of Agriculture will hawe been revised and
updated to accommodate the special needs of agro-industry.

(2) Two Year Operational Objectives:

(a) Assist the GSL in undertaking an assessment of the future demand for
agriculture graduates in both the public and private sectors. This assessment is
expected to be completed by early FY 1985, and the results will determine what role,
if any, AID should play in strengthening the undergraduate agriculture institutions
in Sri Lanka.

{b) Under the proposed Development Training and Support project, give priority
to upgrading human resources in key development agencies, public and private, through

both long and short-term training conducted overseas and in Sri Lanka. Such skills
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upgrading will be closely tied to present and future GSL and USAID prograr empnases
and will ooncentrate on selected institutions.

d. Private Enterprise Pramtion

(1) Five Year (pals:

(a) The institutional acapability for managerial training at all lewvels (senior
managers to small entrepreneurs) will be established.

(b} There will be increasing activity of both foreign and local private sectors
in agro-processing (both within and outside the Mahaweli area).

(c) There will be an increasing share by the private sector in owerail
investment with a concomitant drop in the public sector's share.

(2} Two Year Qperational Objective:

By FY 1985, the USAID's initial project effort directed at the private sector
will be well into implementation. In addition to the completed assessment, further
results expected during 1984 include an action plan for the private sector adopted by
the GSL, legal status established for the Sri Lanka Business Development {enter,
initial pre-feasibility studies completed, and the technical assistance ocasultant
team in place. By the end of FY 1985, an evaluation of the project's prograss will be
undertaken. This evaluation will permit any necessary modifications in the current
project and lay the groundwork for the Private Enterprise Promotion II prcject
envisioned for FY 1986.

V. RESOURCES

The total assistance lewels proposed consist of dewelopment assistaroe, PL 480
food aid, and housing gquarantees.

The funding levels for the three gencral catsgories of development assistance
reflect the shift of AID resources fram Mahaweli Basin Development to food production
and natural resource management, and, to a lesser extent, human productivizy and
well-being. Under the food production and natural resource category, we project

several new initiatives which will respond to the export promotion, private sector
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and employment creation prioritiks of the GSL. It also includes resources 0 continue
reforestation and watershed management efforts and to undertake new efforts such as
natural resource conservation. In the human productivity and well-being category, we
plan to mowe forward with support for a preventive health and family planning effort
which will aim to reduce mortality and address serious morbidity problems, thereby,
increasing the productivity of the Sri Lankan people. (oncurrently, we will support
GSL efforts to decrease the natural rate of population growth through support for the
expansion and increased effectiveness of family planning services. We also will
increase support for the training of Sri Lankan technicians and professionals and for
the strengthening of public and private institutions. We also propose to increase
future support for the further development of the Sri Lankan private sector. Special
attention will be paid to the needs of small and medium-sized enterprises, and
potentials for supporting these in the rural sector. The USAID believes the proposed
program is responsive to the emphases of the Agency, and that the maintenaace of the
resource levels requested will permit us to move forward with additional initiatives,
such as a substantial private enterprise development effort, critical to Sri Lanka's
development.

The @SS period will see the development of a multi-year ?itle IIT program
which will be closely linked to the GSL's completed agriculture, food and autrition
strategy and future investment programs. By 1988, the Title II School Feeding program
will be phased over to the GSL; while AID food input begins to decline for the
Maternal Child Health program, as increased use is made of indigenous faoods. The
Cummercial Marketing program will be phased over to the GSL and/or private sector by
FY 1986.

We propose to continue the Housing Guarantee program over the (DSS period. The
program will support the provision of housing to low income people, while supporting
the development of housing finance institutions, improved GSL housing policies, and

an expanded role for the private sector.
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The U.S. assistance proposed reflects AID/Wasiington's guidance including
Approved Assistance Planning lLevels. However, we understand the FY 1985 deveiopmaent
assistance lewvel may be reduced to $41.5 million, all of the reduction in our
proposed grant component of the program.

Although we recognize the budget constraints facing AID, it is extrenely
important that the lewels proposed be maintained. On the political side, our proposed
assistance will contribute further to solidifying and strengthening the exzellent and
improved relationship between the U.S. and a free and democratic Sri Lanka. This
relationship has recently contributed to agreement on an expanded Voice of America
station, the establishment of a Peace (brps program which aims to strengthen the
teaching of English in the country, and the continuation of the GSL policy which
permits ready access of friendly naval wessels, including those of the U.S., to Sri
Lankan ports. Any sizable decline in U.S. assistance risks being interpreted by the
G5L as a bellwether of declining U.S. interest in further strengthening our bilateral
ties. From the development perspective, U.S. assistance will contribute to the
country's steady movement on the path to self-sustained growth. Sri Lanka aurrently
represents a country whose econamic policies are generally sound, where the private
sector is being enoouraged to expand and contribute to national development, where
political stability is being restored, and where donor assistance can be both more

effectively and efficiently used.
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PROFOSED ASSISTANCE PROGRAM
FY 1985 TO 1989 - $ Millions

CATEGORIES 1985 1986 1987 1988 1989 TOTAL
1. Mahawell Basin Development
System B ~ Left Bank 17.8 - - - - 17.8
Mzhaweli Agriculture and
Rural Develcopment 7.0 12,0 10.0 3.0 3.0 35.0
Sub-total 24.8 12.0 10.0 3.0 3.0 52.8
2. Food Production and
Natural Resource Management
Irrigation and Water Mgmt. 4.0 5.0 5.0 5.0 - 1%.0
Agricultural Research,
Production, Processing
and Marketing 2.5 2.7 12.0 10.5 11.0 48.7
Agricultural Plamning
and Analysis - 2.3 2.1 2.6 - 7.0
PL 480, Title III
{non-add) {26.0) (27.0) (27.0) (27.0) (27.0) {134.0)
Off~farm Erployment - - - 10.0 i18.0 28.0
Energy and Natural
Rescources Conserva-
tion and Mgmt. 2.4 - 5.0 7.0 10.0 24.4
Sub-total 8.9 20.0 24.1 35.1 39.0 127.1
3. Human Productivity and
Well-Being
Health and Family
Planning 8.1 11.1 7.9 5.9 6.0 39.0
PL 480, Title II
(non-add) ( 3.6) { 2.9) { 2.0) ( 1.1) ( .8) (10.4)
Private and Voluntary
Qrganizations 1.2 .9 1.0 - - 3.1
Development Training
anc. Support 1.0 1.0 1.0 2.0 3.0 8.0
Agricultural Education -~ - 5.0 7.0 5.0 17.0
Private Enterprise
Develoment - 6.0 7.0 7.0 3.0 28.0
Housing Guarantees
{non-acd) (15.0) (- (25.0) ( - (25.0) ( 65.0)
Sub-total 10.3 19.0 21.9 21.9 22.0 95.1
Development Assistance 44.0 51.0 56.0 60.0 64.0 275.0
Housing Guarantees 15.0 - 25.0 - 25.0  63.0
PL 480, Title III 26.0 27.0 27.0 27.0 27.0 134.0
PL 480, Title II 3.6 2.9 2.0 1.1 .6 _10.4
Total U.S. Assistance 88.6 80.9 110.0 838.1 116.8 484.4




POPULATION AND DEVELOPMENT

1. Population Density
Since 1946, the population of Sri Lanka has increased by 134% from 6.657

million to around 15.6 million in mid-1983. During this period, the population
density increased fram 103 persons per square kilometer (km.) to 235 persoas per
square km. This density is exceeded by anly three of the 19 countries in south and
southeast Asia {Singapore, Maldives and Bangladesh). Because the economy ©I Sri Lanka
is primarily agricultural, population density is important. The density per square
km. of arable land is 592 in Sri lLanka, which is over 55% higher than in neighboring
India, Nepal and Pakistan. The average agricultural area per capita in 1930 of .15
hectares is lower than Thailand (.34), Philippines (.19), Pakistan (.25), Nepal
(.17), Malaysia (.32), India (.25) and Burma (.24). With one of the highest
population densities in Asia, Sri Lanka's past population growth trends and future
projections are critical considerations for social and economic development,
2. Pertility

The Total PFertility Rate (TFR, or expectad children per woman i1f age specific
fertility rates remain unchanged) has fallen in Sri Lanka from 4.23 in 1970 to around
3.5 to 3.6 in 1980, due to rising age of marriage and reduced marital fert.lity
rates. However, both of these factors causing the decline have recently moderated.
With current mean age of marriage at 27.9 years for males and 24.4 years for females,
and with the improvement in the ratio of males age 25-29 to females age 20-24 (fram
73.4% in 1971 to 97.2% in 198l), it is unlikely that the degree of late marriage or
on-mariage will continue to increase. nversely, although the TFR decrease has
recently moderated, it has untapped potential for decrease, since 67% of reproductive

age uples indicate they want no more children, but only 243 use modern

contraceptive methods.
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The Crude Birth Rate ((BR) gradually declined from 30.4 per 1,000 population in
1971 to 27.5 in 1974. Since 1974, the (BR has been relatively stable (estimated at
27.3 in 1982), while the Crude Death Rate ((DR) has continued to decline. The (BR's
lack of decline since 1974 has been due to the large increase in the number of women
in reproductive age groups. The number of women of reproductive age increased 33%
fram 1971 to 1981 and is expected to increase another 16% fram 1981 to 199..

3. Population Growth

If the present fertility rate remains unchanged, Sri Lanka's population will
rise to 23 million in 17 vears (an increase of 53%) and to 36 million by the year
2025, an increase of 140% over today's lewvel. If replacement lewel fertility (Net
Reproduction Rate or NRR=1.0, which means each existing mother on average 1s replaced
with one surviving daughter) is reached in the years 2000 to 2005 (in 17 to 22
years), Sri Lanka's population will increase to 21.8 million in the year 2001; and if
replacement lewel fertility is maintained beyond 2001, the population will ultimately
» stabilize at 30.6 million. For the NRR to reach 1.0 by 2001, the 1980 TFR of around
3.55 would hawe to decline to 2.15 by 2001. This would be a TFR decline oI 1.4 in 21
years, or (.067 per year. During the 1970s the TFR declined at around 0.063 per year,
but it is unrealistic to expect that this rate of decline will continue, since the
.TFR has been declining at a decreasing rate. In summary, the population is expected
to reach 19.7 to 23.0 million in the year 2001, depending upon the degree of
fertility decline. Sri Lanka should prepare for a population of at least 21 million
in 2001 and at least 30 million before growth ceases 40 to 50 years later.

Sri Lanka's population growth rate has decreased fraom around 2.1% in 1970 to
around 1.7% in 1982. The principal reason for this decline has been out-migration for
anployment abroad. The awrage annual net migration rate 1970 to 1980 was -3.4 per
1,000, 1In 1981 and 1982, this rate is believed to hawe increased to around 5.0 per
1,000, but substantiating data are not. yet available. In any case, out-migration is

likely to taper off and may even reverse itself due to reduction in employment
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opportunities abroad, especially in the Middle Rast and Africa. 1In addition,
emigrants consume food and social services in Sri Lanka for at least 20 yeers prior
to departure. For these reasons, development planners need to focus principally on
the rate of natural increase, rather than the population growth rate.

Sri lLanka's rate of natural increase (births minus deaths) has actually
increased since 1975 fram 19.3 per 1,000 to 21.3 per 1,000 in 1982, Howewer, since
1970 the annual rate of natural increase has been relativwely stable at arownd 2.1% to
2.2% with a low of 1.85% in 1974 (dve to the food shortages which increasec the death
rate) and a high of 2.27% in 1971. Sri Lanka's estimated 2.13% rate of natural
increase in 1982 is higher than that of India (2.0%), Indonesia (1.7%), Thailand
(2.1%) and China (1.4%). While the rate of natural increase has remained relatiwely
stable, the net annual increment to the population continues to grow. Sri lLanka
increased by an estimated 246,200 persons in 1974; 273,900 in 1976; 308,70 in 1978;
317,900 in 1980; and 329,000 in 1982. Each day in Sri Lanka there are around 1,160
births and 255 deaths. This means an additional 905 persons daily and over 330,X0
annually are added to the population.

4. Population and Development

To maintain equilibrium in human resource development, supplies of food,
clothing, housing, education, health, transport and employment must keep pace with
population growth, Sinoe these supplies must grow to serve an additional §J)S people
every day, it is a serious challenge just to maintaln equilibriusm, and ever. more
difficuit to progress. In most aspects of development, Sri Lanka 1s making progress,
but this rate of progress is clearly being eroded by population growth,

The awerage agricultural land holding has fallen from 2.68 acres in 1362 o
1.9 acres in 1982 (27% in 20 years). while paddy yield increased roughiy bty 60% from
1971-81, per capita paddy yield increased only 35%. Per capita calorie supoly in Sri

Lanka has actually declined fram 2,230 in 1971 to 2,200 in 1981, and a receat
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analysis by David Sahn has indicated that the nutritional status of the population is
worsening.

while health care expenditures have increased 405% during the 1970-80 period,
per capita health care expenditures hawe increased only 352%, and still the system is
about 20% under-funded. ¥rom 1970 to 1980, the annual number of inpatients increased
from 2.054 million to 2.334 million and outpatients fraom 29.690 million tc 31.891
million. During the same period, the persons per doctor increased from 6,477 to 7,186
and persons per hospital from 27,503 to 30,7C4. These increasing demands have
contributed to lower access and quality of health services.

Sri Lanka has been actiwely encouraging resettlement schemes in the dry zone
since the 1930s. Between 1935-68, over 83,000 allottees were settled on almost
600,000 acres, but the allotment size has been reduced over time fram 8 to 2.75
acres. Under the current Accelerated Mahaweli Development program, it is anticipated
that around 140,000 families will be settled in the newly irrigated areas. With an
average family size of 5.6 persons, the Mahaweli Program will absorb about 784,000
people, the equivalent. of roughly 27 months of population growth in Sri Ianka. The
Mahaweli Program is expected to generate employment for around 450,000 persons. Over
the next decade, the Free Trade Zone 1is expected to add another 60,000 jobs (around
6,000 per year). However, fram 1980 to 2005 the population of working age (15-64)
will increase by 6.215 million or roughly 249,000 per year, putting serious pressure
on the eoconamy to create the necessary employment opportunities.

In the field of education, fram 1971 to 1981 the percentage completing primary
education has increased from 50,7 to 68.2 for males and from 42.4 to 62.3 for
females. However, the student population per school has increased from 1,262 in 1970
to 1,516 in 1980, creating strains on existing capacity.

During the‘ years 1977-80, the Government of Sri Lanka (GSL) built 246,841

subsidized housing wnits which should acoommodate 1.382 million people. The natural





