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THE AMBASSADOR
OF THE

UNITED STATES OF AMERICA
Colombo, Sri Lsnka

CHIEF OF MISSION COMMENTS

I am pleased to endorse the Country Development Strategy
Statement prepared by the USAID Mission in Colombo. The
Strategy emphasizes three major areas:

(1) Agricultural Productivity and Farm Incomes;
(2} Off-Farm Employment and Rural Enterprise;
(3) Development of the Mahaweli Region.

The strategy continues the shift of resources begun last
year from maior infrastructure to a program designed to
build institutional capacity. This institutional capacity
will be essential as Sri Lanka attempts to assure

adeguate levels of economic growth through effective
utilization of available resources. The assistance levels
presented in the strategy are lower than those of previous
years; however, they reflect both the changed nature of the
strategy itself and the U.S. budgetary considerations
affecting A.I.D. I note with satisfaction that the strategy
can be responsive to policy reform by the Government of

Sri Lanka which would provide further opportunities for
development assistance. Also noted is the possibility of

a contingency program related to the political situation.
While we all pray that such a program will not be necessary,
realistic planning in Sri Lanka must take account of the
possibility.

This strategy, in my judgment, then reflects a program of
U.S. assistance that will be responsive to Sri Lanka's
development needs and priorities. I am pleased to support it.

6L b

John H. Reed
Ambassador
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L EARCUTIVE SUMMARY

A, Back

Sd Lanka is currently an island in turmail. It is a nation with a strcag
history of democratic government and commitnent to equitabie acoes W the
benefits of deweiopment. However, despite impressive physical quality of Lfe
indicators, poverty persists and per aapita income estimated at $ 320 in 1982
is comparable to some of the least deweloped countries of the warid. Fallowing
six years of substantial economic growth, serious problems now  threaten Sn
Lanka's ability to sustain that growth. The ethnic tensions of the past two

years have had a significant mole in this changed dewelopmental situation,

Agriculture remains the dominant productive gector throughout the country,
providing 25% of GDP and 55% of employment. In 1984 over one half of export
earmnings were unprooessed and semi~processed agricultural goods.  Agriculture
has three distinct sub-sectors: 1) estate aops including tea, rubber and
goconuts; ana 2) rice; amd 3) other crops. As a share of agricultural GUOP, the
estate caops make uwp 32%, deoe 27% and all others 41 1. Mast of the eaployment
in agricubure is related to dee, but the nature of employment is seasonal.
Agriculture outside of the estate sector is predominently on  small holdings:

9% % of the rice holdings, for example, are less than 10 acres.

The industrial sector's share of GDP B 14%., X poviass 12% o
employment and about 35% of export earnings. Despite offical Govemment of
Sn Lanka (GSL) policies to encowrage gowth of the private sector, the GSL's
share in the value of production still dominates at 52% versus 438 for the

[rivate sector.
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Industrial GDP has grown only 3% per annum since 1977, and this slow
growth is due primarily to poor performance in the public sector. The entire
industrial sector rewmains heavily dependent on imported raw materials (between
75 to 80%). Energy also oontinues to be a oonstraint to industrial

dewelopinent, accounting in 1983 for about 14% of total production oosts.

Expansion of the private sector has occurred following the policy changes
enacted by the GSL since 1977. The gowernment's Public Investment program for
1984-1989 cills for the private sector to contribute 47% of total investinent
required. That contribution ompares with 40% called for in the 1978 plan.

However, the private sector still represents a minority share of the economy.

The coountry's mineral base is weak. Tiere are no known reserves of
petroleum, and known Mineral deposits are bheavily oontrolled by government
mining ¢orporations. The tansportation network is badly in need of
renabilitation. Telecommunications are not adequate t© support a growing
econoiny. Tourism, the fourth largest source of foreign exchange, has fallen
oft considerably following the ethnic disturbances of mid-1983. The continuing
unsettled security situation situation make any early revival of the tourist

industry unlikaly.

S Lanka's labor force of 5.6 million people is 37% of the total
population. Oftidal fiqures show owr 14% unemployment. While a vast
improvement over the 25% unemployment levels of the mid-1970s, it is still a
sricus problem. Wwithout improvement in the ahility to oeate Jpbs, the
unemployment situation will turn for the worse with new entrants to the labor
force greatly outnumbering the employment generation capacity. Underemployment
is another serious problem, espedially in  agriculture where at least 40% of the

workforce is underemployed.



One scivoon to the un~- and undersmployment prospects has been  taking
employanent atroad. About 200,000 Sri Lankans are working alroad. Remittances
fromn this overseas employment are secona to tea exports in providing foreign

exaiang.

B. Retent kEoonowmic Perforinance

Gur qowth aweraged 7.6% during the 197u-80 pedod and a  little over S5s
during the 136i-83 span. Ower the Six years from 1978-83, GDP growin averaged
6.2%. tar 19od anu 1985 SuP gowths rmates oo 4,58 ang 5.0% respectiwely are
precjectea.  Tne deciine In real growth rates has  been largely due O poor
periorgnance in agnculture and manumacturing, domestic finantal  constraunts,

balance oL payiients pressuras, adverse weatirer and ethnic drsturbanoes,

Agricuiture  and  manufactunnag, both doasinated by publhc estatas ama
@mrporadons, had a ooudned @ntrioutog to UP growt between ivjo and 1983
of only 274 acalast their 3Ys$ saare . Gub sectonal aomposition.  Low growtas
was to D2 espectad In tnese  areas wihen the  puplic  gector nad  virtuaily

capatal nvestaent dunay Pils penod oter thau on rrigation,

DOuestic saviiys Iroved  nageyuat? . onane:  the rmyation and Dowar
Fea3 oAt have  baen tie foows of Ce apital buGgget over e past sewen
yoars. In some ymars  aomestic mevenues hawve ot even ooversu  eoursnt
axpencivies  in the annual budeets., The cesubant urbalance it heawvy
QeSS OTOWENGE,  starsly wmaeaidna menoy supely and inflaticn. Dewvelociient

invest.aents 10 e last lew yedars, s, havwe nad to 08 iess expansionary.



A sharp deterioration in the balance of vayments krought on by growing
external trade deiicits has been ancther cawe in slowing down GLP  growth,
This growing external trade deficit was cawed by the sharp increase in both
wlume and value of imports following trade liberalization and expansionist
development policies of the governmment. As a result the external trade deficit
increased sgignificantly and external debt increased from Rs.14.5 billion in

1978 to Rs.46.1 billicn by the end ot 1983.

S Lanka has long been plagued with ethnic problems, and since 1958 Tanil
extremists of the northern and eastern parts of the ountry hawe sought first
greater autonomy and now a separate state. ithaic nots  In July 1983 @used
large numbers of sualties and heavy econowic damage, but worse, considerahly
widened the gap between the two  omunities. Continuing terrorist and
ounter-terrorist actions further exacerbate the tensions, and cawe the GsSL to

devote more attention and resources away from cevelopment to security.

C. Key Development Proiblems

The obstacdles to 50 Lanka's ability to read: and sustain significant

levels of real growth oan be suminarized as:

— A hbhasic imbalance in the extermal acoounts,

— Low or Jeclining lewvels of productivity in agriculrure,

— LOow and slowly growing income levels caused in part by high wmeaployment and

severe rural underemployment. (This ointacle alsc manifests itself in growing

disparity in income distnbution and deteriorating mitritional lewvels),



— Ethnic tensions polanzing Sa Lankan cowminunities ang distracting rescuaroes

needed for dewelopment.

Thne Strategy [resented in this CDSS centars on the onstraints a  ow
agricultural productivity and low income Jevels, At present the external
accounts balance has benefitted from hign tea prices. ‘Irds situation masks

the need for basic reform but allows tine to focus on other coritical issues,

In arder to owercome these identified dewelopment constraints the GobL will
neexd to make better uwse of available resources, and that will require some hard
deasions. Opportunities for assstance will be based on the GSL's awareness
of the need for such decisions and its willingness to make and support them.
The recommended strateqy proposes Arst a core grogran that is possible within
the policy and administrative changes the GsL aunrently s willing to consder.

In tandem with the oore prograin, the Strategy movides that GSL willingness t
mnsider a broader range of policy reform would warrant an expanded pograa

from AID in support of these initiatives,

Within agriculture there are three divisions: estate orops, noe, and all
others. Rice has been a sucoess story in S Lanka because of a dear
cwommitment to adhieving rcoe self-suffidency which resulted win adeguate
research and extension and free market polides on inputs and sale of
production. The estate aops particularly tea and rubber have experienced
declining production lewels since 1979 because of Insufficent investaent and
poor management practices. The Mission has rnot proposed warking in  this
sactor, however, because we believe tnat rehahilitation should be done under a
dear policy which encowrages pivate sector ownership and management and
because AID has no omparative advantages in these aops.



Ower 80% of Sd Lanka's population lives in rural areas. Most of the
rural worx force is engaged in  agriculture although few are fully employed at
it. Small farms predominate, Poverty is most extensive in the rural areas.
The Strateyy, therefore, has as an objective improving agoculttural

productivity and farm incoies, Prdority attention will be given to the new

settlement areas of the Accelerated Mahaweli Development Program where the GSL,
AID and cother donors hawe alrsady made substantial investinent. However, this
attention will not be exdusive of other parts of the ocountry where sucoessful

interventions can ntribute to an equitable pattern of growth,

In Sh Lanka agricultural moductivity is hampered by insufficient
research, poor planning and policies, limited management capability and
inadequate marxeting and distribution, In the dry zone sufficient and timely
delivery of water is also a priority need. Warking through a time phased
approach over the CUSs planning period, the Mission will work to improwe the
capability of both the GoL and the private sector to carry out appropriate
research eftorts, to utilize research findings to develop realistic plans and
policies, to  inplement those plans and polices, to assure water for
irrigation, and to provide better marketing and distribution services for the

resultant increased production.

Efforts at Lnproved agrculbural productivity will be focussed at the
feld coop sub-sector (excluding rice) in the early years of the Strategy. In
the ourse of carrying out the program, the Mission will be encouraging better
wordination and integration ot agricultural programs now spread over six
separate ministries, Should opportunities for more rational management of
agricultural programs dewelop, the focus of USAID assistance would expand
beyond the field aop sub-sector.



Creating joie @ntinues as a top oty of the GSL, and the neea for
ewnployment in the rural areas is evident in the fact that over 4% o the work
force there works less than 1U0 days a year. Mare tnan increased fara labor i
reguired as the number of landless within the agncultuarally dependent
population is increasing (7% in 1973 to 2Us% in 1951). In addition mutmtional
standards for low income groups, particularly the rural poor, hawe been
detenoraung. Inocoe generating opportunities must be aradatea both on and  oft

the fara.

The Mission views the (reation of s otf the tara t© be a rale of the
orivate  sactor. dowewer, the Stateay wili  focus on providaing the
environmental ztting ana  support services necessary to  stlnulate  ofi-tacs
eanioyment  Aand mml  entarprise, Agaln, the Mahawszli reaion wil receiwe
onwrity but not  exdusive attentinn. Agribusiness.tls expectea to be a prisary

Lvest.nent target.

ne early stages ot our involvraent «ili be of an analytical and  alot
natarz. In pnvate sector pronotion work  witn the Sn Lankan  Businesss
Lzveinoment Cent3r, tarse  aneas oL assistano: hawe been lgentified which wll
rprove the proawects  tor rurdl enterpnse  aevelonaent ooilcy  and planning
whnon will invaolve anayucal wark to identify fuarther onstraints  ana  methods
to owrouws thwein; intormatinn develgront, such as markat information; and the

devronument ot hanagenar kills must, therefors, rank high in priocities.

1be  Usall will work witn both the GsiL and selected gnvate sty
organizations % aewlcp the anaiztical ano planning skills mecessary to
enourage rural emnloyment anu business development.  The Misaon will  aise

@mntinue support tor  a professional  inforation devewopment  and disseqination



apability to provide accurate and timely ecoromic data and intormationai
srvices for business decision making.  Concwrrently and in coordination with
management dewelopment eftorts directed at improved agricultural productivity,
the Strategy calls for assistance to build a capacity for providing practical,

high quality management education from which specialized rural enterpase
management can be deweloped. The GSL policies, or lack of them will be an
lmportant ooncern of our assistance. Prugress on :'unprovihq the policy
framework will detaruine how much mmore can be done to increase rural enterprise

development,

The Mission will give high priority to developuwent of the Mahawali region,

Ower $1.5 billion has been invested in the Manawell progranm — $1sl million of
that 1is from AID — both to tap hydro—electric potential and to open  sparsely
populated lands to settlement and increased  agricultural rroductivity, Lhe
Strategy envisions mahaweli development as a special focus of our efforts in

agricuitural productivity and farm income and in off-tarm eaployment and rural
enterprises. 1n seeking to achieve these objectives the Mahawell area will be
wsed, when ieasible, to develop prograwm  interventions and to serve as tie
tasting ground For new achivities which can be replicated in other parls of the

island.

In aadition, the Mission will work with the Mahawell vevelopment aathority
to improve their capadty tc plan for continuing Mahawali gevelopitent, Progra:m
dewelopment will be centerad on the opportuilty & maxke previows investaents
more productive. Better inter-ministernial coordination will be an  important
factor in successtully developing the Mahawell rsgion, and wission efforts for

downstream work will featwre this policy issue,



while the Mission 1s not planning majr new iutiatives wn the beids o

health and enerygy, they remain programs of  intersst as important  aspects ot

rural development. At this time palicy and managedent envronments ar2 ot
onduave to program development in  either of these two Seaids. Ine Mmsion
will continue attempts to alter that environment 30 that our assistance wmuld
pay a meaningtul mie. ¥ GoL deasions reonent nalicy airection in these

and other dewelopment areas, the Mission would cnsider anpropriate asustance,

Any Iong range dewelopment glanning tr SO Lanka mst take into
@nsideration the destabilizing efforts of the terronst caapalgn and  the
assodated threat of ethnic violence. The situation could well detenorate to
a level wnich made normal dewelopment prograwms impossible. tirorts for a
negotiated settlement have onpletely troken down ana wviolent inadents

oontinue almost daily.,

while the outlook appears to be a continuation of the present @tuation,
the Mission — as a gontigency program — has anticipated the possibility of
shifting assistance objectives to a comhbination of stabilization, humarnutanan
reliet, and renhahilitation should violence reach a majx disruouwe scale.
Stahilization would take the form of balance of payments or budgetary support.
Humanitarian assistanoe would be intended to relieve the plight of dsplaced
and destitute people. Rehabilitation would be designed tc restore noraal
economic activity. In the event of a palitical settiement, the MIsaon
foresees the need for ontributing to ensuring rogre=s; amg <tahility in
addition to helping owercome the ravages of nilict, Inevitably, such
asistance would be part of a multi-donor effort in support of massive GobL

resowrce mmitnents.
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H, AvabY¥sls

A. RESOURCE bBAoh Of Ski LANAAN ECUONOMY

st Lanka is an island nation with an area of 25,000 square miles,
approkimataly the dze of west virginia, and an estimatad current population of
15.4 miliion owrently growing between 1.8 and 2% a year. Sn Lanka is also a
sodially segmented and complex nation in which  ethnicity, relhgion,
regionalism, caste, class and political affilication aaosscut the sodety in
ways that are significant for both social and economic policies. Most of the
population lives in the rural arsas, (rural 7L % and estate 8%) with only 21 % in
urban areas. kural based social patterns continue to dominate the structure of

social and political relations,

while per capita income i3 low ($320 in 1962 based on World Bank fiqures),
si Lanka's physical quality of life inadicators (PQul are on par with southern
purope - literacy b6 %, life expectancy of 68 years and infant mortality of 37
ver 1,0LU. Regardless of political party, governuwental commitment to equitable
access to sodal services nas been a  cornerstone of the country's development.
One of Sn Lanka's greatest assets has been its democratic tradition in  which
over 8Us of the woting population participates in elections and governments
hawe dhanged in every election snce Ilndependence with the exception ot

referencum of 1982.

the country's resource base is paunarily agricultural. With substantial
variations in rainrall, topography and soil, Sy Lanka offers a diversified
resource base for agriculturally led economic dewelopment. Three-fourths of
the oountry is a lowland in the &y zone receiving an annual rainfall of less

than 75 inches oncentrated mostly during the October-January  period.

-



relatively speaxing, the dry zone 15 sparsely populated (about lzb per square

xilonetar  oomparac with  be  natlonal awerage aof  230).  Ine economic
supporting 6.3 mullion popujation i largely agricultural, both prigata>G (witn

dosr as the ma)xr Qop} ana ron-rrigatad drylana cultivation.

I'ne econownic base ol the ountzy, however, 15 currently the mniily

zone, wherz tixe annual raintall is more than 100 inches per year and

base

Wt

Lwe

clevation nses o about Tuu fteet above gea level., Most of the lanu i e

upcountry arsa 15 utilized tor monoculture wea which  @ntinues to be the ange

largest ouroe of Loreigl exciange. In the lowlana areas of the yetr zone, Lk

ecoiomy 15 diveridtica witn manafactumng, wade and sornaces  togeder Sth

mning and agncuiture,  cana utilization 1n agricukure In te ot owlancs s

ilxed, nsisting oL plantauon  coos (ftubber, coovnut, t=al), ANOC A T3S

{oooa, ooliee, spices)anu inod oous, onnagatly nce, Mare pian S50 o Ue

population  1s  uoentratea in this area vielding a population density of &4’

LersonS per sguare Kloaneter, neanng twe avwerage tor sanglacess,

LI Uneri. 0as? 11 L2 country 3 rrlatively wead and  has Aot been woel

sewloped. Sn Lanka has o KNown IESerw. of netroleum  althoush oif-shore

Ri

rEserves ars a plsuadCility.  AnOwn cmnerals  inciwse graphitz, mineral sangs,

gustunes, ahoa sanas, oemeat, clays, ackeaat? amng phaschate. e muneral

IGUSE /b= hoaviy/ Qontroilaa Oy oVeITident G Qrporations,

amlr awnost ad vilagx 1 sa  wanka  are  eazxly acoesabis oy ruas

(16,500 Talsn  Ou 1040, 14,600 les Of WACh  ar? pAVeS), T T w0 dfiow, and

GUALLY OF b =yslosd b Weta0f Gl Qlaelfady axst., HKATIL A Swln N Ndder

of wucle, milowing losrallzey traae ang LAport ooblosss aAnce 1377, ow

arionty on roac

(paracularly the Waor roams), HEave AW Senows aeteroration OF e Syste:r

L SrOvE aeniats, ana Liapgegyuat 2  Raintenand: G e Lad ReLweor<



during the last fiwe to sewven years., 7The mad network, ther=fors, has been
identified as an area of priority for future natinnal development, receiving 6%
of the 1985 capital budget and over 50% ol tne government's allocation to
maintenance of capital assets, While not extensive, the railroaa zystem serves
most Laportant dties and agricultural regions although most of the traific s

passengers, not freight.

Telecommunication  networks and power supply are  egually  Loportant
mrorities  for pational development. In both cases, the oumrent lewel of
development 1S not adegJuate to supnort thie necus of 4 growing  eoonosy.
Significant improvements are onstrained by Inadgequate fnandal resources.
Investment shortiails also dmit the developtent or  tull wdropower potaential
whicti, according to current astimatas, is arcuna 2,000 mecawatts., About 25% ot
this potential has already been developed and another ¢25% will be addec by the
Acceleratea #Mahawell Program (AMP) within the next 2w y2ars. 1o acooacnoaate
this anaed @apacity, the clectrical ransmission network needs: o be  upgradea
and strengthened. The AwmP  aydropower aduimions will meet the oountry's necus
only until about 1%9¢ ana te feaabdity ol a2 coal-Ored electnicty

generation plant is beiag investigated,

sn Lanka i3 also a leading tourtst contar in the casct.,  koonomically, T
tourist inadustry had been  the fourta leading souroe oo forelgn exdangs until
1483 when it tell to sixth glacs, The ndustry orovidks aporoxiaat=ly 60,0l
©hs, Until the recent omuaunal dsturbano-s, Che average  annual  Jrowth rags
of tourist receipts was about 3. 6. tourksc Arrivals 1o ivse  wars down 6% whon
gowparad to 1983 and down 24% when aompared W 1%2Z. e govermaoent b maddng
oncerted  efforts o paverse Uiis trend, hbut btiese  otiorts  arz proving
difficult Jdue toc continued etinic problews as  woil as alr ooting dandges made

by Air Lanka.
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OUne ot 5O Lanka's pridnal resources 1S  its  huehly literate adulk
population which ofiers S Lanka a tr2mendows econoauc advancage over alnost
all other nations in the same per capita ooice growp.  Oomparsq witn other
ceveloping countries, s Lanka does rot have a seniows skillea labor shortage,
although the exodus of trained employees following the July 1983 ethnuc
disturbances is beginning to result in shortages 1 certain  managenal and
taechnical Oelds. The country's mmain development prority S to eate ros to
enploy 1ts people productively. Due to the persistent unempioyRent wvels ol
around 15%, the government does not place restrictions on any technical o
skilled labor leaving for euwployment abroad. About 260,00 o> Lankans are
currently warking alroaa and earning valuable foreign exchange. Inese
remittances are the second majar souwrce of foreign exchange receipts behind
tea. warkers are oncentrated in the Miladle East with approxamately nair

working as housemaids.

B, CuRRRedNT ECUNUMIC allUATIUN

1, Background

bEonomic policy in Sd Lanka ghifted radically in 1977 woen the newly
glected government intiated an export-led, gowth—ariented, open ©@OONOMIC
development strategy in gontrast to the inward looking palicwss pursued by the
sodalist gvemment auring the 197u-77 pericd.  Majr retarms were gadke
liberalization, unification of the exchange rmte wgetiwer with the introduction
of a flexible exchange rate palicy, interast rate refcrms, prodqucer  incentives

and a greater mle for the private sector.

while these policies were meant to open up the econoay, whicn during the



1k

197y=-77 perdou remalned near stagnation, the govermument took rurther steps to
stimulate tite economy by onecentrating on thrze lead projects: {(a) the
Acoclarated  #Mahawell Froaram to brng 350,000 hectares under  Ircigated
agriculture and to develop hydropower potential; (b) the Free lrade Zone (F1'Z)
to  attract foreign investments and prowmote  export  diversification and

ewployment; and (¢} the howsing and wban dewelopment program to provide
inproved housing tacilities, particalarly to low income houscholds, while

providing employment and stimulating the construction sector.

while the strategy of the governiment was to Increase the role of market
mechanisms and tree traoe, it retained [or itself the primary responsihility
for prowoting growth and employment through massive public sector investment
programs. The gowerimnent einbarked on capital-intensive infrastructure projects
which had long gestation periods. 'lhe private sector and foreign investors
were expected to engage in guick-ylelding, swrplus-generating agriculkbural,
industrial and mmuinercial activities by taking advantage of incentives provided
by the gowermwent. 1The public sector share of national investment thus

inareasea trowm 5U% during the 1970-77 period to 60% in tie 1978-83 period.

GUPF growth aweraged 6.8% during the 1974-80 period and a little over 5%
during the 1Y8i-84 period. Ower the seven year period between 1974-34, the GDP
growth aweraged 35.9% compared with the 2.9% awrage gowth rate during the

197i-77 period. A growth rate of ower 5% is projected tor 1985,

{he relatively higher GLP growth rate during the 1978-80 period was
pdmarily due to the economy responding positively to trade and economic
lberalization and to the gowth stimulls generated by increased public
spending.  Central Bank figures stiow that in terms of sectoral performance,

about 75% of the GDP growth during the early phase of liberalization occured in
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trade, services and onstruction, The rapid incease in the demana tor
inported consumer goods after the long perod of 1mport restrictions was the

major factor wiich caused a sharp rse in traaing activities.

2. Factors in Recent Boonowdc Perforaance:

The deceleration in real GUP growth In recent years has been largely due
to (a) poor performance in some agricultural and wnanulacturing sub-sectors, (b
domestic finandal resource @onstraints, () ext=mal twade dericits ang
balance of payments pressure, and (d) ethnic disturbances, As a resuldk ol the
domestic Anancial rzsource cnstraints and  balanes Gl pavments pressurs, the
G5L has recently followed dewvelopment policies which ars less expansionary  and

which hawe a graater tocus on economic rerorins and management policies.

a) Poor Performance in agriculture and Manutacturing:

Apart from increased wapital spending on  irrigation relatea  development
projects such as the AMP and producer lncentives In food relatea adicultures,
there has been a linited focus on improved agricultural procuctivity.  The
plantation sector, which during the gprevious adgwministration suitered mow
nationalization and lack of real investients, ontinues to be  aeriowly
negiected, In the manufacturing sector, the policy locus was primarily on the

omotion of toreign invest.aents in manufacturing for export markeis.
E g fo

pue to these policy shwrtcvinings in these two  leading sectors,  both
agriculture and manufacturing percoramed  poorly ana  conteibuted  consideratly
less than their shars ot GoP composition.  Between 1975 and 1963, the aoicbined
contribution  of agriculture and manutacturdng to GLE growth awragec only 27%

{agriculture 20%, menufacturing 7%), oomoarea  with thelr pint shar? or 39s
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{agriculture 253%, manufacturning l4s) in the Guy as:ctoral compositwens.,  Glven
tnis pertormance, a skowdown in the GLP grewth hac to be antiapatea when e

initial dyna.nism of econo.aic liperalization on trade and aervices sloweda aowil.

ror seweral onscecutive  years, the S Lankan economy  expenienosd adver>e
weather conditions. In 195i, 1982 and early 1983, a grolonged drougnt ciuseq
serious losses in food production ana lowered the production of the t2a, ruboer
and cooonut export gops. Mareower, the drought  also  resulred 10 suostantial
shortralis in hydropower supnly, dsmptl.ng most  factonles and  industnial
plants. In addition, both producers and aonsumers were required to pay fhugher
energy sts due to the use of thermal power o pe with tne hydropower

shartfall.

Between Decemper 1983 and Apnil 1984, the oountry  expenenced
unprecedentea raintall,  Rice and subsidiary orops  sullered heavy productiosn
osses. dowewver, both tea and oonuts recoversd UNGer  OOUNLOWE  rainy

onditions and hydropower generation improved to its tull installed aapadty.

b) Domestic Financal kesource Constraints:

A majr lmitation that the government hada to overcome it pursuing a
gowth~ariented development strategy was inadequate bnancal resources, 0Oue
to factors such as a poorly diversitied economic base, low per apita inoomes
arxd an inaeasing sharz of howeholds with Iow incomes, domestic savinags ~ere
inadequate to meet investment requirements necessitated by the  aabitiows
developiment programs started after 1977. In some years, domestic revenue
Fources were not even sufficient to suppart the recurrent expenditures of the

annual budget.
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The investment program of the governwent attzr 1977 therefore led to a
disproportionate  growth in public  investnents, relative to its  ability to
mobilize gomestic savings and caused a growing inbalance between investments
and savings. 'This imbalance oan be dearly seen rom the increase in  public
investments as a ratio to GUP, from 12.0% in 1978 to le.5% in 1980 while public
secter savings as a ratlo  te GuP rewained negative and declining from -1.9% in
197 o ~b.6% In 1Y%8U. Despite the substantial extzrnal support of grants and
@mneesachary  loans extinded to the governent, considerable untinanced
oudgetary gaps gatill remained. This required domestic borrowings particularly
from the banking system. Moareover, the situation was further exacerbated by

tne 1979 cil price rise and the subseguent world economic recession.

Clearly, the ecconomy cannot cpe with tnese developments on a  sustained
basis over the long run, According to the Lvk, the comibination of these
ftactors led to an overteated economy with sharply increasing money supply and in-
flationary tenuencies. while the money supply (M2) increase aweraged 3L %
petween 1975 and 1981, inflation ranged between 12% to 26% over the same
pericd. Following these dewvelopments, the Int began to exert strong pressures
on  the cowernment to introduce measures for monetary and fiseal management.

Accoraingly, development policdies dnce 1960 have been less expansionary.

¢} Balance ol Pay:ents:

Ancther major reason tor the slowdown in growth performance emerged ros
the growing ext2mal trade deilcits followed by the sharp deterioration of the
balance of payments position. Following the  trade  liberalization and
expansionary development palicies pursued by the government, the ourrent
accomnt deficit of the balance of payments grew, resulting from sharp increases

in both wolume and value of imports without a corresponding increase in exports.
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lne ocuoano o ol pnces L i%7Yy an the @otectwnist polQes aacotea by
aavancee  uiles aace 197y rurther intensitied  the economic duuculiies,
The tarms ou trave turneu highiy untavourable and  geclhinea gogresavely  rom
i N 1978 o 56 in lysu and to 44 1n 1953,  As a resulr, the outlics o
foretgn exdianye slace 1Y78 has increasea sharply, From only Rs 1.9 biilion in
i¥7s, the external trace derict increasea by massive propartions & Rs 16.3

billion 1n i%eu ana to K3 2u.4 billinn 1n 1981,

Givzh  twe Lnorz2asag magnitwie of  extsrnal paymont ocotlems, the
govemdent #as coenelles to atpenu on shart—tzrin borrowlics, upeler: ae=ar
an foroelgn eAdhiang? reserss as  suppde.aemAar, bAalance o payinents Supoort in
aaaiticn to external  borrowlngs ang arants  extenued Oy e UDNCT AWMUy,
Inese dgeveloseents  in tum ko to a stzaoy buns e of foraagn et amd a
cangerowsl ¢ low twsition o extarnal  assets barely siflident o et one
WONLY'S LLporis.  Despute eounodus  CzIoras LUoauosu Alsr 1%d., e external
J=ct guitinuea B0 1ncreasr to ks Suld blluon by mio 1Ys4. nGw2ver, net
extarnal axets  ana swre—tery babiie:  laorovea by e thirs guarier ot
L4 Jue o Gk owerall Improveieent  in e baianoes ol paymEnts  resaiting

poinanaly troa hgher export aanungs orom t2a,

4) ETNUC JtariAanci:

SN07 1STL, o1 LKA s bRen rnirentod Wil WiLLaON0S eruns ook ans,
BIJLWINY W L TG 1w79's, militanty  agaong the 1Al mnonty ra s sougnt a
s2arata stats in e moceh anug easl «ners lanils are heawiiy  concentrataud.
SOOOCING s U labteal oenste (L9ci), oft Lanka's  eTyvic QuaDposltIon Lredsts
Cu Ja.r® oin@lee, li.b8 S0 Lankan lauwils, 5.5s naan jands, 7.is Mawuns
A Y06 QLI SUhiC OOWha L ITLRS, UL the 2z¢ aasirustraave dstnces,

oliniales:  ar: te domnant  pooulation in 16 alstniots; 30 cankan iaadls
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dominate in 6 districts and Indian Tamils in one (plantation) district.

In July 1983, ethnic viclence, on  a scale mot berore witnessea in sn
Lanka, lroxe out between Sinhalese and Tawmils resulting in heavy casualities
and substantial damage to a number of factories and business conoerns owried ot
operated by Tamils, The Central Bank survey of the damage in the industrial
sector revealed that 122 industrial establishments were altectad and 13,366
Yl were lost. The estimated st for rehabilitation of artected industiies
alone will be arouna Rs 1,760 million in 1983 pnoss, Apart  from reduced
domestic proauction, kower export earnings, anc loss of  enployment, the
aistirbances severely tanushed sd Lanka's Lnag:  aroad, discoura@mng  both

roreign investiment ard tourisia.

while the economy appears to have recoversd well fromn the July 1983
disturbances, increased terrorist activity in late 1984 ang  ever increasing
allocations of resources to tie security probleq, lead o an  inareasingly
pessiaistic outlook  vis-a-vis rapia econcuaic cevelopment.,  Development projects
In  the northern vart of tne country have becn suspendaed, the Muwstriss ol Paan
Inplementation, Transport and Guication hawe beon tasked with heavy security
burdens, wessels from the Minstry of Elsheries hawe been turieg over to the
Navy, aurtews are in eftect daily in the north ana east amd  dewense
expenuitures are  rsing., e polanzation of tae lamih and  sinnalase
gommunities is  becuining more pronounced anc  will  make tuture grogr2ss all the

more dirticult.

At the tme oL tius writing, the prospects tor a polibical setileqont ook
remote. The proposals put to tire AL Farty Conwerence In Dece.diber 1984 wers
not satistactory to eitner the Jamil or Snhalese cominunilies. wiile the

immediate efiect on GUP growtu may be relatively minor (due larcely to the fact
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that pronlems at present are Lnzea to  tne northern ana  eastarn arsas «ud
montnbute only a muor share ol Gui), the picture ooulc dhange dramaticady o
the future it viclence were to sreaa to, for example, the tea estat? arads.
Prooably the most agnificant eriects oi the @ntinued Founiv ooerilons «iu
be (1) diversion of rescurces o delznse, (2) diversion oo the atienton o
government from dewvelopment to secunty reiated matters, (3) the conunued
eitigration oI trained personnel, both sinhalsse arc Iamil ana (#)a .. Sown in

both local and foreign investaent,

3. Highlights of Ecwnomic Reforas:

In 125 ve oweooment Loposed punlic senuing ouls ooty et
expenditure mponent of that year's buaget, ana Ligrases L subeguent
budgets haw reaained Mirly moderate. ire qouvamasnt nas  anoeawer=
alsoymaar new  dewelopicent pregosals  wiatle locasing on Lwer cudeesscdl
mupletion of coyalng proiects.  These  capital  aoending rexraint, have been
toliowea by restricuons on bank lenowg to the nnivat:  Sectoc witl, e
exeeption of edit faalities for agncuitural ara inaustrial a2weicpnent and
export financing. Other reforms hawe included (I} several mareas= 1
intirect taxes snoe 1980, (2) the removal of many onsuner sutsices, (3)
dcreasing the real walue of the Foou Stamp Schedz ana (§) npee depreciation.
The purpose of nupee depreciation was to ntain the pressure an the balance o
payments by reducing the demand for Lnports and oaoting more  exports.  Sinee
early 198U the rupee had underaone periodic depreciation ana in 1983 £ was
subject to two artical devaluations., lhe current exchange rate  ($:=:Hs5,26.5)
indicates a 4us Gepreqation when coaipared with tne exchange mte of Rs 1550
to U.5. $1 in 1977, Howewer, the effects of devaluation have been partially
oftset by the sharp nrse of the U.5. dollar whith has put the rupee & a

greater disadvantage vis-a-vis the aurrencies of some of S Lanka's amayxr
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tracing partners,

These measurss procuced encouraginy  cevelopments on fiscal, monetary  and
valance of payaent vanables., ‘The bucget decdct mocerated in 1983 to about
13% or the GUF ocomparsed with 26% in 198U, and in 1984 and 1985 the mtio is
astimatea to be 13%  ana 143, respectively. Dependency on the banking system as

3 source of deficit flnancing was eliminated in 1965 budget proposals.

The external trade detiar lnproved appreciably in 1983 due principally to
reauction of the wclume of iaports ratner than lmproved export earnings. The
1984 balance of payments is expected to be in favor of $n Lanka with a

possiole addition of $3uy million to its external assets due largely to higher

tea earnings. This improwement to a great extent has masked the necessity for
addifional economic reforms at the prewsent  time, At the tine of the I1MF
negotiations in early 1983, the It recommended additional measures, including

a lu-i>% cevaluation or the rupee against the U.s. dollar. However, because of
the improved export earnings following on higner international t=a mices, the
goverinent did not reaqily respona to the [hbF recomumendations, Qf the sSUR 1u0
miliion stand by agreement negotiated at the time, the government utilizea only

SUR 5U million before the agreeinent expired in June 1984,

4. Medium_‘lerm Outlooi:

a) Investinent Prograin:

lhe projected GUP growth rate during the medium term, as stated in the
current Public Investiment Plan (PP, 1984-88), in 5.5%. In order to reach this
growth target the Gowemment of Sr Lanka (GSL) proposes a Rs 203 hillion

investment program (Rs 107 billion public and Rs 96 billion private) during the
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increase In the rupece vaiue of exports, ocmpared with 1943, ASSUINLNT
reasonable weather In S Lanka as  well as tne  expectation that private
remittance flows will stahilize, the current account deficit is  expectea to

improve in the short run.

lea analysts consider thie developments in  the international £2a market to
be more than a temporary or short run phenomencon. Colombo  Tea rokers expact
the short supply situation in world tea markets, wiich has beca bullding up
since 1982, o oontinue for a couple ol years due larcely to a 2.5 to 3% per
annum growth 1in demana 1In traditiconal t=a unporting uontries a3 w2l as
substantial domestic demand qrowth in  tea exporting ountries, princinally
India. On the other hany, a diang? in Indlia's tea  export policy or the entry
o mon-traditional countries into the tea  export market or a combination of
both ocould result in a less prowising  balance of payument outlook 1n the median
term. In that event, as the waold Bank notas, export  woluns  growth  In
traaiticnal as well as non-traditional goods will nave to cmpensats for both
an already substantial deonct plus possible future  detenoration in the teras
of trace beyond 1985, it the extemal denct 13 o renain manageaoks.,  loe
country's exports at present only support slightily smors than 55% ob its annual
import requirsments due largely to the babalance o the structurs of extoraal
trade. Sd Lanka's agriculcural products, whnich currently  acoounst for 6ius ob
the total value of exports, are  both  dgemana and prics inelastic. kwen it
internavional prices go up, tner2 will not be  a rzacy response trom the suapoly
side due to physical constraints, In fact, uantil  1Yo04 the wlume oL exports
had been continucusly declining. In aodition, or Lanka b3 a prloe  taker tor

botn its imports and exports.
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TABLE IO

MEDIUM TERM BALANCE OF PAYMENTS OUTLOOK

(Million of 0.S. $ at Current Prices)

1984 1985 1986 1990

Trade & Service Balance - 617 - 723 - 742 - 1,037
Net Factor Income - 168 - 151 -163 - 262
(Interest on Fareign Debt) {- 88} -~ 99 (- 113} (- 209}
Transfers 282 305 334 481
Curent Balance - 503 - 569 -571 - 818
Debt A martization - 127 - 151 -188 - 284
Resowxrce Gap - 630 - 720 - 759 - 1,102
Financing:

Grants 166 160 176 58

Direct Investment 50 55 60 89

Lcan Disbursement a/ 524 555 573 805

Reserves { - = increase) - 110 - 50 - 50 - 50

Debt Service Ration 16.8 18.2 19.6 16.7

a/ Includes concessionary loans, commercial loans and IMF credit.

Sowce: Wald Bank
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Erapindng  tre  megtuam-teran outlock, particularly from  the balance of
paym=nts  perspective, S Lanka's major  development constraints  are lixely to
emerge from s external deot situation.  As ob end 1983, sn Lanka's total
extornal dett  stood at 52,077  million, and it was composed of {1) governent
ana gowvernunent guaranteed debt $1,b620.6 million; (2) Internaticnal Monetary
Pund  Qredit, $333.0 million; (3)short—term  borrowings by the public sector,
$il15.9 million; ana (4) wmreraal borrowings by public sector  corporations and
e pavate  sector, $604.9  mllion.  Between 1974 ana 1983, the total
outstanding extemal debt  morz than doubled, reflecting excessive dependency on

tor=ign borrowings.

woria  Bank estutates show the extemal debt servicing requirsaent
(amortization and interest payments) more than douoling from 1%84 to 1990 and
absorping alamost  the entire annual conoessionary loans expected during the mme
period.  Tou awid adwerse developments arlksing from  increasing  external
Somualt nents, erfforts nust be made to diverzify the exXport base and to giwe
piiority  to  quick-aelding, export-ariented orojects.,  In addition, the

gowrnment will need to renew its eflorts to nobilize the private sector.

C. SL1RULIUR

L. Poverty:

Poverty continues to be a leading socio-econonic issue of the S Lankan
eonomy, recdecting botti low  per capita incomes and unegual income and wealth
distribution, A  oomprehensive  explanation  of  poverty regquires  the
onsideration of a variety of wompdex  factors but includes as prmary cauvses:
()relatively high unemployment and underamployment levels, (2) the inahility

of the agricultural sector to support an increasing population and (3) unequal
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moome and wealt distributcn,

As a suoseguent E2fe 8151)] JOwWSs, sn Lan<a's WS racvoaent any

uwwer2.aployment  levels ara reiatively high, denying aacjuate  ragular inoyme w

a large segment of the pooulation, witn poverty most extre:L: amodiny U

occurational categories  wnere underzinployment is  mrevalent. ket lanciesanet:
In the agncultural sector and neoconomical agricukural landg heldings  are

wmpoctans  cawses of  poverty. Housenclds belonalng to this gat2gory are L
Most vainerable to extreme poverty, particulariy In the rural ssotoo. aout 9%
of  fhe Lanwsrs in the paddy 3octor ana 143 1n the sommigiary  food O R0l

Dve In extrane poverty aither due o o laki ar uneconoinlidal B3na holdings,
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1973, the lowest BU% experenced a arop in  thelr respective income  3harzs;
between 1973 and 1938l/s2 while the income share ot the upper 2Us appredably
gained. These developments are dlearly reilected in tne Gini Coecticient wiich
reflects the degree of incowe ineguality. Between 1963 and 1973, the Gl
ratio declinea trom 0.49 to 0.4l, Lmplying Laprovement in  incoime distributior,

but between 1973 and ly8l/8Z, this trenad reversea uself snowlng agns or
increasing inequality. In terms of sectoral classitication, both urban and

rural sectors follow the national trends in  noome distcioution, but  in tne

estate sector income distribution has been becoming more &jual,

The Central Bbank analysis of trenas 1in lnooine distribation icendilies a
relationship between trenws in Income  distribubion and  changes In 20cn0aIc
policies ana inter-temporal growth trends,  turing bt 1963-73  period, tie
cconomy grew slowly. however, becawse of tne jxcvision of subsidies on amsuudr
goods such as toou (moe, dour, sugar, pulys, @il and WUk powoer), ous
fares, petroleum products and  reais, awned at Laproviag the Lo shanaanis o
low income groups, the ineguality in wcoqe  distribution narrowed. Lmder the
development  oriented strategy pursued  alter 1977, the mneonty has been on
development and growth:  requiring tne ressoval of many  Lormes Oof subsidies

oraer to transier resourcess rowm ansunoton to wnvestnent,

Recent studies carded out to  assess  te nuiriticnal status  ob the sl
Lankan population ana develep stratediss to improve  upon nutritlonai stanuAar s,
clearly show inuications of a qowing powverty  situation,  ‘The  most startiing
disoovery s that ewven alter soending  mor: than 7v s of howenols cuwine  on
food-related expenaiture  1n 1Y6U/8L, (comparac withh 52%  in i96Y/7u), a  largor
propottion o howseholds guill  failen to mect the pecessary  calorwe
requirements.  About 5U% of urcan househioias, 41% of rurai howschalrr amd 33%

of estate sector housenolas in tihe  1wsU/bi penoo tadea to acidave ainunuam
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aloric (2,161} regurzcents., A QMparison oL rEsvectuve  sarzs beteen te
two thne perioas show that howsenhowds with nutnoional NadgeUuac, na2asxs by
66% 1n the wban sector, 4% in the rnural 3ector anu 63 ¢ In U cstata o,
In 198U/8L, food accoutad tor 744 of total exienditwres for twe entr
population. Low wages xevailing in the estate scctor dunng e i¥7u's hels
explain the detcrioration in nutmtional status in this gector. In the rural
sectoc, low per aapita calone intake s dosely correlateu with saad 9z2e o

land olaings.

As stated by the Mluster o rlnance & pPlanning dunng ms 195> apt
Jpecch, the gowrament I becoming increasingly cneemeu with the
deterioration of nuoitional samclards o the low income groups,  1e mast
apprornate strategy at the oresent time 15 a revision of the 002 ARG sqeRe
by mnoreasing the value of the stamps while liniting the asastance t e nast
needy, It is estimatad thar 3us o the population, @ther than the  qurrant
50 %, should be reoaving the stamps. The real vaiue ol e stuius HAS  decunea
by SUs snce 1979. Another mroposed policy Is o disbase o the possitie nce
surplus to food stamp reapients.  ahile tese stratemes are aarvenbyy  heng
mnsiderea by tie  Gol, the bkelinood of any quick dhanae in tie oo staay
ograin is hanipered by the politichl mamuficauons of elmsnating any/ qurent

recipients.

Aknougn Lmportamt means of praventing further  detencration &
nutritional standards, these measures will not help to ssstain adeguate
nutritional status over the long run., That can oniy occur throucn reauded
wmemnployment ana  underemployment ar simply improved househeld wmcomes, such
objectives will require that policy makers pay graater attention o orograms
ana policies with the highest potentials for employment generaticn and wherz

bw income ano nutritionally at nsk  groups  become direct beneficiaries of the
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development process. There are several districts where the houwseholds are at
high nutritional nisk and development strategies particularly aimed at these

target groups ooula prove wery effective both at regional and national levels.

2. Employment

S Lanka's labour force comsists of about 5.6 million people or about 37%
of Is total population. Current estimates show 4.8 milion employed.
Employment in the public sector is currently estimated at 1.3 million, 37% of
which are govemment eaployees. The balance is in the  public sector
corporations and state owned plantations. Estimates indicate formal employnment
in the private sector to be arcuna 850,000 acoounting for 18% of the total
employed, with nearly half of this figure in manufacturing related employment,
The latter includes about 30,000 in free trade zone employment. The balance,
about 425,000, in the formal private sector is in oonstruction, trade,
transport and services. This accounting leaves employment in the  informal

sector at about around 2.7 million incldding farm employment.

Despite major improvements, the high level of unemployment is still a
vital issue facing the sn Lankan economy. R iS estimated by the Central Bank
that the unemployment rate fell from nearly 25% in 1977, to about 15% in
1979/79 and to about 1% in 1981/82., 1In the urban sector, the rate of
unemployment in 1981/82 was around 14 %, rural 12% and estate 5%. nowever, these
estimates are not wery mliable and are often manipulated for paolitical

advantage.

A significant lmprovement in the employment situation was evidently clear

during the first few years after economic liberalization due to an ¢opening up
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ai employment in retail axi whalesale trade, services, oonstruction,
manufacturing and tourism. Additionally, the goveniment's three lead projects
eated dirsct employment on a substantial smle while having  equally
sgnificant indirsct employment eftects. Howewver, the situation appears o
hawe changed since the early 198us. The Central Bank's estimate for example,
shows tiat oomparad with an estunated geation at 35,000 new jpbs per year
between 1978 and 1980, the employment generation cepadty in the private sector
has now declined to about 20,000 per annum. In the public sectcr, in both 198]
and 1982 there were only 3,00u new Jobs per year comparsd with 8,3%¢ jobs per

year between 1978 and 19bu.

with abcut 150,00u new b seexers entering the market every year, thers
is growing @ncern about the adeguacy oi the ourrent lewl o emnloyment
generation. LK the employaent gencratlon @pacity 15 not  steppea %
m@nsiderably, tne  ouwitry 15 lk2ly to experience a  larye smle ingr=ase  in
unesgloyment it te siort run @ntinuing  as wail througm the mediun tera.,
ACcoruing to soime  ooserwers, meaaployient was an unportant uncerlying  element

of the 1943 ccmmunal violence,

sdoramployment  1s another  probien whath  per=lsts 1 the Sa  Lanwan
ecuornoiny. s probles 15 particuariy dwulicant in tre wnioreal ase «ner
nearly 53% of the qureendv  ewployeu jabor  furoe Lind thell Main OUTE &
Lveithood, 1he proporuon o uweranployment 18 largest v agnioulure,
ani:nal huspandry and trade and Services, howrming o the Central dank, 11 tw
agncoultural sector, only about 4us O the worktoroe work for more  than Qg
days per year. The dsruation i even more agniticant with rzgard to the
female population as the Central Bank =urwy Inclires 2.6 muiinn female

wWOrkers It a GAtegory O "Cwhi Noux work"™. Given naraasing f2:anale schook
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attendence, only a small proportion would be truly oonfined to this ategory,
if they ould find alternative employment. The main onclwion of this
information is that underemploymnent is fairly widespread in the rural
agricultural sector, despite a relatively low reported unemployment rate in the
same sector. This high underemployment rate is another major factor relevant

in the explanation of poverty and malnutrition.

3. Agriculture:

Agriculture is Sno Lanka's major economic activity., It accounts for about

25% of GDUP, between 5U% to 60% of total export earnings, 4U% government ravenue
and 55% of employment. Tne agricultural sector has two distinct categories:
(a) dos and subsidiary food crops and (b) plantation agriculture: tea, rubber
an w.ao:cy, grown mainly for export. As a share of agricultural Gup,
plantations acoount for 32%, rneoe for 27+% and all cthers for 4i%, Rix™
acoounts for about 1.7 million acres of the total 3.8b  million acres  under
culkivation, followed by coonut with about 1.0 midicn acr=s, tea with about
530,000 acres and rubber 439,000 acres. Rice lands ars often planted in other
agricultural crops, particularly in the dry zous, during the minor rainy
season, when irrigation water is inadeqjuate for nce cultivation. The cooonat
and rubber lands ars also inter-aopped with ootree, ococoa, cnnanion, sSpices,
fruits and wegetables. Most ot the employment in agiculture is melatad to
rice — ower a wmillion cutivatars — but the nature of employment is ssasonal.

A substantial propertion of permanent agricultural einployment is  related to

tea and rubber (550,0UV bs) and moonuts (27,U0U obs).

Between 1960 and 1983, the annual growth in agriculture has been about
4.7%, much higher than the awrage annual growth of 34 during the sewventies.

Rice production grew by an annual awverage rate of 8.2% between 1977 and 1%u3,
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largely due to more effective pricang and incentve paliaes as well as e
effected rescarch, extension and seed supply mrograim resuiring in a  7.9%
average annual increase in per age yielés. The main siements cf tus
performance have been the widespread adoption ot improved seed (W% of the
acreage in 1983 compared with 6U% in 1977) and cultwral practuces combinea with
improved delivery of inputs and free market mricing polides. Sn  iLanxa
required o rice inports in 1984, In 1977 noe acocounted for 15% o the total

value of Lnports,

The area planted unoer oarse grains, pulses, spioes and al cds has on
the whole increased steadily with a oorresponding ina=ase in production,
However, due to the mntinued wse of traditional agncocultwral practices,
uwnstable and inefficient markets,ana lack of producer incentives, per aqge
yields have shown no significant improvements. while the production of mfiee,
doves and cashews appears to hawe incareased, other expart (Qops — Annamon,

seasa:ne and cardamon — suftered setbacks.

a) Plantation Agriculture

since 1979, tea and rubber production have fallen while coconut production
has stagnated. As demonstrated by a negative growth rate of 3.3% in walue
added, the production loss in tea was pronounced. Lower tea production in
tum, produced adverse dewelopments in agro—grocessing, agnoultural marketing,
government revenue and export earnings. Fartunately, tea production turmed

around in 1984 increasing by 16% over 1983,

Mcst of the problems in the plartation sector result from the
nationalization policies of the previous administrations. Fmom  entirely

mivate ownership before 1971, the public sector now owns about 70% of tea, 3%
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of rubber ana 2% ot cooconuts. The balance in each is accounted for by small
private holdings of less than 5U acres. Wwith this shitt from private to public
ownership, the production pertormance, management efficency and  crop
maidtenance in the plantation sector rapidly deteriorated. The sKkilled arxd
experienced managerial cadre was replaced  with pecple selected on the basis of
political atiiliation, The most serious proauction oroblem cauwsed by

nationalization was the substantial shortfall in replanting of tea and rubber,

The problems in the plantation sector were intensified since the latter
half of the 197us, due to lack ot investments in infrastructure. {(such as
factories, machinary and hbuildings), high taxes, increasing production asts
and low international prices., Between 1978 and 1983, the plantation sector
directly cuntributed Rs 21 killion to government revenue, but it received only
Rs 1.5 billion in retum from the GSL capital budget during the same period.
Plantation revenues hawe been used by all Sd  Lankan governuments to support
social programs. A fiwe year investment plan of Rs 5 billion for the
plantation sector has now been fnalized by the government with Waorld Bank

assistance, and varticular attention is being given to the tea sector.

b) Domestic Agniculture

The large sgize ot the agriculturally dependent population relative to the
land resources available in this sector has led to relatively small land
holaings, increased fragmentation ani a growing problem of landlessness,
According to a recent surwey, 82% of the lama area in the paddy sector and 96%
of the number of holdings onsisted of wunits of less than 10 acres (66% are
less than two acres). Tnis difterence in  proportions between the number of
holdings and the area of holdings implies a seriouws land fragmentation problem.

while farms sinaller than two acares accounted for 14% of the total paddy area,
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trey accounted for 3%% obf total land holdings,

Marieting problens alx have oconsiderable implications for agncultural
Gewelopment, They appear to oe more serious in the subsidiary fiele aop Gt C)
sctor than in nice  due to the Limited market and wicely scattered, small-scaisz
procucticn.  ‘Ihere is a sernwows lack of knowledge regarding the structure asd
dynainics of the SrC market, which hincers effective planning. Marxet
information 15 improving, but still not adequate for reliable market
xoectons., 1he iastitutional mechanisms for carrying cut market researd: ana
analysis are largely absent in the country though the techmaai cpabilities

exast,

Agricuitwal marxeting is  also  constrained by poor juality standéards  and
inacequate  incentives (except for nmoe). In  adaition to improved vanetes,
e need for  bettar quality standaras through urproved  methods of hamiinag,
storage andd procoesing is  maradiount, sinee  the search 13 on for potential
export Jnarkets. Inadeguate  markat faalities (e.q. transport, storage) also

resuit In agnificant losses, especially for the more perishable products.

Crearr avalability i3 another serous provlein that  aoontronts  the
agncurur? actor. 1 has grave urplications  for wroauction  anu  housenois
moomes of the agnicukural population. Istitutional oreut  Qurrenly
acccunts for only 5% or wtal rural oaait. To a great extent this mmenoeencn
has = roots in high detault rmtss assocatea with past  sutslaized  rurat
arealt SChemss,  Stat2  banks, therziore, hawe largely witharawn fror  geuit
aairies 1n domestuc agnioulture., In i3wd, tor example, the kevel of  hank
laning  or  pagay oroductinon by  Uw two state banks dechned 478 comparse ©
1475, Tne banking com:unity oondders rural lerndting an actuvity of @r2at nOsks

arnt an arsa wher2 aavanox ar? not  well srcured. Among cther factaxes, srict
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mllateral ana administrative procdures limit bank lending,  With declining
aredit facilities from the formal banking system, farmers are oompellea to

secure advances from private sources at much higher interest rates,

4. Industrial Development:

The industrial sector's share in the GLP is arouna 1l4%. It accounts for
12% of formal employment and about 35% of export earnings. The latter exdudes
the value of semi-processed plantation products. EXport processing industries,
indlxiing the Free Trage Zone (#1'%), account for 25% of industrial outpuat;
factory industries, including the processing industries in the plantation
sector, account for 6U%; the remaining 15% is attriouted to small scale
industries. On the basis of value of production, the public sector accounts tor
52% and the private ssctor 48%. However, the production of one state
orporation, petroleum, accounts for a large percentage of owerall production.
Exduling petroleum products, mproduction shares for the public and private

sectors are 38% and 62 %, respectiwly.

Industrial GDP aqrew only 3% a year between 1978 and 1983, despite an
environment mare conducive to  industrial promotion since 1977, Slow  growth
performance in the public sector industries has been a sgnificant factor in
the overall slow growth of the manufacturing sector. In real terms, the value
of public sector industrial production declined by 9% since 1477 in gontrast to
an increase of 68% in the private sector. The private sector accounts ror a
leading shar® of production 1in both food, beverages and tobacoo (FU%)  anu
textile, weaving apparel and leather products (30%). In chemicals, petroleunm,
mal, rubber and plastic products, the pavate sector accounts for 15% of

production but the exdlusion of petroleum and tire manufacturing increases the
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private sector share to about 8U%.

sn Lanka's most sucoesstul inaustrial export has been garments, which hawe
gown & an annual rate of 44% between 1979 and 19b4,and which now acoount for
193 of total exports. Despite tade restrictions in the west, inclumng a

recent 2.79% muntervailing duty imposed by the U.s. exports In 1984 grew 4l s,

FIZ production accounts for nearly 208 of the wvalue of inaustnal
proauction of the private sector. At the end of 1943, there were 66 factuies
in mmerdal production employing 29,000 workers ana representing a  total
equity investment ot about U.S. $80 million at current exchange mtes. Gross
export earnings amounted to $%U million in 1963, and the wvalue of export
earnings in curent prices is expected to gow by 2u¢ (annualiy) dunng the

mext few years,

The industmal sector oontnues to depend heavily on impartad m@w
materials, and iIn some industries the impart ontent is aimast 1J0s. On
average, the industrial sector as a whole imports between 75% o 4 of s
total raw matenais, largely due tc the atsence of domestically avallable

industrial raw materals,

The second majxr sStructural problem in  industry relates t© energy
onstraints as well as high energy wosts, Since hydropower is the main sowce
of energy, the frequent interruptions in 198i-63 due to droughts exerted
seriows strain  on industrial production, espedally for small ana medium scale
industries which depend almost exdusiwly on hydropower. Mareover,
hydropower shortages also oontributed to the inaeased we o thermal power
generation, which during the 1981-83 period grew by 54% oompared with an
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increase ot only 10% in hydropower. The increased use of thermal power also

resultad in high energy costs in industry.

As the hyaropower projects of the AMP are now beginning to generate power,
the power situation is expected to improwe vastly over the medium term. The
Victoria project has already been commissioned and Kotmale and Randenigala are
scheduled to be completed in 1985 and 1966 respectively. These three mrojects
will havwe the installed capacity of about 466 Mw (Victoria 210 MW, Kotmale 134
MW, Randenigala 122 Mw) which will enahle the doubling of hydropower supply.
According to current forecasts this added hydropower generation capacity of the
AMP will be adequate to meet the increasing power demand unti the mid 1990's

without the excessive use of thermal power,

The continued poor performance of public sector industries is a burden to
the national economy and also eates structural imbalances in the overall
economy. In a number of cases, budgetary support is necessary for operation
and maintenance, In other wmases, the investuent focus is primarily on fixed
capital assets such as land and buildings rather than focusing on inprovements
in production as well as operation and management. Consequently, while overall
moduction in  the public sector industries is declining, the @pital labor
ratic is appreciahly increasing. If So Lankan policy makers are serious about
industrial dewvelopment, eftorts must be made to eliminate such imbalances.
The adoption of the recommendations of the tanff reform commission in November
1984 p and changes in the Ministry of Industries are positive signs that the

government is addressing these issues.
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5. 'Ihe Povate Sector

The private sector will continue to play a cudal rmole in the aduevement
of GoL development objectuves. Indeeq, Sn  Lanka's ong-term economic growth
will depend heavily an tne ahiity and the willingness of the private sector
expana and develop the productive sectors of the economy, particuiarly wvia
investinents in  labor-intensive, resource—based and export-ariented entervnses

which aad maxunum vaive to local proauction.

I'me Gou exphictly reconizes the role whidh the private soctor wil hawe
tc play In acoomabshung i3 owverall economic objectuves. with regard to
investment levels, the Public Investunent Prograa for 1984-1986 @alls for the
private Sector to ntrilavte 473 or total inwestaent dunng the perniod,
entailing a large ina=zase in real teras and a sutstantial lnaease in
percentage tarms vis—a—vis puchc sector investment, Suralar]ly, 1 setting
exnort eapanslon targets, the national cxXport Dewelopment Pian issued In 1984
cails for an li® awrage annual increase in real value of exports 1t a positive
trena in the balance of trade is to be achieved., However, the targets set for
both investment and exports havwe yet to be translated into sectoc-speaudic
sirat=ques dearly demarting the demred mile of the pnvate actoc,

parucularly 1n gomparison with existing or future stato-owned entarpnses,

weveral reoent stunkes by Usald, usib, and the waald Bank have addrassed
the advancages to be gained through varous pavatization @oves, randging om
outright diwestiture o @ticnalizaton of  state corporations on a Tuly egual
pitpeutive  focting  witn the private sector. To date  therz has been werbal

Tmrutsent > act on ECoMLengations maos 10 thes? stuwiies, and  a speaal
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Gsl-appointed Committee on Public Enterprises (COPrb) has been established to
quide the government's decisions. As a stact, the Ministry of Finance and
Planning is insisting on greater acoountability by the state corporations for

the management of assets at their disposal and propeses to end r=liance on

gowerninent funds to cover gperating losses.

In this environment it is essential that the govemument decide upon and
implement an owerall privatization plan that sets the teras tor ntinuea
operation of the state-owned enterprises and the advantages (ideally none)
which they are to hawe in competing with the private sector, At a minimum, the
private sector ommunity must be oonvinced that wested interests committed to
protecting the state's role per s will be ntained, that new state
enterprises are uwnlikely to start up, and that a tfutwre wawe  of
nationalizations will not occur. Toe signal to the private sector, however,
will be strongest if the gowernment jins with the private sector to spell out
very specific sector-by-subsector industdal dewelopment plans, indicating the
rales tor both the private anc the public sectors. There is sowe movement now
toward the formulation of such industrial sector plans. The UsAalD  supportea
Sd Lanka Business Dewvelopment Centre establishea in 1984 may assume a leading
private sector aoordination role in such a process, ana privatization moves are

a major focus of the SLBUC's business policy unit.

D. DEVELOPMENL PLANMNG AdD FLVANCING

s Lanka's development planning is ntained in s rolling fivwe  year
public investment plan., The current 1984-88 plan envisages a slowing ot
capital expenditure and a reorientation of new expenaitures towards directly

productive areas and the maintenance of existing assets.  lotal buugetary
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allocations for the 1984-88 program ainount to Rs 99 bilbon at 1984 mricss,
omparea to Rs 11l  billion at 1983 prices for the 1983-47 plan. Approxmataiy

40% of the plan 5 expected to be financed by foreign aid.

Acoording to the plan, the government's first pnority will be operatons
and maintenance. Rehabilitation and maintenanoe has become a line iem in the
capital budget for the first time amounting to 7% in 1985, 1he investment plan
alo stresses that the govemment will not undertake activities which oould be
more effidently handled by the private sector. Public investment owver the
next five years will concentrate on projects which will strengthen the balance
of payments (Le. quick-yielding production—arientsxl pxojects) and meet the
ountry's essential  infrastructure needs. In line with these mrionties the
GSL has deaded that one of its majar programs will be rehahbilitation of the
glantations. Agrhculture remains the dominant sector although investaents
decline throughout the period. Manaweli remains the single largest actuvity
acoounting for 2i% of the total 1984-83 planned budget, followed by power &
9%, tansport at 6%, airport and port expansion at 5%, plantations at 5% arxd

field and minor crops at 4%.

The gowernment has recogmized that the burden of such large scale
development activities cniot be sustained indefinitely. The 1985 budget
revenues ver recurent expenditures and @Eovide approxunately 258 of the
financing for the aapital budget. Donors have been generous to SO Lanka in
the past, and the expectation is that, barring major political change, this
support  will continue. while it had been expected that aid levels might fall
after the July 1983 ethnic disturbances, lewels in fact rose in 1964 to § 541

million. Fareign asastance between 1980 and 1965 has aweraged lu% of GDP.
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B. CONCLUSIONS

Ihe preceding analysis leads to a number of conclusions about Sh  Lankan
development whicn should provide quidance to the dewelopment of a strategy.
The first is that Sri Lanka's bold entry to the world of open economics has met
with mixed success., While real per capita GNP increased by approximately 3.5%
per year since 1978, nutrition indicators have fallen, and the equity of income
distribution has worsened. The safety net for the poor has weakened through
the elimination of various subsidies and the lack of indexing of the food
samps. The rapid economic growth of the post-1977 period has ot reached the

majority of the poor.

Secondly, one of the country's major assets, political stahility, is being
s=verely threatened by the oarent unrest over the ethnic issues. The
potential for severe woa@al, political and economic disruption is high.
Gowernment's ahility to focus attention on dewelopment is being overshadowed by
defense and security goncerns. The ahility of the economy to ceate additicnal
ks (apart from recruiting for the security forces) has diminished, and the
potential exists for future unrest to rewolve around the nch/poor dichotomy in

addition to the ethnic differences.

Third, the ability to translate the huge investment in Mahaweli into
increased productive output will become more and more difficult as time goes
on. The expected early arrival of rice self sufficiency leads to the question
of what t© grow on these new Mahaweli lands. Huge increases in rice production
would disrupt the domestic rice market, yet neither the research and extension
apacity nor the marketing system are available to quide and support corop
diversification. Export of rice to ampe with any surpluses is not likely given
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e ow quality of Sa Lankan oce and tough international oompetition. The
continued security groblems highlignt the question of the ethnic balance in the
Mahaweli settlement areas ana will make the allocation of these lands an

extramely sensitive poiitical issue,

rourth, the present improvement in the balance of payments pcture rests
largely on hugh tea pnices.  The underlying economic  imbalanoss contunue and
govermnent's ahility to take the tough deasions necessary tc  deal with these
bSues is  guestionabke. It is unlikely that the tounsm sector will recover
guickiy, Snould the secunty modlem spread to the tea areas for any lengtn o

tune, tre economie foundation ot the country would be tnreatened.

Fitn, 1metiective manageuent of mesowess is becoming recognizau as a
3ous proplem  In Sno Lanka, the  prolizeration of ministnes to  deal with
cewelopment o sequrity ISsues, the lJack ol cordination  among sunistnes, ana

L2 Jagmentatlon o respondibiaty are mayr aspects of tus probdem,

Sixth, the Gob's recora in pronoting a more extanstwe mie  or prvate
enterpnse ana  mmtionalization of the large portiaily of public enta2rurlses has

oecn uneven,  1hare remaco a wioe dispanty petween metodic any adtemn.

e toregoing andijsed Conciuks tnat desnita pnprasav:  Poaul Gaure;, sn
LAGAA r2mains a4 poor Munlry a=  yet  uaready to graduat? o waade vioome
status. while arowt s haws beon substantial  over this decawe to dat2, Sn

Lanka couic have dudicuity sustalning thew.,  Unenployment has declinss but not
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enough, Food production has improved, but for Sri Lanka this may cuse new
concerns if rice, the primary food «op, becomes a surplus commodity with no
export market. Nutrition levels have deteriorated among the at risk population
despite improwements in food production. Ethnic tensions and the associatec
terrarist campaign are increasingly diverting attention and resources away lrom
dewelopment Issues. The faworable aspects ot the macro—economic picture rest
on tenuous factors that oould change quickly to constrain further So Lanka's
ahility to deal with its dewelopment problems. Can Sri Lanka reach the growth
rate targets st in the 1984-88 Plan (GDP increases of 5% annually)?

Achievement will depend on improving the productivity of availabie rescurces.

The Strategy presented here is intended to contribute to S Lanka's
apility to reach and maintain signiticant lewels of rzal growth through
enhancement and better utilization of available resources. '1The lewel ot
resources of such a strategy is largely dependent on choices to be made by the
Gowernment of So Lanka (Gsu). In the current policy setting, opportunities
specilic for major initiatives are necessarily crcumscribed. However, given
GsL willingness to execute major policy reforms a larger, more comprehensive
prograin would be appropriate. Stll a third alternative -—— a conbingancy
program — exists should ethnic tensions erupt to a scale which necessitates

relief and rehabilitation ar economic stabilization etforts.

Section 1L of this paper, the analyas, identitieu several key factors

inhibiting So Lanka's developnent:

— A basic imbalance in the external acouunts (Qurently mas<ea by hign  tea
prces) and an over dependence on a lunited gt of exports tor which So Lanka

is a price taker.
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—  Sericusly declining proauctive @paaty in the major (estata) agnouiwrs

sector.

-  Concentraticn of non-estate agnculture in a single fooa oop (nce) whidh

may soon be in surplus with linited export potential,

— Low productivity lewels 1n nonestate agniculfure other than noe.

— Slow growth in real per-camta GaP  cupled witn continuirg disparity in

income distribution.

— Alresady wnacceptable high - and undereanployment figures likzsly to gros as

Jb creation lags comsiderahbly behind labor force entrants.

— Deteriorating nutritional lewels among the at-msk populaticn.

— Ethnic tensons polanzing Sa  Lankan communities, distractung  resources
and attention needed for dewelopment and threatening to erupt to a degree which

uld threaten the nations stahility.

These are all probles recognized by the Sa Lankans., Coping will requrs
assistance from the donor omuunity, and donors have aceveloped prograins around

one o mare of these constraints.

The Mission in selecting this Strategy has identified those constraints
which best match AID's experience and expertise. The Strategy i 1tent on
maximizing the dewelopment impact of the USAID's recent expenence in sSn
Lanka. Thus, the strateqy is designea to adaress those key dJdevelopment
problems with which the Mission is best prepared to wark by following through
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on initiatives now underway. The active project porttclio includes 14 projects
in agrculture research and education, reforestation, irrigation, health,
community participation, dewelopment of the Mahaweli reqion, and private
enterprise promotion. The attempt to improve the productivity of available
resources is the common theme which links these efforts into a oohesive program

to be built upon over the planning period.

People are a primary and abundant resource of Sri Lanka. Literacy rates
are over 80%; bealth statistics show a better than awerage health status for a
country at this stage of per aapita income; 80% of the population is rural, and
over half the labor force is employed in agricultwe. Land is a primary but
limited resource in Sn Lanka resulting in relatiwely small land haldings,
increasing land fragmentation and ‘“atomization" and a growing problem of
landlessness.  Thererore, the Strategy presented here is focussed on the
productive relationship of land to people. Is principal objectives will be
improving the productivity of the small farm, employing thase without land o
whose labor is not fully occupied on the farm, and completing the work begun in
the Mahaweli (really a special focus of the first two objectives). These are
objectives where AID has a “cmparative advantage", and past AID eifforts can be

reinforced and extended to address urgent current needs.

The Strateqy calls for the dewelopment of local institutional capacity, in
both the public and mrivate sectors, in arder to make the development process
self-sustaining., In  addition, the Strategy includes activities designed to
demonstrate alternative development approaches anxi techinologies which @n be

continued ar replicated with non—AlD resources.
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B, AGRICULTJRAL PRODUCTIVILY & FAxrM

S50 Lanka is still an owrwhelingly nual cowntry, Owver 803 of the
pooulation lives in the rural areas (including the estates) and over SU% depend
on agriculture for their livelihood. Small farms mredominate in non-estate
agncuirure where, for example, 66% of nice holaings are smaller than two ang a
half acres. Recent stulies for the National Agniculture, Food and Nutmtion
dtrategy show that poverty s most extreme in those arzas whers mnoerzwployment
i3 most prevalent. Other studies indicate that unocersinployment is  widesoread
1 the nural, agnoudtural areas whers, acaoraing to the Central Bank, oniy

about 4J% of the worklorce is emnloyed mare than 10U days per year.,

Rice meaalns the domnant aop 1 the small farm ector accounting  for
apour tnree - fourths of the non-estate land under cultivation, but Sn Lanka may
on be =l sufhaent in nos. Inprowients in agricultural productiviy,
therafore, shculd be diractad  at altzmative aops and farming systems with
special attenuon given to those that provide exports, employment and better

nutrition.

lne princpal oomstraints o develooment of alternative tarm systeas are
nsufricdent rescaran ana extendon, poor platwung and  polices, hmitag
management capability and ilagejuate marketing and distritution.  The Strategy
oroposes to aaarass  these cnstraints in a Gime phased approach  over  the
claniing perod, 1986-%. Tne 3Soategy, reooguzing the mivate SeoLor natuars:
of tne taryor, will seck  private sector means ol dealing with these oonstrants

{particularly marsx=ting and dstribution) wheraver possble.
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1. Agricultural Research

In keeping with the emphais placed on agricultural research in the Asga
Regional Strategy, the Mission believes that the key to increasing small farm
productivity will be found in technological innovation, Research i3 essential
to such innovation, SO Lanka has deweloped a successtul research aapahbility
in rce, and the improved varieties resulting from that research hawe made an
important contribution to achieving nce seli-sufiiciency. uittle in the way of
research has been undertaken for other @ops or lLvestocdk, The Strategy
mopases to assist Sn wanka in developing an  eifective, seli-sustaining
institutional base to carry on diversified aop research.  In agrcultural
research, 50 Lanka has achiewved oconsiderable sucoess with respect W rdee as
attested by the rapidly increasing per acrs yields. Howewver, the rasearch base
to support the proposed diversitication prograin needs considerable
strengthening to develop technoloqes for the sustained, proauctive cultivation
at upland, rinfea ar=zas as well as for irrigated production of @ops otiher

than nee,

To encowage diwersitied @op rescarch the isdon will support the
development of a ooccinatea  pesearch eflort w uvevelop and  test diversitiea
aop technologies arki to provide the empirical base for ongeried decision
making., In addition, the Strategy lls for developing the managerial
expertise to  ooordinate and admnister adequate research prograns and  for
providing training and special opportunities to furtner develoo  Inudiviaual
r=search talent. we will alxo encowrage linkages  with  appropriate
international research institutions and take advantase of oentrally rundea
science and technology mrograws,  Nutrition is e=xpectad to oe a goncstn of

rescarch on divemsified crons.
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At a higher lewel, rescarch eftectiveness and potential 5 sencusiy
wnstrained by the prevailing excessive institutional fragmentation, wherain
ten distinct researon programs and/ar institutes are in  gperation in ax
difterent ministries., Such an arrangement seriowsly onStrains apportunities
in such key areas as agro-forestry, oonut intercropping, farming systems
research, rcrage agronomy. Further, the costs of maintaining so many distinct
programs are outdistancdng available resources, with consequent stagnation o

decline in stanaards.

Becawse of the fractionalizedi authonty for agricultural activities in the
GSL, the Mission will Lmit its involvement in research dewelopment primanly
to those areas under the direct responsibility of the Ministry of Agnoultuwral
Developiment and Research (MavDr)k field orops, horticulture and minor expart
cops. I the GSL reduces the bureaucratic labyrinth ot gplit responsinilities
(a major point in our policy dialog), the research eftort could be expamed to
wwer forage cops, livestook, forestry and small farmer holdings in the estate
sector. In policy discussions the Mission will push for a oordinated research
rogramm which cosses arganizational lines, such  as oooonut intercropping, which
is not carried out at present because the cops involved are the responsihility
of separate ministries. These “hureaucratic turt® problems represent Jost
cpportunities to improve on aghdcultural productivity and extend two the
macro-level when, for example, the lack of ooordination prevents logical
decisions on where So Lanka's omparative advantage exists relative

agacultural Imports and exports,

Agricultural research goes hand in hand with an extension effart t©
deliver the techiology to the small farmer. However, agricultural extension 1S
now being addressed by the GSL with other donor assistance and no majr  AlD
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invalwement is anticipated. Should the situation c¢hange, the Mission would

consider aaditional work in this area.

2. Agriculture Policy and Planning

Recently, with ALD support, the GSL has prepared a Naticnal Agricultural
Food and Nutrition Strategy (WAFNS), and it is a good beginning. A
sustainaiple, effective planning @pability must have adequate research to back
it up and must set priorities and policies which are adopted and implemented.
Despite the NAFNs effort, planning throughout the GbolL is still perceived as
Project preparation often in response to donor initiatives., Pdority is given
to developing new ideas into projects rather than careful management of limited

esources,

The Mission plans to build upon the NAFNS to foster institutionalization
of the planning axi policy formulation @pacity within  the relevant
organizations, Since effective planning should be on a lroadly based approach,
the Mission will enocourage and support better coordination between all six GSL
ministries inwvolved in agriculture. If the GSL were to foster better
inter-ministerial communication and decision making regarding integrated
agriculture systems, the Mission would be prepared to expand the scope of the

planning assistance effort to provide a more multi-disciplinary approach.

The strategy envisions support for upgrading staff skills and fadlities
at the respective planning uwnits., Technical assistance, training and support
for activities to provide applied experience in planning and analysis, will be
the prdmary means to upgrade staff skills; modest commodity support will
upgrade facilities. In developing practical analytical experience, specific
areas important to sustainable agricultural productivity will be examined.
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Ihese areas will include the role of energy in the entire faraming system {e.q.,
animal-power versus a tractor, small-scale farm mechanization, farm fuelwooc
needs, optimum use of human labor, etc), @motecuon of the environment,
farming to agribusiness links and how health affects productivity. Funding
will also provide for incluaing the private sector in gpedal task foroes to

aevzlop policy options i1n the development program.

Palicy dialoyg, as; discussed below, will be an intregal part of the
Misoion's eftorts o lnprowe  agricultural glanning and policy formulation to
inceax: awareness and support for policy changes neoessaary to  Lagrove
agncultural prouuctivity., while the Mission's emphasis will be on the ole &
small farwers, skills cewloped under Al awastancee should be relevamt

vlanning in other aqucultural sectors as well,

3. Agncultural Manageinent

olncy lnproving agnicultwral productivity will be  dependent on the
cidciency of the utilization of avalable resources, assistance efforts st
be diracteu beyond the research an planning stages to the management and
mechanis®ms of aplementation. The wArso dtas the mabality to deslgn oroperly
and manage the dewelopment oo a mesnonslve agnoultaral supoort  Service and a
viable agnoultural dewilediment prograw as  mayr  Lmitations % natwonal
dewelopment. Seweral factors oontnbut2 to ow managenal sall levels in the
public secror: iow  salatess, ftew inoentives ot better management anc himted
rarung opportunities. In  adaition, te public s=ctor manager 13 often
saadleu witn  unplerentaton of polisy dedsions mage on a politicn basis
rather than sound managanent., 1Ine  edphass s on mecting hnanaal rather tan
FOFAAMALIC  tacygets —  spenaing rather  than returms. while some  exorlient

inanagenai talent ¢an be tounu in the private sector, very ittle 5 devoted to
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rural dewelopment related activities primarily because of the uncettainty

caused by government policies.

The Strategy includes management improvements throughout the program which
are at the heart of AID institution building activities in So Lanka. In this
regard, the Mission will work with the planning units of the Ministry of
Finance and Planning and the MADR to identify those areas where the greatest
inefficiencies exist and tw develop appropriate managerial, Iinstitutional
and/or technological responses. The Strategy anticipates the need to develog,
through specialized training, a cadre of management expertise to work on both
the analysis and resclution of management bottlenecks to dewelopiment prograits.
Efforts will be made to link the wark of other donors in extension services to

the research amd glanning assisted by AlD.

Any real efforts at management improvement in the public institutions will
require policy decisions on salaries, incentives and manageral environment
which will " be difficllt to make. These issues will be highlighted in  our
ongoing policy dialog, and our aszistance will be tied to those changes both
necessary and possible. Tmraining, however, can make improvements even in the

public sector ana will be offered where it can better development prograins.

An effective way to unprove the managedent of rural development in Sno
Lanka will be to increase the involwement of the private sector, but this in
twn may require institutional and legal changes (e.qg., there is no leoal
basis for a private seed industry). This means may be quite effective for
field and minor export rops where price supports and publicly-managed inout
and marketing systems are less entrenched. As stated above, little private
sector management capability is focussed on such pxograms now, but  with

improvements generated through AID and other donor efforts bearing fruit,
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protits and private sector involweinent can be expected to grow.

4. water Management

Becarse of the agro-dimatic nature ol SO Lankan geography, the Mission
has chosen t© dewvote particular attention to the spedfic area of water
management. The dry zone of So Lanka covers alnost 70% of the total lana area
but accounts for less than 45% of the land under acultivation. Tris zone aiso
provides nearly 70% of total rice production and produces over 8% of the feld
aops. Furtner, the &y zone represents the greatest potential for increasing
agricultural production as it is relatively uwierutilized in cmpanson with
the mare heavily settled wet zone. In addition to those applicable o farms
island wide, the majr nstraints to greater agricukural production in  the
dry zone are ureqular minfall and limited water holding @pacity in the
sils. For these reasons irrigation has long been practised in this regoon  of

the aountry.

The Mission is deweloping a @rogram for determining ost-etfectuiwe
rehahilitation and maintenance systems for the extensive but badly detenorated
irrigation network now in place, An important part of that program 15 farmer
involvement. Farmers' associations are being formed which allow and romote
participation of the small farmer in the management of water resowrces., Both
farmers and Immigation Departiment personnel have expressed satisfaction with
the comwmunication improvement. Another aspect of this prograa 1S to  upgrade
management and techmucal skills in the Imigation Department which has

responsihility for all the irmgation systems in the country.

GbL plans, inciuding the NAFNS, all for shifting the emphass in
irdgation from large smale onstruction @mojects such a the Mahaweli to
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rehahbilitation of small scale village tanks which will generally be less
capital intensive and quicker to complete. These plans also recognize the need
for management improvement and systematized operations and maintenance. The
NAFNs lists irrigation  rehabilitation/management improvement as its top

investment priority.

The Mission also oonsiders water to be a ‘top poority which must be
veveloped in dose ooraination with agriculture to make the most effective use
of available land. In support of GsL effortc the Mission intends to continue
those water management activities which comprise stages two (water delivery)
and three (community management) of irrigation development as described in the
Asia Regional Strategy. Management and technalogical improvements will be
introduced in arder to assure adequate water delivery to all users on a system.

Operations and  maintenance  will become institutionalized as  standard
rooedures.  Expansion of the farmers' associations to all major irrigation
schemes will also be a target. The Mission expects to continue assistance with
systems rehabilitation directly related to the effort of determining the most
axt-effective means t do 0. Major new nstruction work will be left for

other donors.

5. Marketing and Distribution

The NAFns identifies the lack of adequate marketing facilities as a
tormidahle bamier to the dewelopment and expansion of new Cropping systems,
I'here are four constraints to marketing which are particularly acute and which
the Strategy proposes to address: lack of market information and analysis;
limited aedit; inadequate facilities such a5 transport and storage; and

post-harvest technology, including food processing.
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The Mission belizves that in general, marketing and distribution are areas
best suttad to orivate sector  ooniral. Therefore, the Strategy aalls for Al
inwlwemeat at the mar<at information stage where technical  assistance and
traiming can be of value o improve the aollection, analysisg, and dissemination
of relevant informaticn at all lewels of the marketing systens. QCoupled with
this would be exploratory work 1n  the areas of post-harvest technologies and
toox] processing, as well as support for actvities to stimulate increased
rivat= sector parudpation in  marketing, such as unproved grages and
stanuards and mmproved quality @ontrol associated with difierential oricagj.

i the GboL shows active support for marcet dewlopment/momcton  as

evinced by efiaciwe ateps to upgrade the marxet wntormation system, Lnprove
and enforoe grades anu standards, or Lnplement an etlective mprice stabilization
rograin, UsALD would oongdosr 3 more active role in the gector. Creait may be
an ar=a that tne Mission will want W incluce 10 the latier par: of this
planning penoa shioulad AW tunding be necessary to leverage mvate sedtor
anancing. Ine Misision will be deweloping moce data on the gedit atuation in
the rural areas in arzer to ames the neea for our invoivwerernt., Ancther area
or  more active partiapation  wcould be private ector  ©Omamouities arcirage

which, could sagruficantly incaraasx mar<eting eifiaency.

Une ol tne prieary suport eleaents necessary to an ell2cuve marketung
Systz2m IS transportation. In 50 Lanka transport i by road, rail or sup,
each ol whid 13 the msponsiblity of a  separats wunustry. Inere 5 little
aocdination  of eltort. amt o owrall ansport systea planning,  All these
traeuolt systeds ar: 1 neea o rerablitition, but  the roac network 1S In the
warst state  of  devrnorzauden.  Cter donors  are  extensively  Invoived in
renatulitating anu  veproving e rmac  Systew, but poor amaintenance — the

nonary CAUse o tr detenoration — will cuntinue o be a prebiea.  The
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UsAID may wurs wiln tne Ministry of dighways to lmprove the malntenance prograin
especially for farm to market networks, PL 480 Title VI counterpart
eenerations will be oonsidered as a means to assist the Gsb in Lnproving and

implementing a awt efiective maintenance prograia.

6. Palicy Dialog

In relation to improving agricultural productivity, assistance will be
linked to those policy dhanges necessary to sustain  long term growtn., Speciiic
isues will include land tenure, input ana suprort  @icss, managament
incentives, ccordinated research, integration of planning into decision making

and increasing the participation ol the private sector.

Land tenure is particularly important to increasing the small farmer’s
productivity —  especially in field and minor export aoos — as e will be
less  willing to wdertake innovations and, in most  @ses, incur the deit
necessary to be innovative without secure title to his land. GsL policy
supports  the "reqularization" of tenure on  public lands, bat  bureaucratic
pactice lags far behind, Improvements in the process of land titling must e
made together with a policy decision to grant cear title. The second and
perhaps more important msue of lamd tenure is  the dze of  noldings. Regent.
years have seen an increasing fractionalization and  "atowization® o laad
parcels as already small plots are divided and suidivided. winilr generaliy
unenforcea  regulations against sup=division  exist, G policy aconcurrently
limits the size of individual holdings ana thus cuntributes to  this  problem,
Mahawelli settlers, tor exaample, are allotted only twe and a half  acr=s, the
economic wviability of which weems inoreasingly guestionable. Islang  wide
pdvate land holdings are linited by law to lu acres tor irrigated land and 50

acres for non-irrigatea land. A comprehensive analysis ot this dituation must
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be undertaken soon to dewlop a specfic ==t of polaes t© mescalw the

problem.

The GoL rnow subsidizes certain inpubs and provides floor pnoss  &or the
diversified aops that are of interest to the Mission., lhese polides have ot
been effective in stimulating production. while the long range goal will be to
eliminate both subsidized inputs and support prices, more information i3 necded
to determine the cgptimum schedule ana mode for doing so. The Mission will seek
a ommtment on the part of the GslL to remove subsidies and support  prices
through a joint analysis of their real eftect on improved @oduction. In
addition, the USAID will encowage the inwolwement of the private sector as the

primnary means of both delivering inputs and processing and marxeting output.

As mentioned meviowsly, management I a serious onstraint t  any
development etfort in Sa  Lanka., The Mission will carry on a continuing
discussion with the GsL and appropriate private sector institutions 0 instill
the need for improwed Incentives. The mare sweeping changes of adeguate
salaries and nsolidation of authority in the public sector are unhkely to
occur anytiine soon, but we will kecp up the drumbeat, What can be acoomsplished

ow is a commitment to training for all managenent levels.

A ommitiwent to wse effectively the results of enhanoed research ana
planning will be necessary to make any etlorts in those areas worthwhile, The
research program must be oardinated to the needs of planning and decsion
making. Planning must likewise be integrated into the proces of deasion
making. Planning muost be viewed as the rational selection among altemative
wes of scarce resources rather than "wish list® making. At present, So
Lankan attitudes toward research and planning do mnot reflect these rales. The
palicy issue to be dealt with is to assure the appropriate utilization of
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improved research ana planning capahbilities.

The UsalD plans to encowrage mxivate sector participation wherever it can
effectively do s0. As indicated abowe, the private sector ¢ould logically be
expected to play a greater role in the delivery of inputs and the processing,
marketing and distribution of production. The Mission will work with the
private sector through such service organizations as the Sh  Lanka Business
Uevelopment Center to encourage the private sector to  invest its resources in
agricultural activities. Private sector enterprises or service crganizations
culd also transter technclogy directly to the farmer, In policy formulation
the Mission expects the private sector to participate actively with the GsL  on

special task forces to sslect among various developinent options.

In addition a host of project-specific policy issues, which will
contribute  to the kroader policy objectives, will be identified as prograin
implementation progresses. The Mission will raise them in  the dialog whenever
the oppartunicy presents itself to demonstrate the st to Sd Lankan

dewelopment it necessary reforms don't get made.

7. PL 480 Title I/mi

with rice efpected to surpass the self-sufficiency point dunng this
planning perioxd there is likely to be a modest decline in the need for wheat as
ome flow oonsumption is switched to ndce. Howswver, the GSL is expected to
request continuation of the Title /Il program through this planning period as
the balance of payments remains tenuous. The Mission will support that

request, but at levels slightly lower than ocurent ones.
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the Itle Vil program will be mare dosely integratad with Da objectives
than has been the case in the past. Title /Ul wiil be comadersc togetner
with DA iIn the policy dialog carmied on with GoL.  Also, a2l help measures
carried on Wit the local ourrency proceeds will be planned with the speadiic
objective of umproving agnoulture productivity. Local ourrency oould be
utiized for suppart in mesearch and planning, for enhanang faraser
amoaations (oewng [ormea under watsr manage.nent), to leverage private sector
mwlvement, to estabhish a ost-eftlective road maintenance systemn, rationalize
te food stawp prograw and tor other activities related to the progyrad
cblectives. Tnis Mission has iatiated a dialog  with the Mimistry of  Finanoe
and Planning on the utilization of Title VKLl whuch we belicve will lad ©

bettar planning in the use of this aeweiopment resource.

Co UEE BPand EMPLULtwmEsSE Axb RuNAaL ExlenPribt

studies done  for  te hational  Agacukure, Foou  ano Lamition  strateay
How  that uneerzmnolnyaent 13 prevaient in tne rural arzas and  that the number
of lamdiess of the agnicultwrally oeccndent pooalation s incareasing (7% in
1973 o 0% 1n iY¥u/si)., The Mster of flnance  ana Planning noteg 1 s
resentation of the Gsb 198 Bunort Liat numtional ansar s nr ©wew  moome
Foups, ncluding te nuwal awer am uneaployed, have been detznoraung,  [he
wol NS ropcsea a 8Seres O Soll-ter 1 me=asurss o aeal with tius problex, ot
te long-tern solotion 15 aasguat?  names, Orrfars aportwdtes  will not
IOWw ZEJuhicantly ower twe pannng  periad even with rmpld imooveEment n

snall farv oroaucuwvity.  [heretorz, otir-fara einplpyment SUEL INcrease,

ine Misalon views the geation of  pibyx ofr~tw—fars to be a e o Tw

privat2  3ecror.  Enpicyaeat oro@a.as cuula 22 anountec by the Goi, ot Suds
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employment would be only short to medium-term at best and, qven budgetary
constraints, very limited in numbers. The Strategy envimons the aeation of
long-term employment opportunities in the private sector as a more attractuve

alternative,

To minimize rural to wban migration, the strategy will give priority to
tnose employment — oreating investiments whid, are  in the  rural areas.
Agribusiness would appear to ofter the best posasibilities both to  create
employment in the rural areas and to stimulate wproductwon, This, the princinal
(but ot excdusive) focus of attention is expactad to be on  agribusines:

cGevelopment,

The early stages of our involvement wili be of an  analytical and milot
nature. Aduivities undertaken by the S Lanka Buwsiness Development Centar
oLBDC) will serve as  an initial devarture point. We will alsy oontinue to
encourage the work of tne Joint Agriculrural Cousultative Committee which has
been promoting U.S5. S Lankan agribusiness joint wenturss for the  past two

years.

l. Pdlicy and Planning:

Since the Sr Lankan business community stll has not  tully theown off tne
attitwdinal shackles of the socialist era, and AID lacks signiticant experience
in developing a program of thiis type, policy ana  plamang will be  oitical
factors in achieving otf-ftarm employment objectives, ‘the Mission will work
through the Ministry oi Finance ana Planning to wstitutionalize, in both the
mrivate and public sectors, a planning and policy formulation eapacity  to deal

with rural employment and business development,
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First eftorts will have to be data aoliection and analytical studes,  wore
should be directead at dearly defining the ourrent state of atlairs and
icentifying major constraints to rural enterprise expansion. Attention will oe
directed to analyzing enterprise activity at the mcao-eaterpnise (nforaal
Sector) lewel, the small to mediun gze enterpnse GMe) lewl and the large
enterprize lewel, incluiing foreign Investor partigpation. Analyas should
not  only identity the oonstraints but provioe  recoinenddea options  tor
overcoming them. GsSL policdes, o the lack of them, together with te leaal
envircnment will be areas for special review as work to date ipuucates that the
government's paolicy framework is an inhibiting factor. Progress on 1mproving

that framework will determine how much more asistance i; warranteaq.

Basea on this analytical work, the Strateqy mlls tfor oonsideration of a
variety of potential USalD assistance activities.  These include popct
identification, feasihility stucies,  aradin, market dewelogment  and
entrepreneurial  dewelopment., The UsAID Wil alx tast pethoos tD invierate
pavate sector interest  in nural business nvestment. Mare analyas is needed,
but the Mssion will explore the possihility of making groject icentification

and feasihility study financing repayable if an inwestnent 15 succoesstul,

Donor aoordination will be an  important aspect of this planning stage.
Certain infrastructure — such a rmads, telecommunications ana  rural
electrification — will be necessary to attract inwestment, and the Gsi IS
neqotiating with other donors, particularly the multi-national development
banks for financing that infrastoucture. R is anticpatec tnat UsAlD financed
planning activities will ontribute to umproved ordination of donor CQANS

on the part of the Gsl.
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2. Information Development

Recent studies such as the Alp financed A.D.Little Private  Sector
Asmsessment and others by the UxDP and Wworld Bank identify the lack of
information as a serious handicap to private sector dewelopment in Sr Lanka.
Commercial banks, for example, cite a lack of sufficient market information to
juage the wvalue of potential investments., Would be entrepreneurs do not hawe
access to  the economic data necessary to make accurate assessments of return on

investment.

The Mission anticipates oontinuing support for the dewelopment of
information services as appropriate adjuncts to the data oliection and
analysis done in support of the planning and policy formulation activities
above. Through its support of the SLBDC, AID ascistance will help to establish
a professional information developiment and dissemination aapability to provide

accurate econoimnic data and intormational services for business decision making.

3. Management Development

As highlighted abowe, 51 Lanka is deficlent in the management skills
recessary to sucoessfully operate  business neems and inplement new
initiatives, Entrepreneurial talent is also sowerely limited., Many Sd
Lankans who possess tnese skills o talent find greener pastures atroad. The
yivatz sector stwies done by A.D. Little and others hawe indicated some of
the reasons good managers don't stay in Sn Lanka., They include gowernment

taxation palides, low renuneration and little prospect for promotion.
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e GolL policy problems @an be adaressed to soma extent, i mt
mapletely, in the glanning aw policy side of this prograim obective, The
reiiuneration and prowmoticn issues are diractly relatea to taxation ana  skll
lewels., Wwitn relint on the taxation issue training will be paramount.  lhere
are wery e« management training programs here anc only one that coffers

entrapreneunal gevelopment at the small to meaium entaerprise lewei.

Management education must be impreved ana expanded. (he MIion Luoags
te support of the sSLBLUC amd the Sn Lankan Institute o Developmans
Aaministration will build a @paaty tor providing oractical, high gualty
management education foan  which soecabized rural  enterprlse mamageaent
training can be dewelopea. Short-tera owrses in Sedchic areas o interest to
tne private sector Wwill need to  be ceveloped. These oourses should be designea
tor cassrooim Settings  amkd for taking diractiy to the individual entermnses.
lrey wili alzo neea to be lnked to analytical ana  proolker  siving
@rsufances in order W aeate tguly dhanges managRient approadn=s.  Prograst
intenaity ana  aoreesponuent funing lewels will e mesponaw to GoL  policy
reforas.  Develoolna  top-level management talent will hawe  littde lasting

Lagact 4 taxauos polices conunue to stunulate out-anigration, lor exas ie.

D. Maghabia Oovzooeslond

Ine Accaleratey  Ranawsid Levaooinent Frograa {AMF) 13 nOw Neanng the ond
of s Wapr CEouction  xiase. {ro victona and  Kotoale headworks  are
oxlAlly asnmpleted, Wors on Wie Masru Oya $ank and ealdwors<s 13 ouauietea and
the Al fnanox aanals in =vsiem B ol the Maduru Jya et Bank w1l be

snea 2arly 1 tails  planning  period. To dat: cver § 1.5 billinn has oeen

omwlitas tc the AAP by the Gzt ang oonors; $ibl million o that 15 Al
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financed. The AMP was planned with a dual purpose; both to  tap hydro-electric
potential tor power generation and to open up sparsely populated lands to
settlement and increased agricultural productivity. With completion of the
dams and the follow on Asian Development Bank power distribution project, the
first purpose will largely be achieved. Much remains to be done to achieve the

sacond.

AID's major involwement in the AMP has been with System B on the jeft bank
of the Maduru Oya. System B is the largest single ar=a within the AMP, and AID
has financed main and kranch @nal c@nstruction a3 well as wdal
infrastructure needs. Wwhen fully deveioped, system B will support over 35u,00¢
people on 75,000 hectares of irrigated iand, RBut System B will not soon be
fully deweloped; AID rfunded aanals will Irrigate only 23,008  hectarss
supporting 145,000 people. Agricultural inputs and services, social
infrastructure and services, and howsing lag far benind  construction in
dewelopment of the area. In ader to aapitalize on the large investaent
already made in the Mahaweli region and to assure that these lands r=2ach

suitable levels of meductivity, more investment in the Mahawell is needed.

The Mahawelli region is part of the dry zone and, as such, has the same
mnstraints to dewlopment of agricultural nroductivity,  The Mission,
therefore, Is interested 1 researci, extension, planning, management ana
marketing as much in the Mahawell as elsewhere, Likewise, the Mizzdon i
mnecerned with the need for oft-fara employment since evidence indicates a
serious underemployment problem already in the Manawell, At the same tme, the
Mahaweli as a settlement scheme opening new lands to agricultural proauction

offers a means to alleviate the poverty of landlecsness.
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alb's empnass in the Mahawell region will shitt over thus planmng period
from rstruction to assuring  bettzr utilization of avallabie resowross for
dawaloping  ecorowically viable setdements. he main focus of the Soategy
will be on razsearch, planming and interwinisterial coordination with resouwrce

support to bhprove pooudction ana inocomes.

1. Interaministenal Coordination

since te bureaucratic structure of the Gol has put full resporsinility
for develooment of the Mahaweli reqon in the hands of a separate ministty —
the Ministry of Manhawell Dewelopment — the Mission plans to work with  this
ministry to resolwe goblems identical or amilar to those being addressec in
other parts of S Lanka. The GbL intends to phase out the Mahawell Ministry
at an aporopriate point in the ftuture, therertore @ordination is an issue that
must bhe dealt with. The Mission alao would like to see the Minstry o
Mahaweli Development pull back from an gperational mle into that ol planning
and coordination once other ministries, sudi  as Agncultwre, demonstrate that
they aan be responsive to the noeds of the Mahawell, However expenence tells
us that ocoardination will be a dirficult cbjectiwe to achieve. This point will
be a princpal area tor policy dialog, but the Mismon, in the beqginning, will
be <ontent to assure that aporopriate mechanisms are  being developed 30 that
information generated in one program is available to another. The Misaon will
finance studies and analytical woark that goss ministerial bouwtanes in
expectation that the relationships developed in the analyucal stage il leaa

to better cuordination in both planning and implementation.
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2. Palicy and Planning

Like other developnent atictts in sn  Larcka, the Mahawell Frogram suriers
aom a lack of planning expertise. ‘Ihe planning unit of tne Mahaweli Authority
or sSn Lanka (#iAosl) i5 really prinarily a project monitoring unit, ‘the GsL has
recognizea  this deficency and is  atteampting  to resolwe the provlem. The

miscion has been approached for asdstance in tnis regard.

Given the nistorical lack of coordination between ministces and  the role
the BMission woulkd prefer to see the Mahaweli Ministry take should better
coocidnation become a reality, we propose to  work on  planning and  policy
formulation within  the Ministry and its  oonstituent operating  agencdes
(Mahawell Autnority of 51 Lanka, Mahawell Eoonomic Agency, and Mahaweli
Engineering ana  Constructinon Agency) while concurrently dealing  with similar
proble ns elsewhere, FPlanning here will be more cwmprehensive, however, as the
fuli scope oi the settlement scheme rather than just agricultural productivity
will be appropriate for planning actuvity. For exauple, pilot activities may
be  undertaken in heaith which 15 of concem to Mabawell authorities but is  not
an arza in which ALD currently plans to wark outside the Mahawell region. The
Strategy presumes that ALD  asssted planning efforts will give prionty
attention to System B a3 a wodel for developing eriective interventions which
can  be replicated not only in other parts ot the AMP but throughout the

untry,

Again, the means or assisting the GsL to establish an effective planning
ana policy formulation capability will be through technical assstance,
training, modest commodity support and financing for special studies and pilot

Eojects,
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3. Intrastructure Deveiopment
while ma)ar construction actuvities will no longer be tie prirary ourpose
ot tne asission’s partiapation in the AMP, some onStruction work will continue
to be necessary, The adteria  for including construction projects will be
woether tiey are essential to proguctive use of  infrastructure  cmpletaa ar
near cuuipletion, bearing in mund the objectives of improvea agnicultaral
roauctivity and oti-farn  eaployment, In arwer tn take {ull advantage ot the
wWOLK don= oy ALD and ochers, liniteg adaitional intrastructure deweiocment may
n2ea to be conddersd In such ar=as as  teruary canals, mads, market  oenters,
etc. (MInor nstruction sudh as small sonools o nealth posts will o
appropniate I it i relatea to a project purpose In supnart v the proga.a

obiectives.)
4.  Poucy Dilog

Ine policy aaldg regarsing the Mahawell prograas #All unally parallel
tiie dialng tor wuweproving agrnicubural proauctivity and aoating ocs-Arx
empicy nent opportunties,  seaondly the  Misann  will bbok or reievant areas
si@i as heaitu  wnher? some 1nnovatuiw intbervention geveioped Ir the  Mahawelh
ogram oula serve as the baas for an etinctive  dialog with  other  Got
orsanizations.,  Amother area of intersst 0 the MIssion 5 enhanana the
acrnation  betweon govern.acsul operating oodes. The  Manhawsll grograas offers
a wiique cpopccuunity o inease and  Lesrouve what little oboperation now takes
place. Inese eiterts  will De done in perspective with the  larser nchicy ssue
oi mtoralizaton o the Goi. bureaucratic  structure, we hope tat e
dana~sell mograin will be waxd to  demonstrate ways of redudng te need  foc

elaporat2 DECCmUUr=s ana hwge stadis.
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L, ADDITIONAL PROGRAMS OF INTREREST

‘Throughout the preceding pages the possibilities of going beyond a basic
gtrategy hawe been discussed. 1If the m@oper environment can be set, additional
azistance can havwe a dignificant impact on developiment. The Mission has taken
that possibility into consideration in developing this Stategy. Mast of an
expanded, mare intensive program would mme in  areas in which the Misdon woula
alrerady be inwolwed such as agricaltural rmsearch, buot thers are  additional
areas in which we are not planning any mexr activity  uidess the  policy

environiment changes,

1. nealtn arxl Population:

One of these areas 13 the healtn teld., Oespite impressive health
statistics — cqude bhirth mte of 27, iwfant mortality of 37 and diila
mortality of under four, each per 1,000 respectiwly — there rewalns much to
do., Health programs ars not adeguate 1in all ceographic reginns, nuorition
levels are declining in  certain groups, and trained medical perzonnel are not
available at all health tacilities., These arz a few of the problems which
AlD ocould addregs. Howewer, the priorities of the Ministry or Health
(Moun) and AlD must mincge in order to assure a rograa of more than marginal

impact.

S0 Lanka's healtn shatus does mot  warrant  a ngh-rdsk  program  with
relatively moderate chances for success.  The Uosalo has detecained  that
important policy and institutional problems exist which lower the feasinility
of possible health assistance options. lhese problems includge, the MOh's still

curative odentation, Gsl financing, managziaent, community participation and
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tne operational aspects of the MOn's prunary healtn qure scfem2. Despite a
continuing dialog on these issues the Mission has mot seen sufficiency change to

warrant a makx new initiative,

Because of the questions onoetning ordination, cperational  commitment
ana palicy onsansus, w2 feel the health ana population sector needs increased
GoL attention more than large donor assistance. Theretore, uner the amment
palicy setting, the UsSAID will Limit its involvement in the health sector to
continuing oageing projects, including PL 480 tle I, and o :elecuwe
technical assistance and training opportunities that complexment owr continuing
efforts to bring about the policy and instituwtional changes necessary for a
sustainahle program. Ongoing projects include our assistance in malana
ontrol, onstruction  of the national Institute of dealth Sdenoss amd
provision of safe drinking water, together with education on health an
sanitation. USAID support for the salara Contral groject will be ending in
late 1987. Much progress remains to be made in institutionalizing an etiectuwe
system of Malana Conwol; Jecidcally, the Gol needs to continue tc focus on
solving logistical problems, as well as thoge of coordination anxi  management.
The GoL will need v awoid any relaxation of efiorts 1n tus arsa queen te
recent appearance of chloroquine resistant faldparum malana, ommunal
disturbances wnich hawe set back ontral  etforts, ana the resettlement of
populations in  potentially malarious areas of the Mahawcli, I the Goat
evidences a oommitment to reorient policy direction and provice the required
financial and personnel support, the USALD would be interested in adalitional
prograss such a3 famly olanning, health manpower development, health systems

planning and .nanagement, and selective pomary health care.

U.S.~tinanced commodity support tor PL 48U Title Il pregraas will decline
over the planning pericd as the phaseout of U.5. assistance for the
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school-feeding program continues, and the GSL assumes responsibility for  the
entire prograin in FY 1Yss. o further expansion of U.S. oxmmodity support for
the maternal/chila feeding prograin is expected as the GSL continues its efforts
to inprove targetting in the program and to continue substituting locally grown
soya, maize ang rce for imported Instant Corn arxl Soya Mix ICsM). U.S.
eftorts in the planning period will concentrate more on the use of Tile I as

a devalopment tool. complement2d by grant-tinanced technical assistance to help
the GsSL  to lnprove the effectiveness of its supplementary feeding programs.
AlD will oontinue its efforts to encowage the (5L to address the root causes
of malnutrition e.q. by promoting less frequent childbirth through family
planning programs, by reducing both the cauwes and effects of diarrheal
discases through health, nutrition and sanitation education progra:.ns, and greater

use of aral rehydration therapy.

2.  Micro-bnergy:

Energy is another area of interest to AID. Like other sectors, GSL
responsibility for energy matters is highly fragmented and litt'e ordinated.
Some prograss on aordination has been made on  najor power pograms which are
ceing hanaled by the National gnergy C(oordinating Team (£C1) which functions
through three task iorces to oordinate planning and policy analysis; energy
efieciency, demand management and nservation; and altermative sowroes of
eneryy. The GsL, through the ECY, has many active programs underway to address
major dewvelopment needs. however, little prority has been given to the
largest source of eneryy: biomass and cther renewable resources which are the

basis of the US5AID's interest in micro-energy.

Biomass is by far the most important source of domestic energy in Sa

Lanka, accounting for some 55% of the total energy used in 1982 and providing
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*

92% ot the natwn's nousshold oking reguirsments. A recent stuay estunat2g
the total consumption of hiomas: fuel by the houwsehald sector at 7.5 mulbon
ons  Der year, ankasting of fuelwood (53.2%), agniculiural oop wastes (mainly
moonut residues, 2b.9%) and ruboer wooa (Led%). The mayty of Cicmas. wees
or tiese  punxosas (ex ¥} 13 optailnea by individuars  gatnering  their own
sunclies opom home  gardens, nearby  estates and plantatons ana Tow "waste
anus"  ana  forests. The rewainder (duetly rupber wood) 13 purchaxxa froa
ibzal wwwors., Tnus, agart fron its importances as a domestic eneryy  souwrse,
bicaass also has  Significant waplicaticns tor both the  agricuiural plantatcn

SColor and e envircnmental status of e nation's forests anu watershedas.

10 Aawid exCesalve  deccrastation whl?  mecting the oounry's  growing
foelwood raquir2inents, the Gol estinaces  that over 5uL,00u aa>s of forest wil
havwe o e reclantau duning e perwe  1983—A) and Wi, JJuu azx =5 per yewr
ther=aifar at an estiwat>u @@=t . A3 3-3,ik0 billien, It siculs e notau tiat
twese Odgur:s perian solely o O naton's Duelwooad MEads, aha @ ol andude
naticnal  cotptrucucn tunber  resguirsments, Car:ni $ti. AT Cil I
ACTELACALIC C20035LAt0n actlviin®: ombInay witn e gevewnTment and
LLOE2 Tenlation G GG eilitenl  aon-stie auondna tachaoologers.  Lriottunataiy
bhide reai pruonty fias boon asdinag ) pwese rplorestatuon el.orss, ana tey
NG Ceon SAMULUSDY WaliSodnoed and uniehalleda. e Lonie will  gudsaets
TSRSl wkieraay b twraaiter Wil bt our mveivwaent IoLgxcve Sl
CIRIIPr o0 1O DGdDy hdandszs Seuars Aaandny olce—on alttivanes.,

L e Gol 3AJS sLUIdGenl  eratiina prwrty o a  rricrestatcn
OEDGCAG LR Rleann would oo intorsbtu Lo ILMING asastancs In UG areas ad
wodal orestey o deerlon o smalt armsrural Fotor Geleoda neods and
acdr-iaang WM Srielon QERITSHs 1n Gatdaoent ZOnE O Uk T zatiorn

R
ST S,
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. CONIINGENCY PROGRA

=

sd Lankan society has long been divided on the communal issue.  1his
division has reached a wery serious stage over the last several years with the
ethnic distwrbances of July 1983 and the terrcist crapaign now  raging. 1he
July 1983 nots were the worst outbreak of ethnic violenge in recent history
and eeriously disruptead the ourse of econonic dewelopment. ‘the eccnomy
appears to hawe recowerad to a large exteat (except for the koss of managerial
talent), but the society has not recovered. Communal lines are even mors
sharply drawn, and a return to haraonious relations between Sinhalese and Tamil
is not a forecast for the near future. The terrorist campaim to estaklish a
Separate state of Eelam for Tamils in the bnarth and Bast of the island, or
wurse, exacerbates the tensions. while terrcrst attempts in the past  few
months to create a backlash of the sort that occurred in July 1953 havwe tailed
to date, a shift in tactics may be taking place., Some evidence indicates that
the target of terrorist activity may change ftrow  the police anc mulitary to
economic production, The Mission's assessment o the economic etltect of the
terrorist campaign is that while the economy has been disruptad Il cortain
Iocations, it has not lost its atility to recower guickly onos the viclenoe
ceases. The Mission i3 not optimustic at  this  writing, however, that a
palitical solution to these troubles will be soon forthooming, e All Party
Conference did not have real support among either 3inhalese or lamils arxi has
oollapsed, leaving both communities without a  forum tor resolving  their

diffterences through negotiations,

‘The outlock, then, appears to be a continuaticn of the prescat  gtuation
which is increasingly drawing both attention and resources away from  the

dewelopment ofrort. There remains the possibility that viclence oould wery
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quickly =rupt an  a major scale. such an occurence aoula be expeciec to cisrugpt

eQonomic activity seriowsly again, and destroy vital infrastructure,

I'te ALD Strategy must be cognizant or this posahility within the darnnung
perod under review. The Strateqy woresented eaclier will mot be possaadle
terrorist and cunter-terrorist activity areats an  envimoment wherza farmers
and the business mmunity are wnwilling to Innovate ana inwvest, whers secunty
becowes an owerriding concern. At the same tine, it would not be 1n the Umtad
States' interest to have Sn Lanka, a country with strong democratic roots ana
a growing private sector dewelopmment orientation, slide into economic  caos.,
Should such a scenario develop, the Mission believes that program assistance -
balance of payments amdi/or budgetary suppart — shwould be considered. In
addition, humanitanan assistance to help relieve the plight of those displacec
and destitute due to the violence would be a program in which the U.5. would
want to participate. The U.5. shouid also be mepared, together with otner
donors, to ofter a program  of economic rehabihtation shoula & be neosssary

following a peacetul resolution to the Qurrent tensions,

G. SPECIAL CONCLENS:

The Mission views these special noerns as integral parts of owr owverail
rogramm. Each ot the first three grograwms is a oontributor to the Mission's
objectives in improving agncoulbural productivity and farm incomes and in
aeating ofi-farm  employment and rural enterpnses. [ne fourth, the Paace
Caps dearly oulad be a ontributor if its own Operating in Sn Lanka were

expanded,

1. Women In Dewelopment
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Ite women of oA Lanka have made great strides during the past 50 years.
I'teir lire expectaacy nas more  than doublea to 68 years. 1he awerage marriage
age rose trom 1z years to 24 years. Maternal mortality dropped from 21 to only
U.b per thousanu. Fertility rates were reduced from 2.6% to 1.7% in 35 years.
1Today 9u% of young girls attena primary school.  Ower 423% go to school through

qade 12, Female litsracy is nearly 834 whlle the rate for males 15 91 3.

In large part, such draaatic social dhanges are due to the cowntry's system of

Tree aducation established in 1945, The accoess to education, the ability to

vote and increased economic actlvity have danged, however, not the way women
are perceived. ‘The patriarchal ramily still views the man as kread-winner and
woman as howemaker. The arranged marriage and dowry are still common. The
dowry, though, has a new twist. It has been modemized. Education and
eqployment can be parlayed now  as legitimate alternatives to the oastowary
dowry. However, while women do onidbute to the family income, families

oonaiger such employment as a secondary activity.

women @arn qoney in a variety of ways. Approximately 16% of the formal
labor force are women. Urban women tend to  work in the service areas such as
nurses, derks, telephone operators, hotsl housekeepers, receptionists, trawel
agents and domestics. women workers dominate the large textile industry and
90% of the garment workers in the Free Trade Zone are women. But owerall women
work principally in  agriculture and agriculture-related activities. At least
504 or agncultwal workers arz wowmen. They are alx active in producing
handicraits, 1In general, women do not receiwe technical training. Most
gvermental and private  organizations hawe orfered woinen training in
tailoring, weaving, needlework, batiking, flower making, lace-making and
ooir-making., The National Apprentioeship Board and the Women's Bureau were

innovative in introducing training in radio mechnaics, carpentry, masonry and
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glectrical winng Ior W~oicen, as have wiuntary agendss, Some  With o Al
financial suppart. howewer, these ra2main overwhelamingly argas o eandcywent

for men, and training Is not widesoread.

AS part of progran  objectlvay  Of NCY2ASING DIOUUCLIVILY  anu  TENg
mncomes, the strategy takes into account the need for interventions to overdi.ae
gewelopment  constraints particular to wonen., w2 are asedaly Neen=al with
the access of women tO  productuve rEsources, woaien's moile in saall-soale
agriculturs, ofi-farm  inonme  eaning ovportunities which ot tine  am work
scheaules of  wo.a2n, and the woiRen as entrzprenewr. he orogas o tils JDao
planming pernod  wall stress  the analztical capability necoed  to aceguataiy
aaures the full integradon o women into development omograsa.  As part of
our palicy aialog we will pursue an  increasea commtaent by tie Goi © take

inte account L neels and potential contributions o@ wo.een,

e Usaly does not  view onoet Ior the mole i wowen as separats o ou
eriorts  to uiprove  agricultural [proGuTtivity of eat2 OLI-LArN  esucya2at
OUDOLLUIY IR 5. aom=2n wWili pe poth partiapants  anu bencuadanes 1 these
efiorts. we 00 anhidpat: spedllc propct  acuvitie: being direct#a
excimlvzly at  woilen., In tils recard e MLGAON I 0w GeVEOL 4 SSuay
Wiut will a2elineat: e mle oo woslen 0 T1IAUnn Ash W&atar RAnage aent.
Irds stuoy wald reconidieng DChL ways AL 4CRen Gl N3%Ws 3 Tor2 acuy™® Wi~ il
WAMAGING Wal3? Fs0Urdss ani how Uy can oenelt froa its avadatiity.  Usae
T3 STuuy As A D, the Mislon wil nonoaorats a NQorss anausas ol e
raler Qi and eriecL On whiaed ol New  proiects Delhyg  aewioneu,  oudh an anseoadh
wiii r2qurre aulzcluon ol 3ata on a 32X—M-AFRrealad baus, a oothoeiogy ot
wacuced T oas yeb, anad will 2 Lnooraoratse Into aal Seasanesas,

TACLALCAL AU S0 N0NIT ANdifsS,.
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2. Low Income Housing

During the planning period, the Mission will continue to place emphasis on
assisting private and public entities to devzlop ana finance affordable, low
st housing and related services as a means of enhancing the poductiwe

relationship of people to the lamxi,

Through the Houwsing Guaranty Program, the Mission has developeu a rural
centered housing and  infrastructure program which has had  a significant Lnpact
on oft-farm employnent aeation in hundreds of small  villages throughout the
cowmntry. During CY 1984, the Mission-sunportaed housing mogran mace
approximately 40,00u small loans (g to  $3LU) to villages for howsing o
infrastructure improvements {(comwonly rnew roors, wells or latrines) as well as
for new oonstruction. All work was carned out by individuals themselves or by
grivate sector small huilders. ‘The  Mission has found that this orogram has
cenerated nsiderable secondary employment in the areas of furniture making,
brick and tile making, metal ralrication, transport as well as retail trade.

All materials wsed in the sr Lanka program are ocaly produosd —  olften
within the same district. 1n this fashion, employinent creation in  these rural

areas helps to increase employment lewals,

During the planiaing periocq, the HMissgon will expana its housing anu
mlated infrastructure pxogram to the wahawoll arcas o assist  with  the
tinancing or mogest, atforuaple housing and fadlities tor settlers ana towns
pecple. 1t is anticipated that Aahawell housing wans will be previd2a by Sd
Lanka's gpecialized houwsing bank, the state wartgage & Investment Baink, which
has been a pioneer In spreading the omneeut of  market rate  lenging o ver

income househoids.
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e Mission will also omntinuee to suppart  the innovating sisitar xogran
estaplisned by the Prome Minster known as the Millinn  fowses Progra (MaPl
This amhitious, mrinanly rural, prograwm targets the agricukural smailholder
as one of its prncpal dients, The Mission will amist the GsL  resalwe
moblems of loan administration and repayment througn a pint MaP acuvity
which seeks to channel housing funds through viliage aed uinns  ("tnft
ceties™ which hawe tunctionea etfectively, In owe cases for neardy 50

years.

rhrough its shelter sector assstance, the Mission has entered into a
dialog with the Ministry of Lanas and Lana Dewciopment with regard to  land
tenure issues. Early in 1955 the GhL Cabinet authotizea the estabhsnment of a
National Lard Coinmission to review a mumber of issues wnich relate w land e
and tramsier, Some existing govenunental measures have seversly restnictsa wse
and sale of lang which has oontriouted to e untry's housing oroblems  as
well as having profouna  agnioultural onsequences. ‘'Thes: meazurss will be a

mincpal subject in our oontinuing policy dialog.

3. Prdvate and Valuntary Organizations

In recent years the GboL has shown increasing interest  in marshalling the
onsiderable resources of its PVUs towards assisting local uamunites in
self-development. This interest is evident in the GoL mogaa for e
devolution of administrative power from the centar to the villages through the
estahlishment of village level arganizations known as Gramouaya Mankialayas, to
which representatives of ali private ani wiluntary arganizations in the area
are nominated. The GoL believes “that the wluntary grouing al the peonle for
a specific o general activity is an essential featwre of a demcoratic
ociety®. Kk was this interest which provided the background for Usald's
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initiation in August 1979 of a PvU Co-financing Project which will run to

August 198y,

The twenty-five sub-projects approved to date include ommunity-based
integrated rural dewelopment, increased agricultural production, increased
employment and incomes through promotion of small arivate enterprise, improved
quality of life including health and nutrition, and increased participation of
women and disadvantaged groups in  dewelopmental activities, All provide
cpportunity for, the rural poor to participate in their own dewelopment. The
Mission will oontinue to assist the PVOs in carrying out similar activities in
the coming years taking advantage of the ahility of PVUOs to motivate people at
the grass roots level to make effective use of the resources avalable to them,

however, the Mission’s original plan to maintain balanced support for
indigenous PVOs and U.S. PVOs is gradually changing. As more and more
indigenous PVOs prove their capahility to manage projects on their own and with
the dwindling aontributions that the U.5. PVOs are prepared to make towards the
st of project activities there is a growing teandency to support an  increased
number of indigenows PvV0Os. While the Mission oonsiders a number of the
indigenous PVOs t© be competent to manage implementation, i will be necessary
to improve PvO capahilities to oonduct evaluation of their projects, and

arrangewments are being made to conduct a woarkshop/seminar durdng 1985.

The indigenous PVUs ars experimenting and conducting research on various
approacties to development with varying success. They are working in areas of
mmmon goncern and  omplementarity, and where they ontribute to Laproving
agriculrural productivity ana farm incomes and/or creating off-farm employment
and rural enterprises they will be oonsidered for U3AID financing. The Mission
maintains a continuing dialog with most of the active PVOs in Sd Lanka, and

through this dialog PVO experiences and perceptions have benefited this CDsSS.
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4. 1he Paace Corra:

I peace Conx xoganm i o LAnka has only recently been restart=c, ana
therz ac: 3w wolunteers in cowmntry at te present  @ane,  All ol ©we weiunt2or-
ar< nvolwed In teacing bgbsh  at  the local schocl lewel whia, 15 not a
Fctor of AL azdstance. AW amu the Paace Cors have delzrauneg, Lrerzicre,
that prograw ooocdination/integration is mot A poority issue at tas aane.

Plvs ar= being maw2 aware of e USALL'S PvY a1l ii. G 0w £Oal PV
Gan Al groject oroposals  reguesting Usalo nnancng. Peaoe Corzs ana Ue
oAb maintamia a @ninucus bason, ana should the Pesace (o be recuesiad W
CAfANG INS ROgraan IED areas ol wnoerast o AlS, the usali am Pmaos Jori

Sall are pregar:t W dscus: - O oranate orograde o mataal Senelit.

Ly, RLoJunwvr Maygulal. ol

i Prowad oratliyy  as chiooratza in e meevicir shcuoms actalls Ues
200 IOF o0 Lansa B e, and Sstud |l Tulicani ewals D0 rrdl TLwts
trcuy enaancoeaent ana better  unlization ol avallatle rescuro=s.  In ugoor
ot that goal e usaltt Wil ounoenat:2 oo Ty oDEpcUvE: Ol WMicreaana
agrituitural procucuvit, amna SIrd 1Moon,  Susdating oul-fara snnloyTment ano

raral enteronst, ana GaEtiwr oot e Manawsl raaion.

e Xlsiaon has reotsca tao crograss altamative, Ite Orst b oW LAl
WXt At eorzcnts wnat we Dellswe Giil ot acinplshed wathin b Gaesnt
COUCY LANSNCIA, ADENLUV: S3.ACly Ak [=0Wo- QU fents o1 U9 S, i
LOGIK AWTAIAnYs  TEre ¥LAs 3 proxrad that  @udn De orrrecrzive W Jow
witianive 1 pelicy rolord ans Moty QLAngss. 110 Boona altsroatuve, e

CRSUCIEIVE OCOgL s, woulkd Uow  out i a  orcuctave  polcoy Ay v2gul, anudt

ul® CAdle LU gau.

it
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‘The basic prograin calls for $163.5 miliion in  Development Awmuistance (DA)
financing over the FY 1986-90 period. Pu 48U resources of $13uU.3 wmillion amw
Housing Guarantees (nG) of $4u.0 million are aiso planned. No  Econowmic supoort

Fund (£5F) financing is contermplated at this time,

Si  Lanka has had an histordcal mmitaent to equitable  sharing of the
benefits of growth. Extensive sodal ssrvios: and high Py Ll ratings testity to
that commitiment, However, GSu policdes and practices hawe ot always been
onducive to achieving high lewels of economic growtil.,  Donor  asastance

programs, then are wsefully directed at sticulating needeu ecunomlc  growth,

Mindful of the neea for Umited resources clsewnere, the Misdon has
directed the basic prograim to those opportunities where owr asdstance o
reasonably be expected to overcome identitied constraints and oontrioute to tiw
desired economic growth,  GtsL prority and  AlD inbarest onveruye on the uwse
program objectives detailed in the Strategy: agriculiural jroductivity and fara
incomes, off-farm  enployment and rural enterpnss, ana dahawell developuent,
The basic mogram is, a statawment o development oojectives that can o
addressed within the policy wramewcork that the GsL 13 willing to oonsider  for

attention and appropriate reform,

The basic program has a research, analysis arki planning ecohasis which the
Mizsion anticipates will grovide recognition for retor.as beyona that nresently
contempiated by the Gou. when the Gol inawates  intersst in making @ae o
these difticult oanges the Musion would be orozpareu to Do muponuive with

additional assistance to help the Gol in imnisacenting these recorms,

An example of the dittercnce betweoen the two prograa lzwels is wn tie acea
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of agncultural r=scarch. At present  agncultural research 15 SSrea0 across

s« diflerant mnisthes  with varyiwla responsihilities for  agrnoulturai

programs. Field oops all  are within the soope o the Departsent of
Agnculture In the Ministry o Agncultural ULewelopment and Research, it
hvestock talls under tne Ministry for Rural Inaustrial Dewelopment, Umuer the

basic progra.n the UsalD will work with the Department of Agncoulrure © @rry

out research on teld goos; however, farming systenms researd. on livestock inte-
gration  wili hawe to be ignoreu at this tne because o inadeguata
ordination between the two ministries. shoubd these tWo areas becce betisr
integrated the USALD amisted research program  awuld be expandeo t© ospons &

that change.

The basic prograim does not include any wmajr activity in  the fieiags of
health ar famnily planning. Given the state of sn Lanka's progress in thes?
two arsas and the aitical need [Dr these resouros In other ooutries, health
or population assistance nere oula be jstitien only by the prospects o very
significant improvement In public  health prograwms. Despite =n  Lanka's
successes  in the health sector, the Ministry of dealth (MOn) continues a
arrative anentation ami has ot  been willing t© commit Aaceguate rescuarees —
both human and tinandal — t© a reonentation of realth ononties, The sawe
situation holds for fawuly planning programe. The Mission plans to  pursue tus
Isue possibly through pilot expeninental grograms ana  in oontinuing  policy
dialog. If the mMOn oan be convincsd o make the munnitinent to a recrnented

health and family planning progra.n, the Strateqgy should be responsive to that

possibility.

The Mission's intent in  presenting its two tiered progra: approach 15 to
difterentiate between the basic grogram we expect 1o unplement and an enhanced

frogram responsive to Sd Lankan pertormance in naking hard dewelooment
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dicloes, The  Mission pelieves that S Lanka, by failing to tackds these
dwlces s paying a substantial ost  in developient assistance foregone. At
tie same tine the dission realizes that it policy dialog indeed results in
change, it must be prepared to modify the Strategy to take note of any reforms
that follow from that efiort, At this time we do not gseek approval for the
higher funding levels indicated for a “responsive" program but rather to signal

the possiole need for modification of the strategy.

A3 discussea  previcwsly, the possibility exists for terrorist  activity
and/ar comitunal violence to disrupt dewelopment efiorts. The Mission has not
attempted to associate a resource ievel with this contingency, but any long
range planning in  Sd Lanka today must take this  unoertainty into
oonsideration.  Should suchh  a gtuation dewelop, the Mission would propose
appropriate program and funding dhanges. The resource tahles following provide
a treakdown of the funding for the program as proposed in the Strategy. The
takbles present both funding by source (DA, PL 4BU, HG) and year (FY 1986-90).
Lewels and kreakdowns for the responsive program are illustrative as the
activities dewveloped will depend on the types of reforms undertaken by the GSL.

NO lpan/grant  breakout has been pronoseg, but the emphasis on institution

ouilding amxxi technology transfer would indicate a large grant component.



FUNDING SOURCE

BASIC PROGRAM LEVEL

Development Assistance (DA)
Economic Support Funds (ESF)
PL 480 Title I/III

PL 480 Title II

Housing Guarantees (HG)

TOTALS

RESPONSIVE PROGRAM LEVEL

DA
ESF

PL 480 Title I/I1I
PL 480 Title II

HG

TOTALS
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ASSISTANCE PLANNING LEVELS
(Millions of U.S. Dollars)

FY 86 FY 87 FY 88 FY 89 FY 90
32.0 34.5 37.0 40.0 40.0
26.0 25.0 25.0 23.0 22.0

3.5 2.5 1.5 1.1 0.7
- 20.0 - 20.0 -
61.5 82.0 63.5 B4l 62.7
32.0 39.0 48.5 57.0 60.0
26.0 25.0 25.0 23.0 22.0
3.5 2.5 1.5 1.1 0.7
- 20.0 - 20.0 -
61.5 86.5 75.0  101.1 82.7
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TABLE VI RESOURCE TABLE

(Millions of U.S. Dollars)

OBJECTIVE/Funding Source FY 86

FY 87

FY 88 FY 89

FY 90

AGRICULTURAL PRODUCTIVITY AND FARM
INCOMES

DA 19.

ESF -

PL 480 Title I/III 26.

PL 480 Title II -
HG -

OFF-FARM EMPLOYMENT AND RURAL ENTERPRISE

DA 0.

ESF -
PL 480 Title I/III -
PL 480 Title II -
HG -

MAHAWELI DEVELOPMENT

DA 9.

ESF

PL 480 Title I/III -
PL 480 Title II -
HG -

CONTINUING ACTIVITIES

DA 2.

ESF -
PL 480 Title I/III -
PL 480 Title II
HG

(The following cbjectives are part of the
Responsive Program Levels and are

additional to the Basic Program Levels)

AGRICULTURAL PRODUCTIVE AND FARM INCOMES

DA -
ESF -
PL 480 Title I/III -
PL 480 Title II -
HG -

HEALTH AND FAMILY PLANNING OUTREACH

DA -
ESF -
PL 480 Title I/III -
PL 480 Title II -
HG -

1w
.

18.8

25,0

14.0 28.0

25.0 23.0

25.0

22.0



TABLE VII

OBJECTIVE

AGRICULTURAL PRODUCTIVITY
AND FARM INCOMES

Agricultural Research
Agricultural Policy and Planning
Agricultural Management

Water Management

Marketing and Distribution

Sub-Total:

OFF-FARM EMPLOYMENT
AND RURAL ENTERPRISE :

Policy and Planning
Information Development
Management Develcpment
Rural Enterprise Promotion

Sub-Total:

MAHAWELI DEVELOPMENT :

Inter-Ministerial Coordination
Policy and Planning
Infrastructure Development
Sub-Total:

CONTINUING PROJECTS :

Activities not directly related
to the Strategy above

TOTAL DA FUNDING:

85
DA PROGRAM ALLOCATIONS
($ 000s)
FY 86 FY 87 FY 88 FY 89 FY 90
2,110 3,010 1,650 2,800 4,000
1,850 3,950 1,000 2,500 2,000
400 2,550 2,050 3,250 1,000
14,700 B,400 3,000 10,500 8,000
650 900 6,330 4,000 10,000
19,710 18,810 14,030 28,050 25,000
100 3,550 5,000 1,500 800
- 1,700 2,600 200 200
300 2,650 4,820 1,250 500
- 1,005 1,200 1,800 13,500
400 8,900 13,620 4,750 15,000
1,650 1,047 1,250 800 -
1,300 1,300 1,300 1,000 -
6,883 2,400 6,800 5,400 -
9,833 4,747 9,350 7,200 -
2,057 2,043 - - -
32,000 34,500 37,000 40,000 40,000
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TABLE VIII

STAFFING LEVELS

(BASIC PROGRAM LEVEL)

U.S, Direct Hire Positicns at the end of the Fiscal Year
SECTOR FY 86 1/ FY 87 FY 88 FY 89 FY 90
Director 3 3 3 3 3
Program 3 3 3 3 3
Proj. Dev. L 2/ 3 3 3 3
ARD 3 3 3 L L
Health/Pop. 1 1 1 - -
Eng/Env/Energy 3 3 3 3 3
EX0 1 1 1 1 1
CONT 2 2 2 2 2
Legal 1 1 1 1 1
Housing 1 1 1 1 1
Private Enterprise - 1 1 1 1

TOTAL 22 22 22 22 22

N.B. At the Responsive Program level, an additional two positions

would be required. Health Population and Nutrition Officer

in FY 89 and an Agricultural Credit and Marketing Specialist in FY 88.

1/ Represents a reduction of two positions from FY 1985

2/ Includes private enterprise function.
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V. WORK PLAN FY 1985-86

This Work Plan is the first required for USAID Sri Lanka; thus there is no
prior plan against which to measure accomplishinents. The Mission has used the
nrogram benchmarks from the FY 1986 CDSS as representative of a prior work
plan, and progress is reported for those benchmarks. The Work Plan proposed
here includes targets fram mid FY 1985 through the end of FY 1986. The Plan
presents the specific targets and management actions expected relative to the

objectives of the Strategy.

A. PROGRESS AGAINST PRIOR PLAN:

1. Aoccelerated Mahaweli Development

— 13,500 farm families settled on the Left Bank

PROGRESS: Over 2,500 farm families hawe bren settled. Settlement has been

delayed because of slow progress on infrastructure and support services.

- 160 kilometers of truck and market roads in service

PROGRESS: 100 kilowmeters of road have been completed or are nearing

completion.

-- 13,500 hectares of new lands under paddy
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PROGRESS: Ower 2,500 hectares have been put into production (one hectare
per family), but further work imy stress alternative crops as rice production

nears self-sufficiency.

-- Wildlife reserve established and Devpartment of Wildlife Conservation

strengthened.

PROGRESS: 400,000 acres of park land hawe been legally set aside and 620
acres of park habitat have been aporoved. The TA contract to strengthen the
Department has begun, professional staff have been hired by the Departiment and

training programs have been initiated.

2. Irrigation and Water Managerment
-- Gal Oya irrigated acreage increased by 18,000 acres
PROGRESS: Ower 9,000 acres hawe been irrigated.

— Replicable technology for both operations and maintenance and farmers'

organizations will be developed.

PROGRESS: A computer model for water management is now in operation at Gal
Cya, énd an Irrigation Departinent staff reorganization has been proposed to
improve operations and maintenance. Farmers' organizations have  been
established on 90% of the Sinhala speaking area. The program has been adopted

for use in other irrigation areas. In addition, the GS5L has established a fee
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for irrigated water — a major policy change -—— to cover the cost of operations

and malintepance.

3. Agriculture Research, Production, Processing and Marketing

—— Begin implementation of the Diversified Agricultural Research Project
(DARP) .

PROGRESS: DARP is expected to actually begin implementation during the third

guarter of FY 1985.

— DBegin implementation of a multi-year PL 430 Title III orogram.

PROGRESS: The Title III progran has been reprogramned as an FY 1986 start.
Negotiations are currently underway with the GSL and should lead to a PID in

the third gquarter of FY 1985,

-~ Camplete analyses related to possible new projects in agricultural

export development and agricultural marketing and food processing.

PROGRESS: Sare preliminary studies have been undertaken to provide a better
understanding of coonstraints hindering increased production in wminor export
crops and the marketing of agricultural produce. Additional stuly of these two

areas and of food processing is planned.

4. Agricultural Policy, Planning and Amalysis



-- (No specific targets were set)

PROGRESS: The Nationmal BAgriculture, Food and WNutrition Strategy was
completed. The drafting of the Strategy brought together all the major line
ministries with agriculture development responsibilities and as such fostered a

strong sense of ooordination not seen previously.

5. Energy and Natural Resource Conservation and Management

~- (Critical preparatory steps completed for the Reforestation and Watershed

Management Project.

PROGRESS: Long-term trainees have returned to the Forestry Department; 52
short-term training programs have been approved for CY 1985; and the
integration of village fuelwood plots, fire control and wood utilization

research will begin as expected in mid-1985.

- Campletion of initial AID assistance for the dewelopment and
implementation of sound policies and plans in energy, environment and natural

resource management and conservation.

PROGRESS: The GSL formally adopted national environmental impact assessment
policies and procedures pronulgated through an AlD-assisted workshop activity
and, pending final drafting and gazetting into law, has begun initial

implementation of the procedures on an interim basis. Work has begun on
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preparation of a Nationmal Conservation Strategy for Sri Lanka with some 25
local officials and academicians currently drafting natural resources and
development sectoral papers for use as background material in Strateqgy
compilation. Preliminary planning and design arrangements were completed for
AID's assistance to the GSL in the development of a ocomprehensive national

Coastal Resources Management Plan.,

— Continue suoport to research, training and pilot efforts inwlving
mni-hydro and other alternativwe energy resources and ocoanservation of

non-renewable energy resources.

PROGRESS:  AID's planned workshop, training and pilot feasibility study
arogran  in Conventional Energy Conservation Principles and Practices was
successfully completed for some 45 plant managers and engineers, representing
most of the oountry’'s major industrial/commercial energy oonsumers. Other
donors are now working with this trained cadre within their respective
institutlons on variQus energy oonservation progranss and projects to further
cost-etfective econunic development of the nation. Due to a perceived lack of
35L comnitment, work wAs curtailed on research, trainina and pilot efforts
involving alternatiw eneray resources development in Sri Lanka.,

f. Haalth, Family Planning and Nutrition

-- Beain lmolowentation of the wkateor Suoply and Sanitation Project.

Following arapletion of nroject develooment, the project  was

J.
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authorized on August 21, 1984 and the PROAG was signed on Awgust 24, 1984. The
FY 85 Amendment to the PROAG was subsequently signed on December 28, 1984,
completing total project obligations to date of $2.5 million AID grant and $6.4
million AID loan funds, 50% and 88% of total planned project cobligations,
respectively, Accamplishments to date have  largely been administrative
consisting of meeting the initial oonditions precedent to disbursement,
establishing the project management organization, initiating facilities design
and completing the reguired documentation and support eguipment procurement for

timely mobilization of the long-term technical assistance advisory team.

— Begin implementation of the Preventive Health and Family Planning

Services Prouiject.
PROGRESS: This project has been shelved because of lack of interest on the
part of the GSL and the resultant reorientation in the Mission Strategy

regarding assistance in the health field.

— DBegin the phase out of AID's involwement in the school feeding prc;qram

under PL 480 Title 1I.

PROGRESS: The phase out progress has begun and the school feeding program

will terminate in FY 1987.
7. Low Cost Housing Program

~—  Successfully complete the Phase 1{ Housing Guarantee Program,
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PROGRESS: The Inplementation Agreement for Phase 11 ($14.0 million) was
signed by the GSLL. and AID. A lcan oontract with a U.S. lender has not been
negotiated at this point. Approximately 19,000 low cost owellings were
completed under Phase I which is now completed. An evaluation was completed on

Phase 1.

8. Education and Training

— Assist the GSL in undertaking an assessment of the future demand for

agricultural graduates in both the Public and Private sectors.

PROGRESS: The study is underway and progressing satisfactorily. It is

expected to be finished by mid-1985.

-- Giwve priority to upgrading human resources in key dewvelopment agencies,

oublic and private, through both 1long and short-term training oonducted

overseas and in Sri Lanka,

PROGRESS: 300 participant have received training.

9. Private Enterprise Promotion

— An Action Plan for the private sector adopted by the GSL.

PROGRESS: The action plan was adopted as a oondition precedent to the
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Private Enterprise Promotion project now under way.

-- Legal status established for the Sri Lanka Business Development Center.

PROGRESS: The SLBDXC is legally established and operational.

-— 1Initial pre-feasibility studies completed.

PROGRESS: No pre-feasibility studies have been completed, but initial

policy studies and entrepreneur development work is underway.

-— Technical assistance team in place.

PROGRESS: The TA contract will be signed in February 1985, The team should

arrive by mid-1985.

— In addition, the Private Enterprise Project was significantly expanded
and more precisely defined while the role of the SLBDC was expanded to include
responsibility for the TA contract and for managing the remainder of project

funds.
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B. WORK PLAK FY 1985-86

1. AGRICULTURAL PRODUCTIVITY AND FARM INCOMES

a) Agricultural Research

{(Under the Diversified Agriculture Research project (DARP)
— The TA contract signed and the team in place
-- Dase line surwys completed

-- Construction of facilities initiated

-- 20 long-term participant training programs started
-~ 0 person months of short-term training campleted

-- Recommendations developed for field crop research

b) Agricultural Policv and Planning

-~ Drafting work oomleted on a Sri Lanka Natinnal Conservation Strateqy
and follow-up activities initiated to ensure that the Strateqy is effectively
integrated into the mational development planning process for conservation of
limit>d natural resources and environmentally-scund and sustainable national

aconxnic development.,

— An agreunment sianed  and work initiated 1n all ohases of the
Jovelopment  of a comprehensive national Coastal Resources Management Plan  for

Sri Lanka. (A centrally fundod activity).
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—-- Detailed analytical research and feasibility work completed regarding the
liabilities and constraints to increased agricultural productivity in Sri
Lanka, with emphasis on those areas which show the greatest promise for

improving the enerqy efficiency of the small farmer and agri-businessman.

-— The NAFNS continuing to serve as a forum for inter-ministerial policy

dialoge

—  Project development work for the new Agriculture Policy and Planning

project completed and a Project Agreement signed.

— A second environmental impact assessment workshop undertaken to discuss
]

problems encountered in initial procedures implementation and provide guidance

for further implementation and monitoring.

¢) Agricultural Management

-- Project development work for the new Develoonent Training and Services

project completed and a Project Agreement signed.

-— 15 specific agriculture/rural developrent manacewent improvement

training programs initiated.

-— The Agriculture Education Development project completed having created
a functicnal capability to provide graduate lewel education in agriculture,

-- An analysis and strategy for agriculture education completed

based on the Agriculture Manpower Study.
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d) Water Management

~— The Water Management Project completed with the Gal Ova Left Bank fully

rehabilitated.

— Project development work for the new Irrigation Systems Management

(ISM) project completed and a Project Agreement signed.

— Long term diagnostic analyses completed on four irrigation systems to

be included in the new ISM project.

— Final evaluation of the Water Management project completed.

e) Marketing and Distribution

-- A study undertaken to identify the critical oonstraints to the

marketing of rice, coarse grains and wegetables.

f£) PL 480 Title I/IIX

— Project design work for a new PL. 480 Title IIl program ocompleted and a

Project Agreement signed.

-- Better integration of the PL 480 resource into strateagic objectives.
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-~ A comprehensive repgort on self-help measures undertaken and a waiver of

repayment (conversion to Title TIT) authorized.

2. OFF~FARM EMPLOYMENT AND RURACM ENTREPRISE

-— Project development work for a new project to promote rural enterprises

completed for an FY 1987 start.

a) Policy and Planning

— A wmid-term evaluation of the Private Enterprise Promotion project

completed.

-- A study oompleted on the feasibility of dewveloping a food technology

industry in Sri Lanka.

— SLAXC financially self-sufficient and able to cover its hasic "core

budget" operating costs.

-- The private sector more actively engaged in macro-economic development

strategy formulation, and specifically in industrial dewvelopment policy

formulation, and actively supported in these endeavors by the SLBOC.

b) Information Development

-~ Imnvestor services (market studies, pre-feasibility studies, pramotion
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activities) provided to husiness clients and oontributing to increased

investment by the private sector.

¢) Management Development

— R program of rural entreprencur development and related business

oranction services introduced in ten or more interior districts.

-- A orograin of management training and dewelopment initiated and ageared

to the specific needs of the private sector.

-- 15 specific managament imorovement training programs initiated.

3. MAHAANELD DEVELOPMENT

~= 7,000 fari: fanmilies settled

-- Project dewvelopment work for the New Mahawel: Agriculture and Rural

Development (MARD) project completed and a Proldect Agreement signed.

a) Inter-Mintsterial Coordination

— An assessment of the health status and needs of the Mahawell settlement

areas coxnpleted.

--  Two  additional studies or pilot activities designed to  foster
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inter-ministerial oocordination.

b) Policy and Planning

-— Evaluation of the Mahaweli I, II and Sector Support projects completed.

-- Project redesign authorized to include additional work in Section 4 of

System B and assistance in planning and budgeting.

-- An assessment undertaken on planning and financial management
capabilities within the Mahaweli Authority and recoanendations on means to

improve them.

-~ A ground water feasibility study carried out for System B,

-- A study of employment generation potential in the Mahaweli region

completed.

-— Three workshops, undertaken to dewelop (a} a policy handbook for the
Department of Wildlife, (b) resource base maps for the four parks, and (¢) a
management plan for one of the four parks

-~ An evaluation of the Mahaweli Environment project completed.

c) Infrastructure Development
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— 1400 acres of park habitat improved.

-— 20 miles of rcad, a bridge and 20,000 sg.ft. of muildinas for the

national park completed.

-- 100 additional kilometers of market roads completed.

-— 53 ks of min canal and 87 kans of branch canals constructed.

4. (THER PROGRAMS

a) Health and Family Planning

-~ AID's participation in the school feeding program reduced by 50%.

— An evaluation of the National Institute of Health Sciences completed.

-—— Deobligation/recbligation made from the cancelled Market Town Water

Supply project.

-~ Develop a plan for the Information and Education Campaign of the

Malaria Control Project.

-~ Develop workplans for Management and Evaluation components of the

Malaria Control Project.



102

- Initiate arrangements for overseas training of staff in
specialized/newer malaria control technigues especially where relevant for
monitoring and management of resistant falciparum.

For the Water Supply and Sanitation project:

-— Technical assistance contract awarded, contractor fully mobilized and
initial TA reguiraments fulfilled for project management, technical assistance,
consulting, participant training and commodity procurement services.

-- Construction/renovation designs completed, ocontracts awarded and work
initiated on Central, Regional Support Center and Regional Office workshop,
training, laboratory, office and associated supportive facilities, including

mnodity procurement actions required for egquipping said facilities.

-- water supply and latrine construction/rehabilitation sub project

selection, pre-feasibility, feasibility, design and cost estimates completed.

-- Initial two year health education training coompleted.

b) Micro-Energy Development

-~ Forestry extension service division established

-- Construction of AID financed forestry oollege facilities completed.
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5. SPECIAL CONCERNS

a) waren In Development

— An assessaent of the role of wamen in irrigation and water management

completed.

— Rigorous analysis of the role of and effect on women included in all

project design work carried out.

— Collection of sex-disagaregated data done as an integral part of data

gathering activities under all AID funded projects.

b} Law-Income Housing

-- A draft national housing policy ovaper

-- Ravise and uodate Subsidy Reduction Study demonstrating the real cost

to GSL of existing housing sector subsidies

-- Update the Shelter Strategy Statenent

-- Formulate savings and lending procedure and strategies for the private

and putlic housing financing institutions, including expansion to rural housing

in the Mzhaweli Settlement Area
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-— Development of plans to rationalize urban low income housing and basic

infrastructure services

-- Assist the newly c¢reated Land Comnission in revising legialation

adversely impacting on housing sector

— Design the Phase III Housing Guaranty Program

c) Private and Voluntary Organizations

~-- PVO grants valued at $2,250,000 signed for new activities under the PVO

Co-financing project.

— A selective reorientation of PV grants to more closely integrate PWO

programs into the Mission's strategic objectives put into practice.

-- An evaluation of the PW Co-financing project completed.

6. MISSION MANAGEMENT ISSUES

-— Reduction of 2 positions cowmpleted

-~ MACS put into fully operational status

— 6 computer work stations brought on line throughout the USAID,
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OBLIGATION SCHEDULE

( $ 000 )
PROJECT PROJECT TITLE APPRO OBLIGATED AMOUNT MONTH OF
NUMBER ACCOUNT LOAN GRART OBRLIGATION

FY 1985
383-0043  Malaria Control HE
383-0058 Diversified Ag. Research N
383-0060 PVO Co-Financing FN
383-0060 PV0O Co-Financing HE
383-0060 PV0O Co-Financing EH
383-0060 PVO Co-~Financing SD - 25¢ Dececber ‘&L
N
HE
FN
FN
FX
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383-0073 Mashaweli Basin Dev. Phase II
383-0088 Water Supply & Sanitation Sec.
383-0055 Reforestation & Watershed Mght
383-00T73 Mahaweli Basin Dev. Phase II
383-0085 Development Training & Support

L, 102 2,000 Tecember '84

TOTAL OBLIGATIONS 25,213 11,652
FY 1986

383-0043 Malaria Control HE - 1,000 December '§5
383-0058 Diversified Ag. Research FN - 1,560 December '85
383-0060 PVO Co-Financing FN - L98 Decexter ‘85
383~0060 PVO Co-Financing HE - 100 Decerzber '85
383-0060 PVO Co-Financing EH - 100 Decezber '8S
383-0060 PVO Co-Financing Sh - 359 Dececber '85
383-0080 Irrigation Systems Mgmt. FN 10,000 1,500 December '85
383-0085 Development Training & Support FX - 1,00¢ December '85
383-0088 Water Supply & Sanitation Sec. HE 900 1,000 December '8%
383-0083 Agriculture Planning FN - 1,000 March '8€
383-0086 Mahaweli Agriculture ™ 11,033 2,050 June 8§

TOTAL OBLIGATIONS 21,933 10,067
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WORKPLAN ANNEX "B"

PIPELINE [SSUES

Following are the current pipeline issues:

DEVELOPMENT SERVICES AND TRAINING (383-0044) -

The project had accrued expenditures of $4.6 million as of December 31, 1984.
This figure represents 70.8% of total life of project (LOP) costs of $6.5
million. Of the balance of $1.9 million, $1.13 million will be utilized by

ongoing projects due to be completed by the PACD of August 1985.

Our review of proposed uses of the remaining funds indicates that at least
$500,000 will not be expended by the end of the project. We will deobligate

any such monies.

REFORESTATION AND WATERSHED MANAGEMENT (383-0055) -~

Only $1.8 million in expenditures had been accrued as of December 31, 1984.
That expenditure level represents only 17% of LOP obligations both loan and
grant, and with more than half the LOP now elapsed, this project will reguire

special attention.

Under 5ri Lankan law, both loan and grant funds which are to be expended
through a department of the agovernment must appear in the Government of Sri
Lanka (GSL) budget. This project has been hampered by this reguirement.
Proposed project activities, particularly oonstruction and the planting
activities, havwe been seriously delayed or reduced by budgetary constraints.
In addition special provisions of the budget, such as no new buildings (1983}

ar no new whicles (1981) in a particular year, have delayed project funding
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entering the GSL budget. The result has been that only $50,000 worth of
construction (2 hostels at China Bay) has been completed out of $1.1 million
planned. Our review indicates that AID financing of construction at the Forest
College will need to be reduced by approximately $350,000 because some of the
planned facilities were financed by other donors. The planting program will
likewise be reduced by a possible $1 million due to the lower total plantings

possible by the PACD.

Another implementation problem has been in short-term participant training.
The Forestry Departnent has simply not been able to identify enough candidates
both qualified and available for training. The July 1983 disturbances are one
cause of this trouble as many Tamils selected for training left the oountry.
Less than 15% of the proposed short-term training has taken place. A more
realistic tratning plan has now been drawn up, and expenditures are expected to
reflect that owver the next three vyears. However, there will pe ower $500,000

in the training line item which will not be used.

we are now finalizing a mid-term evaluation of this project. when the
evaluation 1s finished in February the Mission will further restructure the
nroject based on the evaluation recommendations and will make decisions

regarding possible deauthorization of funds.

MAHANELT BASIN DEVELOPMENT I (383-0056) -
As of December 31, 1984,$4.9 million had been accrued for expenditures from a
WP amount of $10.0 miilion. The major purpose of this project is the design

and sucervision of the construction taking place under the Mahawell Basin
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Development Phase II (383-0073) project, and progress in Phase 1 is dependent
on progress in the second. An extension of the Phase II effort is within the
authority of the Mission. However, the extension of Phase I must be approved

in AIDW.

The GSL will submit a proposal to us for adding a study on ground water within
System B of the BAccelerated Mahaweli Dewvelopment area. The ground water
proposal will oost approximately $1.5 million and coould be included within the
current funding authorization. However, it would require an extension of time
wp to 12 months., The Mission is interested in the ground water study as
additional information is needed on water sources for a scarce-water region.
We will review the proposal, when received, in conjunction with the need to

extend the PACD to provide the necessary construction supervision on Phase II1.

WATER MANAGEMENT (383-0057) ~

As of December 31, 1984, accrued expenditures were $6.1 million for loan funds
and $4.8 million for grant funds. These expenditures represent 56.5% and 74.5%
of obligated tunds, respectively. With only five quarters left to the PACD, it
is unlikely that all canal rehabilitation work will be completed within the

current life of project.

Construction activity was slowed over the past vyear by the exceptionally long
rainy season, the need to extend the irrigation period, and to a greater extent
by GSL budget allocations. The rainy season extended through April this year,
a full three wmonths longer than normal, thus rehabilitation work was limited

during those three months, Unsure of adequate water supplies, many farmers in
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the area planted that Yala season late and over a wider time range. This
change in the planting cycle necessitated extending the irrigation period an
extra amonth through the end of August, also limiting the amount of physical

rehabilitation that could be done.

Budget cutting resulted in a reduced 1984 budget for the Irrigation Departnent
whichi, oonsequently, was unable to plan work for all rehabilitation and
construction targets previously proposed for 1984. Sufficient budget has been
provided to meet planned 1985 targets, and discussions havwe been held with
appropriate GSL offices including the Irrigation Department, Ministry of Lands
and Land Development and Ministry of Finance and Planning to assure that funds
will actually be available. The Mission has also been assured that additional
funds will be available if the planned targets can be exceedea. If the targets

are not exceeded the project will not be campleted by the PACD.

It appears at this point that approximately $1.9 million in loan funding will
not be utilized by the end of project. The Mission will wait and see what GSL
funding is officially allocated to this project in 1985 and how rehabilitation
work progesses against new realistic quarterly targets before deciding to

request a PACD extension or deobligate.

Grant expenditures are mot unreasonable when you oonsider that activity
actually began in 1982 rather than when funding was first provided (1979).
Expenditure targets by guarter hawe also been established for grant financing

and are not expected to be a problem.
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NATIONAL INSTITUTE OF HEALTH SCIENCES (383-0062) -
As of Decenmber 31, 1984 only 5170,000 worth of expenditures have been accrued

under this project or 8% of total LOP cbligations.

The PACD extension approved last June was predicated on the GSL moving gquickly
on a retender of the oonstruction bid in order to have a vontract signed by
March 1985. On Januwary 31, 1985 the Mission approved the oontract award

decision.

MAHAWELI BASIN DEVELOPMENT Ii (383-0073) -
Accrued expenditures totaled $55.8 million in this $110.0 million project as

of December 31, 1984. The project at that point was 51% camplete.

Construction has been delayed by seweral unforeseen problems that hawe arisen
as oonstruction progressed: including heavier concentrations of rock in the
path of the canal; guality of the dirt fill for the canal embankments; delayed
shipments of cement, blasting caps and like materials; three additional months
of heavy rain, and communal violence of mid-1983. The contractor is preparing
a request for a cost overrun and additional time to complete the work which

will carry activity right to the PACD of September 30, 1986.

Our estimate is that construction will need to continue beyond that date into
the first quarter of FY 1987, The contractor has been unable to reach the
planned average expenditure level of $3.6 million per month, and it is unlikely
that that level can be reached over the remainder of the oontract. The

contractor is attemwpting to bring in additional eguipment to increase the rate
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of completion. Under current assumptions, $4.0 million from contingency and

inflation would be unutilized at the completion of the work.

The Mission has submitted a proposal to amend this project to include work in
Section 4 of System B. An extension of the project and utilization of any

available funding will be considered as part of the review of that proposal.

MAHANEL L ENVIRONMENT (383-0075) -

This project had accrued expenditures of only $458 thousand as of December 31,
1984, out of the programmed amount of $5.0 million for this fivwe year project.
Despite the low expenditure lewvel, several important activities have now been

undertaken.

The majar project delays have come in construction. In 1984 the proposed
construction activities were not all included in the GSL budget, and the
Department of Wildlife was thus limited in spending the AID funds in this
category. The Mahaweli authority has assured the Mission that the $810,000
programmed for construction has been included in the 1985 budget. The GSL is
now moving Guickly to a contract award to complete all construction work. One
contract for $280,000 for bridge construction has been  awarded.
Prequalification of ftirms for oconstruction of buildings will be oompleted

shortly.

while construction makes up close to half of project costs and i1s important to
the end of oproject status, the other components c¢an oontinue and hawe

significant results even if the construction is slow to ocompletion. With the
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TA PASA advisors' arrival in February 1984, we expect the other prciect

canponents to rove at an adeguate pace to finish by the PACD.

MAHAWELI SECTOR SUPPORT (383-0078) -
As of December 31, 1984, accrued expenditures reached a lewel of $37.5 million

leaving a pipeline of $12.5 million or 26% of total obligations.

Following our latest discussions with the Mahaweli Authority, attention is
being given to timely oompletion of eligible activities by the PACD with total
utilization of remaining funds. The Minister of Mahaweli Development has taken
a strong personal interest in having the loan fully utilized and understands

this must be accamplished prior to the PACD.
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WORK PLAN AI'NEX "C"

EVALUATION SCHEDULE

FY 1985
Mahaweli Basin Development I
(383-0056) Interim March 1985
Mahaweli Basin Development II
(383-0073) Mid-term March 1985
Mahaweli Sector Support
{(383-0078) End-of-Project March 1985
Mahaweli Environment
(383-0075) Mid-term August 1985
FY 1986

Water Management
(383-0057) End-of-Project November 1985

Private Enterprise Promotion
(383-0082) Mid-term March 1986

PVO Co-Financing
(383-0060) Mid-term June 1986

National Institute of Health Sciences
(383-0062) End-of-Project August 1986
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PROJECT NUMBER

PROJECT DEVELOPMENT SCHEDULE

PROJECT TITLE

383-0085

383-0073

383-0083

383-0080

383-0086

383-00

Development Training
& Support

Mahaweli Basin

Development II

PL 480 Title III

Agriculture Planning
& Analysis

Irrigation Systems
Management

Mahaweli Agriculture

& Rural Development

Rural Enterprise
Development

DESIGN

DOCUMENT

PID

PP

PID -Like )
Cable )

PP Amend.

PID
PP

PID
PP

PP

PID
PP

PID
PP

SUBMISSION
DATE

January 1985

July 1985

February 1985

May 1985

April 1985
September '85

June 1985
October 1985

July 1985

September '85
March 1986

May 1985
September '85





