Table of Contents

Towards Growth and Stability
1. Policy Perspectives

2. Macroeconomic Performance
2.1 Introduction
2.2 Growth Dynamics
2.3 Fiscal Policy Developments
2.4 Monetary and Exchange Rate Policy Developments
2.5 Regaining Macroeconomic Stability under the IMF's EFF
2.6 Conclusion

3. International Environment
3.1 Introduction
3.2 Prospects for the Global Economy
3.2.1 Advanced Economies: Adjusting to Lower Growth
3.2.2 Emerging Economies: Navigating the Challenging Global Backdrop
3.3 World Trade Flows and Commodity Prices
3.3.1 Weaker World Trade Growth
3.3.2 Adjusting to Lower Commodity and Qil Prices
3.4 Access to International Capital
3.4.1 Trends in International Capital Flows
3.5 Implications of External Environment Developments on Sri Lanka
3.5.1 Overview of Sri Lanka’s Performance in Merchandise Trade
3.5.2 Garment, Tea and Rubber Industries
3.5.3 Remittances and Tourism
3.5.4 Capital Flows
3.6 Conclusion

Fiscal Policy for Growth: Sustainable Financing for
Development

4. Fiscal Policy for Growth: Sustainable Financing for Development
4.1 Introduction
4.2 A Framework for Fiscal Policy in a Developing Country Context
4.2.1 Improving Efficiency of Public Spending
4.2.2 Challenge of Mobilizing Revenue Resources
4.2.3 Risks of Debt Financing
4.3 Overview of Sri Lanka's Fiscal Position
4.3.1 Trends and Patterns of Tax Revenue Generation
4.3.2 Trends and Patterns of Public Expenditure
4.3.3 Public Debt and Debt Servicing
4.4 Areas for Reform
4.4.1 Rationalizing Fiscal Expenditure
4.4.2 Rethinking Sri Lanka's Tax Policy
4.5 Summary

12
12
13
16
20
23
27

28
28
29
29
32
33

36
37
37
45
45
47
50
53
55

58
58
59
59
62
63
65
67
70
74
77

78
83



~N

L e s — 1

. Promoting Exports and FDI under Financing Constraints 86

5.1 Introduction 86
5.2 Trade and Investment Performance 87
5.3 Export Promotion 90
5.3.1 Strengthening Institutions for Export Promotion 93
5.3.2 Strengthening Export Financing in Sri Lanka 98
5.4 Investment Promotion 100
5.4.1 Strengthening Institutions for FDI Promotion 102
5.5 Conclusion 107
Labour Market Reforms under Tight Fiscal Conditions 108
6.1 Introduction 108
6.2 Lessons on Improving Labour Markets under a Tight Fiscal Space ¢
6.2.1 Lessons from Advanced and OECD Countries 163
6.2.2 Lessons from Developing Countries 1
6.3 Public Sector Involvement in Labour Market Activities in Sri Lanka 1

6.4 Challenges in Meeting Government Employment Goals

6.4.1 Creating One Million Jobs 1%
6.4.2 Towards a Modern Knowledge-based Economy 11
6.4.3 Increasing Productivity and Competitiveness 11
6.5 Policy Priorities 12
6.5.1 Improving Labour Utilization 121
6.5.2 Improving Employability and Employment Services 122
6.5.3 Policies for Improving Job Creation and Productivity 123
6.5.4 Labour Market Reforms for Creating a Knowledge-based Economy 124
6.6 Conclusions and Policy Recommendations 124
Advancing Sri Lanka’s Education System through Innovative Funding 127
7.1 Introduction 127
7.2 Governance and Issues in the Education Ssystem 128
72.1 Service Delivery in General Education 128
72.2 Deficiencies in the General Education System 128
72.3 Srilanka's Higher Education Sector 131
72.4 SriLanka's Technical Education and Viocational Training (TEVT) System 133
7.3 Financing the Education Sector 134
74 Service Delivery Models in the Education Sector 138
75 Policy Recommendations 140
. Health Care Financing In Sri Lanka: Challenges and Alternatives 143
8.1 Introduction 143
8.2 Models of Health Care Financing 144
8.3 Sri Lanka's Health Care System 145
8.4 Health Care Financing in Sri Lanka 146
8.4.1 Sources of Health Care Financing 147
8.4.2 The Need for Alternative Financing Mechnisms 148
84.3 Closing Existing Gaps in Health Care Financing 149
8.5 Towards A Sustainable Health Care Financing System and
Alternative Mechanisms 151

8.5.1 Public-Private Interventions and Private-Public Partnerships 154
8.5.2 Social Health Insurance

156

8.5.3 Community-based Health Insurance 158
8.5.4 UserFees 159
8.6 Conclusion 161




9. Improving Efficiency and Mobilizing Resources for Poverty

Reduction Initiatives in Sri Lanka 164
9.1 Introduction 164
9.2 Expenditure Patterns for Poverty and Vulnerability 164
9.3 Divineguma Welfare Programme 168
9.4 Divineguma Livelihood Programme 171
9.4.1 Improving Efficiency of the Livelihood Development Programme 173

9.5 Divineguma Microfinance Programme 177
9.5.1 Addressing Weaknesses and Improving Efficiency 179

9.6 Beyond Government Initiatives -- CSR Initiatives for Poverty Reduction 180
9.7 Conclusion 184
10. Financing Urbanization 186
10.1 Introduction 186
10.2 The Debate on Mega Cities 187
10.3 Urban Development in Sri Lanka: Policy Background 188
10.4 Western Region Megapolis Project (WRMP) 189
10.4.1 Mega Projects 190
10.4.2 Institutional Framework and Cost Estimates 193

10.5 Financing the WRMP 195
10.5.1 PPPs 196
10.5.2 Leveraging Existing Assets - 197
10.5.3 Paying for Infrastructure through Ancillary Services 199

10.5.4 UDA Debentures/Municipality Bonds 199

10.5.5 Project Bonds 200
10.5.6 Establish Government Creditworthiness 200

10.6 Summary 201

11. Sustainable Development under Economic Constraints: MBls

and Environmental Fiscal Reforms 203
11.1 Introduction 203
11.2 Market-based Instruments: Concepts and Practice 203
11.2.1 Suasive Policies 204
112.2 Command-and-Control Policies 205
11.2.3 Market-based Instruments (MBIs) 206

11.3 Environmental Policies in Sri Lanka 208
11.3.1 The NEA and Environmental Management 209
11.3.2 Policy Instruments to Address Specific Natural Resource Issues 210

11.4 Use of MBIis as Environmental Policies: Sri Lanka's Experience 212
11.5 MBIs and EFR: Some Thoughts on the Way Forward 217
12. Role of Economic Incentives in Financing Agricultural Investments 219
12.1 Introduction 219
12.2 Agriculture Sector in the Economy 221
12.3 Trends in Government Expenditure on Agriculture 223
12.4 Is Sri Lanka's Agricultural Investment Focused in the Right Direction? 225
12.4.1 Irrigation Development 225
12.4.2 Research and Development (R&D) 226
12.4.3 Ferlilizer Subsidy 228
12.4.4 Guaranteed Price Scheme 229

12.5 Potential Economic Incentives for Agricultural Development 231
12.5.1 Irrigation Pricing and Participatory Management 231
12.5.2 Intellectual Property Rights and Private R&D 233
12.5.3 Removal of Fertilizer Subsidy and Organic Agriculture 235
12.5.4 Land Markets and Propenrty Rights 235
12.5.5 Forward Sales Contracts 236

12.6 Conclusion and Way Forward 238



Policy Briefs: Global Development Agenda

13. Sustainable Development Goals: Challenges in Implementation 240
13.1 Introduction 240
13.2 What is Sustainable Development? 241
13.3 Sri Lanka and the SDGs 243

13.3.1 Institutional Arrangements for SDGs 243
13.3.2 Implementing SDGs 245
13.3.3 Filling Data Gaps to Monitor SDGs 248
13.4 Summary of Recommendations 248

14. SDGs to Ensure Healthy Lives 250
14.1 Introduction 250
14.2 Health in SDGs =51
14.3 Relevance of SDG3 to Sri Lanka 53
14.4 Key Challenges and Recommendations 57

15. SDGs to Improve Nutrition
15.1 Background
15.2 From MDGs to SDG Nutrition Targets
15.2.1 Current Nutritional Status in Sri Lanka
15.3 Challenges and Recommendations for Improving Nutrition

16. Financing the SDGs

271

16.1 Transitioning to SDGs from MDGs 271
16.2 The Role of Official Development Assistance 272
16.3 The Broader Financing for Development (FID) Agenda 275
16.3.1 Remitttances 276
16.3.2 Climate Finance 278
16.3.3 New Financing Instruments 280

16.4 Conclusion 282

Appendices

Appendix A: Macroeconomic Indicators




