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The Centre for Poverty Analysis (CEPA) was established in 2001
as an independent institute providing professional services on poverty
related development issues. CEPA provides services in the areas of
applied research, advisory services, training and dialogue and exchange
to development organisations and professionals. These services are
concentrated within the core programme areas that currently include:
Poverty Impact Monitoring, Poverty and Conflict, and Poverty Assessment
& Knowledge Management.

The International Fund for Agricultural Development (IFAD), a
specialised agency of the United Nations established as an international
financial institution in 1977 as one of the major outcomes of the 1974
World Food Conference. IFAD is dedicated to eradicating rural poverty
in developing countries. Working with rural poor people, governments,
donors, non-governmental organisations and many other partners,
IFAD focuses on country-specific solutions, which can involve increasing
rural poor peoples’ access to financial services, markets, technology,
land and other natural resources.
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G\HLBIHID HIFHBWTGD. ((WwepGw 8.45% wmpid 3.7%).*

Bleomienauier QUTHATTSTY eUeNTFAWTRIH BHISTe, LOBBID (LPHESL (HdHTen
o sMETL(HE Bzeal, o MaTswrer gBEIDS, SewigwTaene GeusiBTL (6
QUMHAITL] 2 6TaUHemd BMID CFHTMHOSTLIL BFmeuseeomar el hsHs
STETLIGUMBMT60  HTWIL LU (B LF(pHSSILLH6Tengl. aleusmild SHenBUTEISI
Bxuflensv, GMUILIT LOBEBID SBIGUT, SITOL, LIPHIS6T, STUISBIS6NT, Goumnienev
Buresis gmpIng elleusmuil LuiliTseflenar Hevew alewevsamen GUBEF GFwig
Cuflw o haiFsdowsd shHaeTeng. 200760 Geuemev CFUIGTALOHHSI
Gu@pd Qeusfeumeurut 7.2% o1& SHHSIHIL 6T, @& 2008860 GBI SHHHD
Do SPSAHHHILGT 2008 @61  (PpHev 8  OTHHRIGETID  6UTHSHBLI
UBBTSGmBEela gBSSTY lmianddsd HHUsa] DeNdssd gmquIsTs
BHHSIH. GbBleneveniowiteng GHemer 6IRHID GBI (yEedl - 2009)
QgD THBLeL HSeTeNg. 2 085 Cxpulemen LBBID EBULT elamevserien
allpFd  gBUl(BeTengiLer o v  BlEH  OBmEsIQUIaTTED  aleneTeuTen
gBmingd  aleuFTWHHeITSN  FaITELSEHHGSD (PHD  CBTHHSH  IHS GBS
2 05 HF BenevenloiTendl GLHLLUTEID GeuefBT (B LjeubGILIwITe| OB®3ID
GeuafloumeuTuigDld FTHSHMS FHLBSHBHID.

Bevmienasuied Lewt aidaonaign SiFENsHa aubad 2008 erar @0 28.2% &
SmLbHSH. LetenT aumL (gailener Chrmohd afbFFluienLuld ST MWl
2006 guUFedlsd E\HHEH gBHITL 60% Lev CUBECBTEL, WBEBID &6
Flovevenp allenev WLBEID gBHBTY 40% Geomen LOwGCewIcwINaUNGT ailensn
(QuEBLTEID gJemlpdeflalr LTeuenard@flugl) seaLaBems HHEMNEEF QFUI%H
LoewTGlewTenTene CUBEBTEL LOBEID eFIEUTET  LOTENILIBISEN6T B WenLoGL
UenaisaSHHBEG OUNHID STFeRioTarg. §)FHBEGH GCLeuHHOTE o aure| LBEBID
gematl dev BISTO QUTHL SEHHESG OSTLIHSHID DIHSMHSHI aumD FTeuBha
FHMSBEHD HBHGLS  QFLWLILLL  BISTOL  QUTBLE6eMsd  HTHSHLD
CFashHwg.  Gevmens HISTCUTT alemevd &iliguiesr (CPI)  amemiuied
gmHFHTY 46% &8 YEGIGB 2 6MHTLH 2 awie] almeudel FTeuBha
Bunas@aeEpLeal  GmabsITs DHFfHaeTengi o CPI G  Ordhs
gBBSHHMG STyewione  LIFHTer OUTmHeT ©)HeUTGW. HHW  eumiglufest
Uewilb FbUpbSLoTen — OsmeTensser 2008 o0 Ul aidsadhdlar albFHeE
OLBF QFaIBgI.

FIOGSERID @B@Id UdlTey OHTLFuTer LIFFHeneiseT E)6Tanlld ©)eumiendsu et

ardwmend CsThare OFuidamer. 1970 seflar DG SHuied
BpIb 1980 sefler  SUIbLUSH6D GBI WLTRIH  CQUITIHTTHTTHenS

Gl50sTms BB  UsTeflalugalwed  dHemewidsend  (2009) 2008 &b eu(HL
BouemevriLienLullevren SuUIalesT GUBLTHS DIfHmns,

http://www.statistics.gov.lk/samplesurvey/2008%?20annual%?20report%20English.
pdf
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FSHHATOWLILGSSH WIS Badd GFHSHAHTLWILGSHHM DSOS (LPGITenEIL
BHHFHeMBBHIE QBTERIQ(HHSH CUTHEMTHTY Hlenevenl (WeTCaIBB o Halligl.
GEID FOOGEDODUIS GMBLILUSBE 6IHia|D CFUILaTIe0MmeV. aUHLOTEID
GarLjgurer  gFwofeenoulssr CammBHHImHEH LISHTD Chre@Gn Gurg
uebGeuml UL miseflevmenr  ggmFfl  eu@poTaNDd  OIFHSMSHBHTID i
GUSHEMULD el LSS Sl CFeoalbEHTHNTS  alenyeaurds
GUGTTED GBTB6DTT.

Flov oLUIeUTENTH6T o LI &l L e, &6eval BB OHTH0 BlenevsenaasTen
AlSHWLTFOTNT  QUPBEHHHTRT  STJENIOTES  FOOGEOD  LOTBBSHMS
ST HESTBerT. Goad @erd BBID G b CHTLjuTer STyaulseT o 1L
G &HOBTNS FIDLHSLOMET SIS GBILILIL HHHH6N6| LIMIEG6Us HHa1606m60
gamalb  aleuTHsSement.’ Geomemauied @m  SIFUId  QUITHETTSTY
BxippsHHevrer  SlalhHE  eelaTOBaNaID S WTRT  FLOLOGTENLOEET,
(UeLB6uBl HEVTFFTIEIBM6NS QHTL(HLD G(PSEBTeLUT QUITHETTSHTY Felps
OBEBID  HTFUId FLOLOGIEDSETS  aUMTATeHHMILILIGSSLILL L ewel)  eupiiLl
G (WEHDeMNET DIMIBHSHEUTHETNG HeURTED 6leleUTHI HTHBD CFISHSHIBE36T,
Mg Folfleiieniosemen  eeileumy  GomFoenL W GFuislemsenr  OBBID
SalyoTer GTHEVISEHTRT STHHULITKIENET 6T6leUTHI DIFH STl emmen eTeTLIge0men
QR OBBRSWL CFTaHmaISSTE 6UTH BB GBS

Bevmienasullesr QUIHEMTHTIL HILIQ6ET [HleneULSEHL 6T  E)enenlhHHTHE6!
Seub IewTWTL UL CouemiHb. SLHS Qb UHLEIG6N0 DFdlied SIImIG
QuU(BLD LOTBBEIGDETS Hei(BH6Tendl. 2002@)eTel WHH HBISHD 2 L &ILgHmd
SIFFluied Gu&sanToHameHHenTeoTer  (LPFesTUTOL TeirmIsh6H B\ efldbas
Gouewihd eTeId GV HCHTem6NH  QBTEIGHHDH. D60  @(H  FLOTHTE
WP9e| 2 (HauToHalevamey 6IaGUSBIL 6T 2005 Siemaled aUI(LPMBH6NT  LEewIHILD
BarTBBOLHGHHHIL T amar EBISHUled HTFTed QHGHMEVLILILFIOTE WHS
BPBISHS 2L SiLigdamd QISHHF CFuiiitLalb G H\F OFaTBEI. sT6060TeUBNSeID
Guweors o ufiT®eT, SauGaTUTWmRIGST  LBEBID o &L LenliLdEe 0
siflasmens ShH HUS WUSHHIBG GLOF OCFamzH.  SJFTEISGD
LWUBISTTSSHMmS QULUSBETRT  SITamieud &Je| MBI  (LPJesTUmL g6
G  FOUBSLOTET  (LPVBHIGMET  aleTHGHUSBES @ DTFWed  Hiey
6 B)H (PENETLTERT IS (PmBOU  (PITOITHHBHHI. @ FHev &L HF
CFwB@peuTengl Leold LSThHHelNhHe0 LBEID @ CUEFSHUTTHMmSHUTEDITL T6s
WYedH@ UTdd aGLUSBE o 5855 dhaleengl. 2007 egremeouled gBSHSHTLD
QM aUHL SHbHenowre eIAHTULNGT LNeT  Lsdsomuigiomer o uliTaen GLsHSLILL B

Ramani Gunatilaka and Duangkamon Chotikapanich (2005), Inequality trends and
determinants in Sri Lanka 1980-2002: A Shapley approach to Decomposition, Monash
University, Melbourne

B HHOHTD ShHew WBBID euTest GumTEhawB (2004) EeOmINSUN6HT FL L 60S6IT FLOLGTENLD
IDPM Qewpun’ s &l Gors Osmjy @ev. 10. 0EIOFAVLT  LIOSMeVHHINHD  S)eis!
yeieflalugaluisd puieysefeid GeueidOsTenyiiLL H6eTengl.
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Ol oo  HOLBISmeT Il G CeuelGuBBLILLL &6t LevteuT
SITFTRIBLD HHET YPHNSBHMS HIDSHEG LDTEHTEISHH60  [Blen6eOBTL LGUETETSI.
DG TETenT  FoUbETal CHTHH6M [BLHSTOID LDoHHeleT —OBBID
Qurplseled QuEsdHIHBEG UTHSTILS OFHTLIUTET SHMLS6T  OBEBID
Goup L ousCuhdw  GpdsellenL B QBT (HLD U6ST(LPEDNEHEIT  6T6ITLIGT
QUTEl D&HH6MET UTDHMS E)TEID QIPMIDSEGHSH H(HOLATEVMEV CTETLIMNSHS
ST (H& 61360

B\semen  epHID  GEIL  (suHevll  2009) WSy  alHiHemevll  LieIS6IT
Grramier  (peupuled CaHTBaSHESILLG  SHIHT  HmevauT GeusiiLNeiTensrt
pursyer  QsmedeolILl®  BTH LWRSTUTSSIBE edymer  Geunpiuile
sl weammeouled(hhahl FIOTHTRHMS GBBIS CBTETeN  (LpasTaTBa T3
WSsSH e Lsrenmer BHTaHe0E6T WTPLILITENT OTHSY el OBHBID eue|eauwm
bS] FouUselled [BLBSIETENL. edfeid o eTeumflurs @)L IbEOUWITHS
&HeMer QUHLTETGaT] @)aTanild 56T GLQUIDTSHSLILIL a606m60 6TEITLIGIL 66T
Bormedet LGN  Blenevenosel  FobEHeoTaIenal OBEID B EFFWILOBBENE.
Goeid  eueT(enB  OBMID  LIFTHAW, SewLWTEr  FLOETEND  [HleNEUEDLOSEIT
aaueBBleT aflpFdeE GLBHF OFoId alfseEndaTea GFHemeldseneiere.

9h5s oo euBLEB6TL Eevmiensule CUTHETTST. Fips  LOBEBID
SITFWED @60 HFFWIOBBHTH SHBGWD 6T6LMS B)ORIBHNIH CBT6TEnHH60
WwaaEwwnG. FTauGshs Brewil BAWSHHemed eupmIBILLL 3.9 Lle0edwies
SLamISHal LOBBID FLOTHTEISHSH6 LIBLIL 6TeTLeIBBTeL @ CUTHeMTHTY aiDéFd
FHaTHHIH QBTeTEMILL HGTONH. FhHhenddH OBTLILSET LBBID G Tileomer
Geuefloumeuruied o 605 [HiFH OCEHSIIQUIET SHTEHHD HEFFULIOBBSTESLD.
B3 Oevrimauis 2 BUSHHH HBOIMLW  UNTHRISMET E)FIID  FnlgUl
BemeoBLIemL WdHdnlgl algHHe0 6T QRURIGLOSSHIMUSBETR HBCLTMHUI
Quflw slemaleorer SLUISG @@ UTUILLTEAD G\ HEHDHEOTD. WHHHIHBES
Leiteanment (b QUTHEMTSHTY Hlewev LOBBILD HILIge0 alCFLIOTS UL &EG DHINHE
FIOTHTID, Fepd, OUTHEMTSTY LOBBID DPFUID FapIHefled sleleuTyl SHTHSHLD
CFVISHSHID 6THILIME eneill BHFFWLOBB [HeNEVENLOEETELD.

alleugmuid, Sgmiwit QUIHENTSIYLD LOMBEBID eUBIHLD

Beomienasuler aleugmud sopwrargn  oifld  wBpn  Csulemso,  EWLILIT
Baiamid Ggeiener Bumes CUEBCHTL LU LuiTseiea o BusHHwWTed O d
CeuiwiuGdeamg.  ealeugTw  QuIGBLEeT Lrsrenoms  QuUbHGSHTLLL
LuiTaelT BTG gBMILd auBLIRISSH e gBHHTY 20% E)BE umseliyd
Qruidaimper. BHTgEr GDP @6 eleustwg gempule umig 2007 @6
11.8% &5 OOHssH. OF (WarmauabLeHar 12.3% @) mbal
aflp&FF WL HSHI6TENHTGLD.

B HH UHSH IBLEDNND GSSHmpunad CarsCsT, wriphdflens,
Gouplenev, 06NG, S@IIT, &ITDL, UTHG, B  Gsminl  Gumes
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gooail  QUEBBCHTL L HHemB  SleveuTsh  LUNTHEHHGSGWL  LIQULIQuUITS
LIsD6UENSHEMLDILIGDL_haleTTengl. emau QUIGUTEI aleugmw GDP §eb &L sl L
cpailed  Uewih Umend auddbdlamer. aloom@ GCeolenmenieno  (LOHeMS,
e(HemD, oM, U, GFbwBlwr® wBpid Casml, eurdha GUTETB LBemeauSHeT
o eifenLdbdul) Owrhs GDP @0 1.2% sub efleusmwt GDP &sd 5.6%
QU  OUBISSIBHIL T 200586 o BT (H uTed Chpeweusefer 20%
QULDMBISIUL|GTTET ).

2007 @0 @mUUT Bpid elevwd Ceusnmenieniod Siepuie Silelms s
BEID 2004 1@FDUT SFambeowsd OSTLIhSH LTHssIULL  Lig SHaHienns
LBIFToWSESILLL ST alenenaurs  aleusTwid  3.3% GImed  eUeNTHBHSI.
BeaBLSHe0 e LNgHSHIemB (PaTORTIGUTIOSID H)e06uTH SIH6T © _WIT
o pusHenl uUHe OFUimwownais  gBSHSTY  80% Speorer  aigd
FHOBRBMT  DfHSH 2004 S@MOLIIHHH GHmBHIH CTH0H6TeV6OTS
LyGsamisamGsoaild 6L SHMBUTRIH (PILSTSH LOBIFTDOSSLILIL (H6TeTgH
aalmBHE  ST.HEBH.  G)HHSTID 2 MBTLBH  eleusmw o Buddiuier
Mpster  gaprer  OpBOFuimasulsr  alemene  GmBHIIGTNS.  HPHE
LOTETTHHO Blah o BIHUBB UTSHISTIL EpBleneosenTed  aleugmuiss
B DOUWTHE0 LOBBILD ST6VBIN6V LOMBBEISET  6I6TLI6T LITSHTET STTenThIS6TS
SHSLILHBSBE (2605 eumid 2007).

SLULITENTEH6IT G)evmIena U6 GILITHETTHTTSHE60TaT eUeNTEFlwmengl GLhLosTal60
alleugmud SHienBem LBseenfllhal, CHF W a(hHLOTaTSHS 60 ©IH6T LIRS,
Gamfled eumuiiied SiFHeT  URISETUmULL GmpBoleTens. 21685 GrrD
aleugmugd  Hempuledmbal GeuellGu  Gamfleomeny LewLuleomen SienLOLIL
LOTBBRIGSEHHSTET  hSHF FTABIGEHD  STalILBGeuSHBH0emev.  2002E)60
Qurss Gamfleoreny umLulled cpaipfled @ UGHHSGW GsvreareuTasemerT
alleugmudHgiems CoumevdasoThH s (STl LUBmhiselsd )& e HIFHELWD).
B\aiTanild © emtentouied 1991 o 165 @UILIBI Cumg GeueneouleSbLbBSSLILIL H6iTern
wésefler eamianidmasuled @@ LHW Sdsfimuun udHe QFuiHleTengl.
Bsueurwials SjgliLienLuied Eevmiend GHlyHosTenasulsr CuiWEsT®H LGS
BaBamuTusHBG aleusmuSHHe0 HHIGUETETEUTEHEMTS ST ILIBEUSIL 63T
Aymow CaHmiLULB  aumleny  HeveollugBE — aleugmudgiennulled mbamet
QUHLOTRIILD  LOfHSHLOTEN  [HleneusnLOUTVISTENND @(h (pdHdBWl LmiseiL Gauiuib
STTeRIWLTGLD (Brymuet wBmib Gwmdlgm 2005).

TEBTID 2 BUSHSH STeyseler SigliLenLuleorer @ WTBBI ChToHETaIH
aleuamu o BuSHFH HIOTET BHmevdE Wedh SMIOaed @ Guflw
2 BUSHH 2 BUSHWTENTEEHSGSHTW QUBILS ML 2 (HeuTss (WigmoedHILGs
LyFdleneruiein o ewrenlowlmen Smyenid slaialbd Cuitgenen OHflaldbsBal.

Symow  SeuGsmumwmisel  OBHID  alleugmud UBBw  SeobAHIMTUWITL 6060
UBSseflbaliuL.  (WpQuiTdh  oBBIowTm  afLwid  &HTeuHeney  LTBBLOTEGLD.
Gapleurerr GFFTuier’ LUSTTSHSHIG66T LTauener gL uNeomer aleugmuid
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STVHMe  IBBSHHBEG GBI SHHbHene] LRISILLF GaFuiuwl  (LLgUub.
©B8z% GBI WTBBLMLHS HTEOHIENEUITED SHITGHIL L L eailDFd gnbHgHe0
LBBID GHMPBHD S)TID FnbHGHeuTan WmWaiDFd Slsvsvgl Uyl & LulTseresr
(e1B5LITE  WweaibFFulsd sriFwjeren CBpBOFUINE) alemenFged LBEBID
FHISHHE UGG B BHFCF00 SigH SITowd &HLURISMNET aIHLOTEILD
LBEID o eyl UTSISTI e LTgldseamgl.

Hymiw  BeuGamurumismend  sHHHB  OaTawih  alleusmud  Hlempuied
BoBOSTETEMILIBLD DLUIR|HET DITHH(PETENSTE DlneUSHBEG LUIT 2 BLSHS
LBEID efevmig Geusmmentento, et Lilg LoB@ID &T.(H& BTN eTen alleuamiLl
aUmIaleVSSMSHNHHSID DILTeL CFay  Symowls  CLUmmHenT STy a6t
gemanll QFUBLTHSMETLLD Hauarshdleo GEmetem CoalewiBLd. o _amre| LigHeiL 60
Slevevgl  alleusFTul  aTHSHD  Cures  CUEILE  glLed  GFwBUTHS6T
FBHBHeoTas STl GUTmHeMTHTIHH 60 CBOSTaTaMILBS GBS CosID @)
aleUaTUSHHIL &1 B)membHHTEAD MmBHOBTH0 Geuafui Bl GuEILSHUTED
ysrenors LURSaMILF OFuIeugIomELb.

BITLIQ6T GUBIENLD [5len6v

Yeeflalugaiuwed  wBpidb  o@ueufHuimer  sreyser 1977 ©)edmbal
GuBosmeTeniu’ L Fhong FIH([(HhHSHSET THMSID BAIBTS LILLIHSHDH S
GameiTen  (PIQUWITH  DIVVH  DIPOLIGSSILLH  aubHaSanB  LedGeumiu L
SlelpsHd Bawsdd HLmsealedhba Harmwsmen GUBBIS OsTeierT
WRuITgHl Gaiaib aupImulCatul auTDEEB BT & (WoHEmend &illgd
STLOIGBSH. Seleupiul  H&H6T EleuTdeng G\ b wBpld  sfeuGsrmumw
CFwBLTHBmeNTSH CBTEHIH IENLWITETLD STERTLILILUTLD 6TaTUHIL 65T alleusTuld
slempuileoren  FTH(HSHHHRIBEDHD OTHBBRISEHD  GEUTHMETUD  £)e0HBTHD
Oameiten Gouawt(HIb.

2002 @& GO uBLTRID BB GFeve SpUiIalemHbITe  H6|He e
SiglitenLulsd 2002 Bed Gevmiens o GHBwinsen auplenwds Gsr@h (OPL)
aenel Hpelwgl a1 §)5BG& GHURGT6E 2 e LBEBID 2 6wIele060TSH
BIST6Y, OCFeaHMeT HTELSHHMTH RULILSSmQGUISTE QH SBIHS HEOSILIS
UL SMSHUD BFFUISHSHIETENSI. SFH HISHTE] UBIEHOML SHIETILSIL 6T &)SH6s
QupITETSHMmS SHILTALILSBETS gLl g CHemeusellar GFeve| 6renid
SIS (LPBemWL LLGTUOSHIFEBEHL” 2002 §)e0 o SHFHCUITSLTeu auplenLDd
Cx1h @b WISGHIBS @ LONGDIGHEG 2 6wl CTHe OFeve

. 1423 &b, 20062007 B BGH @ LISGHSHBEG @6 LLalSHDISE
o _eWImWITer QTdHe OF6ve] oh. 2233 6Iadh HeurdbSILLILLL .

7 http://www.statistics.gov.lk/poverty/PovertyIndicators.pdf



B\sareaselar Sigliuentulsd 2006-2007 GOWU  euhLOTET OBEID  GFevey
ayeureg Bxdw Hemevdsenillil FM1T euplenod GUPsT g 15.2% e
Sl L. @&l 2002 Ger ChFlul Hmevd SemilliL] FIT DI GHMISTL LG
22.7% @b GHmBeuTG. FHTayser Goed 2002 &)edHbaH HSHTUB LBEBID
AITolup B GophaleTasTasa|b (6% GCrrb  CamlL sHaiempuisd
QB SIFHEMHHIETMOHEAD il 1gdh ST HBABH. E)HHSTID GlasiCoup
LOTETERTRIGET LOBBID LOTEUL L MIH6M60 aIBIeNIOd Henevd HewilliL & GBlETL g
FIBBEHTE  GBLUUSIL G Fev  omeul Lmisefled 2002 ©edmha  Guifiwerney
afipsdlemwd ST HHGB 96s Geusnem euplenouieoren efpFHwimeangl WsH
GOBHSIHTH 266N HTORIGEHD 2 6ieTer.’

apeM  Hemevd sl g @plarlly  Yeelalugaiuweorsd  supdGuimy
aumIpl  GLmsmenr  SPw  (pguCwaeiamid  GlpCsamiseaisd  eupsGuimiy
eTeiTen  QFUISITTBEIT 6TEILINS DIGHL TN STENILSBE SleuTsenen OHTHn
Cewpurhsemen Cpras Cauawnigugid SleudWoT@GLD. (Wpemwwiter Crraaen
apGuimy  elleusmuwid TS el Geuemevmel, aleusmids w66 LOBBID
FAnsweney afeuamsH e mHSHTer auheuTuied HIFHS BIOLISmES OETam (HsTemer.’
o Es6eT S GOWU  eurboTend BEID BaGammurwsd CFfeasamern
SFHsfsah @m aufums LeobeuwTalmer LWaLbHSS alenerdemse.

Czmeiiens oS53 LOBHID HBIGUST SIENLOLIL]

waby FhsmD aleugmuids OETeiTenaLD

BevEIns SFFTRISGHHGT (GOSL) Cametemsd HL ST & HsH
Fbgmauieammsd QFUBUGSILILGHGB  Bevhiensmul GBToHdul  Lmjamel
10 aupl olelmsdHs SHlLwrer wwHHH Fhsmemuler Siglivemuied
SIDHBHTGID. B)eVmnaUTe0 I WEBEBID 2 Fal GUPEIGHID FUPSHTUIBISET
SMSHIHGD wHHS FAhsmearuissr 10 aumL SilalhrHdHs S LeuenoriBu
Sl WTGD. @FH U0 2 Fal eUDEIGHB TSN  QIGTAIGITENTHETTSHS
Carewih orF FCras  oiFHamfieer o Cngmaisaian® M EBBID
HLLOL6D SimwFHemmed HWMHESIULLHTGWD. @& 201584b aIHL SHH60
QUBIMIDG HMeVH HewlliL FTT GBS Igenw 12 % @)BG GHmBEEad @)
CFwBul sTeluGHuisd (2006 @edmbaE 2016 aueny) euenT&dHenw 8%
OB o wirhsaorer GBECasTamend OETambheTengl. 2006 H)60 ©)FH6
WPBULBHSHHMeVd  Fmeawigul o0 &HHBICHT6TH6T 2 eudenmalul  OBEID
o 6MBTL(H  GLHmevseiar LIMBSIBG gBu  YemgrGsrsFemenr OFWBLIL
BauewI(HID CTEBTID E)eLmINHUTD B)HOBTETNDHSH HI L QUDIOLIL] GJHLOMTHTH
gBmIs CETeTemILL (HeTerngl.

8 Gei@ib ealuFoTer HEHSIMIWTLOS6MBE 2 Qb UHSWUMUS®SLI LTToHSad

S 2 b SIHFWTUSmSLI UTTEHSD
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OSHLIOTOIEH  Bevmlensuler  QUIHEMTHTIL — SHONWTT — HeOB  OBEBID
oOrF glewpuier FOUTLOGLET @ (PBFHHMETLL I, LIMIS6ILILL et
Qm  Gewer  wepulamme  slguiapriiiue. Ceuemihl  eTeTLMmS
AL DBISHIFEDBSH. S LMWL uFHEmen  aIpRIGUSDBE — Gumlg
Bemevenw! (pSICamy Uaismdw LrCsamselar yFdenarenwid HiobEb
Qurpl® LrCsamiseaien Gw  gwowrer  algshdHe0  auenTFd  aispsHmsbd
HLDoUsBE, Ourg wEHEHEETRT  CFmeusmel  LOBBID  CUATHRIHET
WPSCIBBIISDES, Sl Sopuis (PHe5HBEPHE 2 HaUSBES WBBID
AlLHEG Swddar olalmrshd eILWmBEmeT (PEIDAILUSDBE: DIFFTHISD
SL LI LI (H6IT6G).

BHHLSHHe0  aleugTusHBemer  CHTHSITNISH  HISTOUHBTET  [BHISTA|L
CumpLseier  alemenddHpanmer o pusHUITLTE  LFBHsmseienuisd
Fwemer  euentFH,  Sgmow  eSeuGemmumu  (pIGEIBHBLL  LBEILD o _awTell
UTSHISTUL,  aleugmud &M »SH0SHTLHE6T BBID 2 0BF FHHHE
Gumliguimer elssHed gBEILg  aeLUMBEBE LRseULF CFulausTEL."”
[O\EAAEA ) E0F: 3 ST BLOTIH UTLDAISBE SIS B WU WLIOTEOTHTES
BGoBesmeTenILIBILD alleuamig g enet Lestau(heueteumlenm( AUTHBHB
MLWILGSSLILL L 2 WT alenardHHBaITer SHeBLTS Hlensd LOTBBIISBE
GouemiHeuFHTGLD.

o o Ul eaumpausBE Bmeuwnar alssHerer alMaISHBET  GDBHS
alleugmusHemd aleuFTuid &) mBHoSTH0 o L LI o Wi ailenerddmelTet
(W&GaBBLMLHS aleuFTLSIHBE Henew LOTBBISH6L.
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@ Smwlurgh. NAC ger Ugsrer @uléCasmentearg ©)somiemnsulsd b
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B\ementbBILL (H6iTener) SibESGHIB Llewrenialld &L (HenTEemer 61(LpSIeSHBET6T
S L UMOLILITTIH  SHUIGUTENTH6N, [HlLeITHeN6T  H(hHHIbH6e0mar  LOBHILD
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JMDBET  TeT@UTT  WITT, DIUTHET 6THIG UTDHGTBEIT LOBHBID  DICUTSHET
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HleuGFeIwIT 20 32 23 34
(A o) 34 56 37 33
Susaenf 31 46 34 27
LISIEN6TT 31 41 37 24
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LDIT & & 6061 29 42 30 19
FHE0TLY 36 37 25 17
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GUUILS5HHS D166 HETNLOHMENL! GILBNBISOBTEIIL HTHH SHHBHLILIBHEUSTEO
Ber gF gwstwd (paaiflon  OuBalelmsn.  LETTE0  AII(LPMB
CaTLIphHID o 6fen LIFCsamseaisd eaumupd Welligd @GHLURIGET WSHa D
i Hleweoufed o eifeniar. WHHHHlen Lietenmesr Semolled eul @ LBE3ID
Dpdae0  HeweowlHeusBETa  auTUILILSEeT o oitener.  Ged  Geuall(h
rsTenhiseeviorer Gevdld SLUIGeTaIBI GLBOSTeTeMILL (B 6u(hHE IBSHIL 6T
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Symowll QUTHETTSTILD LBEID SFTiwsF Fhendaserileomer ©igaWUTUIRIGET
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alflouns SUITUIS GBS GLOID HTEVHIENEV LOTHBBEISETEIOTET HIHHWITUID
Fslwerey aleusmuiseiBE STeUBIMeV  LOTHBBSHSEITEOTET LIS 61enet
urhs alasHed  (elmeasdasgl. Guad ST BpieuemmiseT OBBID
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BenBCaBpIF FH(HEHHLD

Symowll  QuUTHeTTSHTFLTEIS CGUTHL 6T, CFmeusefllar o BuUSS, LSFeay,
uflloTBEL  BBID  HISTOL T OBTLIUTRT L6 QDI CITan  &)menihs,
Feseoren QFWBLTHIGMm6TS CBTERILSTGW. SUOUTHETTSTID GLIHLLUTEID
alleugm  CFwBLTHSHMmeNGL 2 6oL sGHIHSBSHI. TaNDID  MBHOHTL60
SHemp  LBEID  CFMeusEHD  OUTHMTSTIHH0 LMIEG  eudlddleaime.
Symowll QUImMTSTISSHe0 2 FTyanshIBeG aleugmwudbsiens Gures gGsm
Qb OB 2 MLSH SJTWILGL  HICHEBIDL  GUELTHETTHT SHenSL!
OurpsSFHeuenguied @B GHBHWLUD E)HHIMBH6NT  LisveuBsled FHLIL B 6TETSHe
FSTTeRIOTEGouID  h  Hlewpuler euenf&Fd BE@ID  alhHSH  eTaLeT
QUTHIUTS QUTHTTHTTHS 6T Jenarl HleNBHEHL6oT Lietel LIl enemibaleTendl.
BeueuTwioyd SL(Heny Gevmenduiled SHFTOwll CUTHETTHTTSHHET  HTENLD
LBEILD  UemTH6eT UBBiw $eoda W S4Uie| LOBBID STOSEHL T E)enemlhol
Symowll  QuUTmeMTESTISHe0 eSeuGermurt  eumuitidbsefen  GgifleysHefevmet
foaipanseiar  ougliuemLuieorear @@ FHLeaumwlilener] LWaLGSHS
IFAD @eimed  (Wwigujorer  HemeouibhdefBaTer eumUILILSHMET  HIHL LITETLD
STl allenenadlemgl.

Aymowl  QuUTmeTTSHTY  eurUiiybsemen  Ufibg  Osmeiend  Crrdalsd
©\dsL By SITOLLBRIGeTs0 el dosdbdnigul dalGamurigd G feasemern
GeouefaOBTan(HD @H I LeauemolienLl LWGEILIGGSISBSI. alleusmud Smoull
QUTHETHMISHHD DIHGT  UIOTBBI  (LPSHBUISSHIAID  SHTTEWIOTS  (LPSHETENLD
Oupleugi &1 Goeid S)& ey, Uewienen aleJlil, ST (HSHOSHTL60
aLBBIGEEG GCedars W OFHTH BE@ID dneld OHTHOHMETUD
2 _GIeNLSGHIMHI. B)M6l DMAHHID Gl LTE alleusml SigliLienL ulevmest
SSeuGemTUITLIMIGET  eTaT ILIL60TD. @\FOFWBLTHSH6T CHemeuulmer GILITHL eI
QUDMIBHE, leneNFFeOBHMET LSHDNL60 OBBID  QoHHTenFwimer  CFaneaudbern
Bunenp efleugmuild FMITEH CFWBLTHBEHL 6T CHHEHHIONS ©)en6emIHIHI6TENTHIL 68T
BauBpred o galujlb CeFuulub@amer.  aleugmud WBBID  DIHEIL 63T
Boawihd MBH0HT, CFameaudseT elaLBBISEG Gedsons STl
QUTHEMTHMID o _BUSHHF  CFWEILPEBHET, DM  HIBDSHE0  OBEID
2 seungsHEHImB Bures eleugTud QFWBUTGGEHLET GBIgdH OHTLIUBB
CFwWBLTHSHMETULD 2 66T &G ABH. Gemar ‘alleugmuid Fmng OHTLe0H6T
SIgLILIenL_UTevmen 25auGaTTUITULIRISET 616 ILIL 6UTLD. aleUFTUID gl itient_uleomet
SauBemmummiseT BureiCB  Geweuu]d BHemeuwiTer GUIT(HL H6IT  GULDBISHEL,
AlemeNTFFe0HMEN LS 60 OBBID @RSHHTEnFWLTET CFenaubeT 6TaTLIIBMBTED
o gal FuiwliuGaeamer. @Uirsrer @) m eSauGsamurwid GFwBuTHseBamer
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QUITHLBEM6MULD, euUmIS, GHTLTUTL 60 LOBBID 6uT&HHsd GUTEB CFmevsemeu b
2 eienLdbdw QUTHL &6, CFameuseT 2 BUSHHUNID SHHIS LTSl GBIHUITS
GuBampliul L GFwBuThi®eT STl QUTHETTSTISHSIET 2 6iten DIBHEHILD,
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L 19SaM. (Hdampsear. SITolLpriseisd 85% el  GLHosTms eufldED
S16xCHyD  Aymiuwit  QuImeTTESTID BTG  Gambsoseisd 89%
QUPEIGHSTBSH. Goeid & (peseowwitear Hiempuled gBSHSTY 85% Sien
OBMPLOBM6NT 2 (HeUTSHBUGTENSHIL 60T (WedBamym SHlempuied 92% GBE& S gw
Slenaleomer OHTHe0 euTuiiLEsemen CHTHHINTSHSIeTeNSI. 6105 6T&ITLTTLILI LI
B3 eeveor  OFHMPeOBMETUID  alleuFTWISSHIMBUIE O (HEUTEEEUSHIL 68T
mBHESTHBBINB WLHRDBID CFmeusst HlemBuiid SIFHBTERT CHTLHEOHM6IT
QPRIGHSBSH.  Sgmowl  QuImeTHTIS  Campsoseiar 1/3  Umisener
‘GWoredh QFTHed CFUIGaumy’ eeibd Lflelerny ousedaman. @euseafsd
Guepbumeor@emy  (wewpamyT  HiewpulGeBw o sftenay.  GUILTflalernfle0
Andlwene] efleugTuiset SG5CUTEL Srmowd Osmfed (pwBHseieorer &w
Camflevseaied FHLULHETCT] o 6oL MiGdlemeny. 3.6 Wedelwe alleuagmuid
GOWUBISEHD 600,000 GBGL SiFHswrer SgTdlwug CHTHeL (puBdsEend
2 6MeNFHTd HewlbBLILIL HeTengl. HITilwgd OHMHL (pwBHseT GLIHLUTEID
2 BusHF wBEI swiliysmenuyd EFmeardh OHTLIHSH aUfHSHHD LBEBID
Bremeumsmenuld Gamentherengl. SFTOuIL QUTHATSTISHSH0 DienTLI LIMISeILD
FOHeTer LUGHemw ‘Cambeoreny’ @b LNflalen] Sb@&HaUBILGT G360
FLbU6ND UMRIGLD OFHTII6OTENTHEHD HBHTIHLOTET Fnell GouemeOUITETHEMHLD
o G6iTeNL MG deTy. (penpuimer Slenpuievieen 1/3 Lggulen epeorSmyLoment
Gamfleoseaied FHUL(HeTENBHIL 6T (Wwenpamym Hlenpuiaieien GFHTideomenisersd
Q@ Oumb ugHWarmd E)F50FHTHe0S6N0 FHLLH6TeNaNS. FLU6THMS
sMHBHID Burgl  (pewpenwowimer  HlenpuieieTen OHTIHeOTENTEET  (LPENBEFTIT
SHlempHeiled 2 eienalfdHeied FITFHUITS E\HLOLMIE FIDLGTD G eTBeT].
gw Gampsd GewBuTGHeMsd FHLL HeTCmy OHTensd aBLSIABESG 1% 460
aueIhal b HIBH CHID Fnell Coueneowlm seflai eramienidbmes aIHLHHBES
4% Bev oFFflsEBEH. Coeud HFmOwI’s QUTHETTHIILD HewFLOT DI6T6Y
60 QUPBISLILILTS GBHUS QFHTdevmensemnemud OsmeasiBeTengl. @eujserlsd
GubLTeoTGarTy GLemTE6eMTEG0  SHTEwILILIHE ST 6uT].
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Introduction

This publication is a result of work carried out by the Centre for Poverty
Analysis (CEPA) for the International Fund for Agriculture Development
(IFAD) as background to the formulation of their Country Strategic
Opportunities Paper (COSOP) 2010 — 2015.

IFAD has a strong market economy orientation and an overall strategy
of focusing on the provision of livelihood opportunities that lends itself
to target not the poorest, but the productive rural poor. The studies
were based on this understanding, and the recognition that IFAD’s
focus on livelihood opportunities goes beyond the conventional boxed
in thinking about ‘agriculture’ and takes into account opportunities for
rural entrepreneurship and small enterprise. IFAD programmes are able
to build on the growth areas of the rural economy (rural industry and
services) and stimulate labour markets.

The publication will act as a reader for participants in IFAD’s national
consultations. We expect it will also be useful to students, development
practitioners, and policy makers in the government and non-
governmental sectors who have an interest in understanding poverty in
Sri Lanka, work in the agriculture development and rural sectors, and
who are in a position to act on this understanding.

The publication comprises six papers on Rural Economic Opportunities in
Sri Lanka (Chapter 2); Rural Factor Markets (Chapter 3); Migration and
Remittances (Chapter 4); Microfinance (Chapter 5); Rural Institutions
(Chapter 6) and Environment and Climate Change (Chapter 7). An
additional paper on Opportunities in the North and East of Sri Lanka
was commissioned in August 2009, and will be published separately.
Each paper makes recommendations for interventions and support by
development agencies, more specifically IFAD but which can provide
guidance for other government and non-government programmes.

The papers in this volume were written in late 2008, when the Sri
Lankan political situation was very different. The papers have gone
through several iterations following feedback from stakeholders in the
central and provincial governments, and while they have attempted to
absorb some of the contextual changes that have taken place there
will inevitably be a disjunct between what has been written and the
situation on the ground at the time of reading. This introductory chapter
aims to set the context for the studies and describe CEPA’s approach
and methodology.
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Country Context

Sri Lanka is a relatively small country compared to its South Asian
neighbours with an estimated population of Sri Lanka is around 19.8
million (2006), of which 85% is rural. Population density is about 300
per sq.km and population growth is contained to about 0.8% per
annum. Sri Lanka is a multi-ethnic, multi-religious society. The majority
of Sri Lankans are Sinhalese by ethnicity and Buddhist by religion, with
large Tamil (generally Hindu), Muslim and Christian communities. A civil
war between the Tamil separatists, the Liberation Tigers of Tamil Eelam
(LTTE), and the Sri Lankan government that disrupted the country for
the last 25 years, has finally ended.

The country has an irregular, dissected topography. A coastal belt (of
less than 100 m elevation), succeeded by rolling plains (of 100-500 m
elevation) of varying widths extend to the foothills of the central hills.
The climate is equatorial and tropical. Rainfall is uneven and broadly
divides the country into two climatic zones, namely, a so-called wet
zone in the southwest of the country and a dry zone that covers the
remainder of it. Annual precipitation in the wet zone averages 2 500
mm and 1 200-1 900 mm in the dry zone. In 2004, the tsunami that
hit the coast of Sri Lanka killed more than 38,000 people and left many
more vulnerable from the loss of livelihood.

The country has good human development indicators and has already
attained or is close to attaining the Millennium Development Goals
of universal primary school enroliment, gender parity in primary and
secondary school enrollment, and universal provision of reproductive
health services.! Adult literacy rates are 90.7% (2001, excluding
districts in the North and the East, except Ampara)? , and average life
expectancy is 71.7 years for men and 77 years for women.

The 25-year conflict between LTTE and the Government of Sri Lanka
has had a major impact on all facets of life in Sri Lanka. More than 65
000 people were killed and as many as 800 000 displaced. During the
conflict the governance and development of Sri Lanka was marred by
allegations of serious violations of human rights for people from all ethnic
and religious groups, restrictions on the freedom of expression, large
scale destruction of economic and social infrastructure and diversion of

! World Bank (2007), Sri Lanka Poverty Assessment: engendering growth with equity,
opportunities and challenge.

2 Department of Census and Statistics Social Conditions of Sri Lanka
http://www.statistics.gov.lk/social/social%?20conditions.pdf
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considerable resources for military purposes. The military victory has
resulted in greater freedom of movement in both the North and East
and in the South, but democratic freedoms are yet to be fully restored,
and the resettlement of the large number of internally displaced people
is not yet completed.

Economic Background

Despite the war and several external shocks from the global economy,
Sri Lanka managed to maintain an average annual Gross Domestic
Product (GDP) growth rate of 4.9% since 1977. In 2007, the economy
grew at 6.8%, and decelerated to 6.0 percent in 2008. Given the low
population growth rate, this has led to a doubling of per capita incomes
over the past three decades to over US$ 2000 in 2008.3 Labour Force
Participation rates remain around 49.5%, with the female participation
rate being half that of males at 33.2% in 2008 (male rate being 67.8%).
There are about 7.6 million people employed in Sri Lanka of whom
60% are in the informal sector. Agriculture accounts for 33% of the
total employed population. Unemployment in 2008 was 5.4%. At the
national level the unemployment rate for females is more than double
that of males (8.4% and 3.7% respectively)”.

Growth in the Sri Lankan economy has been driven by domestic demand
for consumption and investment, buoyant exports, a substantial inflow
of foreign remittances and the increased affordability of services such as
telecommunications. The agricultural sector provided the major impetus
for export growth with tea, rubber and export agriculture crops such
as cinnamon, cloves, fruits and vegetables and betel leaves attracting
good prices. Workers remittances, 7.2% of the GDP in 2007, increased
significantly in 2008 and in the first eight months of 2008, helped finance
almost half of the trade deficit. This situation has changed dramatically
at the time of writing (August 2009) with falls in global tea and rubber
prices and with the challenges that export agriculture is facing in the
light of the global financial crisis. The global financial situation will also
most certainly impact on overseas migration and remittances.

3 http://www.lankabusinessonline.com/fullstory.php?nid=188595356

4 Department of Census and Statistics (2009). Annual Report of the Labour Force
Survey 2008,  http://www.statistics.gov.lk/samplesurvey/2008%?20annual%20
report%?20English.pdf
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Inflation in Sri Lanka accelerated, reached 28.2 % in June 2008 and
began to decline towards the end of the year. Inflation was largely
due to the removal of subsidies on kerosene, petrol and diesel which
increased the retail prices of petrol and diesel increased by about 60
percent since April 2006, and the price of kerosene (used mostly by the
poor) by about 40%. In addition the continued increase in international
markets for food and certain commodities has had an impact on the
prices of imported commodities. Domestic food prices, which make up
about 46 percent of the basket in the Sri Lankan Consumer Price Index
(CPI), have increased in line with international trends and was the item
predominantly responsible for the rise in the overall CPI. Central Bank
monetary policies led to a deceleration of inflation in 2008.

Inequality and distributional issues still plague the body politic of Sri
Lanka. Sri Lanka liberalized its economy in the late 1970s and early
1980, and while this enabled the economy to emerge from its previous
stagnant phase, the liberalization did nothing to reduce existing
inequality. From a purely income inequality perspective, the rich groups
grew richer faster than the poorer groups, even though average incomes
across the different strata did increase as well.

Some analysts® ascribe the inequality change to differential access
to infrastructure, education and occupational status and argue that
demographic factors including ethnicity and spatial factors did not
contribute significantly.® A political economy perspective of development
in Sri Lanka would, however, argue for a closer examination of how
horizontal inequalities (defined as economic, social and political
inequalities between culturally defined groups) impacts on the welfare
of members of poorer groups, exacerbates regional inequalities and
increases also the likelihood of violent conflict.

Sri Lanka’s economy must be discussed alongside the political situation
in the country. The political scenario has changed dramatically in the
last five years. The Ceasefire of 2002 aimed to create a space for a
politically negotiated conflict, but a peace settlement did not materialize
and by 2005 violence had re-emerged leading eventually to the unilateral
abrogation of the Ceasefire Agreement by the Government, and all out

> Ramani Gunatilaka and Duangkamon Chotikapanich (2005), Inequality trends and
determinants in Sri Lanka 1980-2002: A Shapley approach to Decomposition, Monash
University, Melbourne

6 This is also brought out in the statistical analysis by Thankom Arun and Van Borooah
(2004), Earnings inequality in Sri Lanka: IDPM Working Paper Series No 10, University
of Manchester
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warfare bringing in destruction to lives, livelihoods and infrastructure.
The Government adopted a two pronged approach: a military solution
to eradicate terrorism, and a political solution to address the ethnic
elements of the conflict. The beleaguered All Party Representative
Committee is intended to pave the way devolution of power and a
negotiated settlement. In July 2007, after an intense confrontation of
about an year, several thousands of lives lost and many more displaced,
the Government restored its authority in the Eastern Province. Elections
were held to the Eastern Provincial Council, but security related
restrictions on people’s and goods’ movement, and a continued level
of violence between different armed groups, has meant that civilian life
has yet to come back to normal.

At the time of writing (August 2009), the LTTE has been militarily
defeated, its leader Velupillai Piripaharan is dead and the country
is emerging from the euphoria of victory against terrorism to the
acceptance of peace. Post war, elections have been held to the Jaffna
Municipal Council and the Vavuniya Urban council. However, a large
number of internally displaced people have yet to be resettled, and the
lessons from the Eastern province indicates that post-conflict situations
are complicated and uncertain, and require measures that lead to
reduction of violence, and of the conditions of regional and horizontal
inequality.

It is important to recognize that the economic, social and political
environment in Sri Lanka in the next few years will be very uncertain.
An economic meltdown has been avoided by the provision of a 3.9
billion loan from the IMF and from the advent of peace. The impact
of the global financial crisis on the export oriented market linkages
that is the backbone of the Sri Lankan economy and on the worker
remittances is uncertain. It could also be an opportunity to review
the current macro level analysis and to reorient Sri Lanka’s productive
resources in a more sustainable manner. The other uncertainty is how
the post-war economy will play out and what impact peace will have on
the social, economic and political context of the country, but especially
in the North and East.
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Agriculture, the Rural Economy and Poverty

Sri Lankan agriculture has traditionally been dominated by the
production of rice and plantation crops such as tea, rubber, and
coconuts. Agricultural commodities, primarily plantation or estate
crops, contribute to about 20% of the country’s export earnings. The
agricultural share of the country’s GDP was 11.8% in 2007, a decline
from 12.3% in the previous year.

In the last two decades, the sector has gradually diversified into other
non-plantation crops for export, such as cocoa, cashew, betel leaves,
pepper, cinnamon, clove, arecanut and coffee. These now account for
nearly two thirds of the agricultural GDP. Livestock (comprising cattle,
buffalo, swine, goat, sheep, and poultry) accounted for 1.2% of the total
GDP, 5.6% of the agricultural GDP and supplied 20% of the domestic
milk requirements in 2005.

In 2007, as a result of increases in rubber and livestock production, and
the recovery of the fisheries sector following the December 2004 tsunami,
agriculture managed to grow by 3.3%. The fishing sector recorded its
highest ever production in the year which indicates that the sector, at
least in the non-conflict areas, has almost fully recovered from the 2004
tsunami which destroyed nearly 80% of the fishing vessels. However,
paddy, which is the main domestic agricultural product decreased in
output. Farmer displacement due to the volatile security situation in
the Eastern Province and changes in weather have been considered the
main reasons (Central Bank 2007).

Analysts have observed that the growth that occurred in the Sri Lankan
economy largely bypassed the agricultural sector, resulting in its
declining share of national income and the reduction of its share in
employment. At the same time, there appears to be no evidence of a
structural shift in the labour force away from the agricultural sector. In
2002, agriculture employed more than one third of the total workforce
(probably far higher in rural areas), and had in fact registered a modest
increase in the number of people employed compared to 1991. Based
on this analysis, it would seem that a large part of the population of
Sri Lanka relied on agriculture for livelihood, and that the stagnation
in income from agriculture is an important contributing factor to the
persistence of poverty in rural/estate areas (Narayan and Yoshida
2005).

An alternate view based on production figures would suggest however,
that agricultural production was far from stagnant, and that the inability
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of this greater output to generate sufficient value for producers has
been the crux of the problem.

Another issue that cannot be ignored in the discussion on rural livelihoods
and agriculture is the issue of climate change. Intensive chemical input
based agriculture can contribute significantly to climate change, while
climate changed induced increases and decreases in rainfall, and too
much rain or drought can lead to losses in the quantity and quality of
crops (especially rainfed paddy) affecting the incomes and food security
of rural households.

For the analysis of the agricultural sector to be meaningful in terms of
rural livelihoods it is important to go beyond the definition of agriculture
as crop production and livestock rearing, fisheries and forestry take into
account other activities in the rural economy. Value added activity such
as food processing or agribusiness much of which is carried out within
the rural economy, is closely linked to agriculture and is the primary
contributor to industry output value.

Country Poverty Situation

Statistical and empirical data point to certain groups of people that have
persisted in poverty, unable to make the best use of the market reforms
that have taken place since 1977 or take advantage of the various
development programmes being implemented. These poor people can
be identified by their location and their livelihood activity, and reform
and change in the agriculture sector needs to target them.

In 2002 Sri Lanka established an official poverty line (OPL), based on
data from the Household Income and Expenditure Survey (HIES) of
2002, and fixed at a specific welfare level which enables comparisons
overtime with household food and non-food consumption and
expenditure. It measures ‘consumption’ poverty and uses a cost of
basic needs approach to determine its value.” In the year 2002, the
OPL was Rs 1423 real total expenditure per person per month, and
in 2006/07 it was calculated to be Rs 2233 real total expenditure per
person per month.

Based on these figures the HIES 2006/07 estimated the national poverty
head count index to be 15.2% which is a drop from a national poverty
head count index of 22.7% in 2002. The data also indicates that urban
and rural poverty has decreased while poverty on the estates has

7 http://www.statistics.gov.lk/poverty/PovertyIndicators.pdf
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increased since 2002. However, the poverty head count index is not
uniform across provinces and districts and while certain districts have
shown dramatic decreases since 2002, there are others in which poverty
reduction has been marginal®.

While the poverty head count index statistics are able to locate the areas
in which the poor live, it is also necessary to look at the employment
activities in these areas to identify what the poor do. Overall, the
poor are more reliant on income from non-agricultural wage labour,
agricultural wages and small scale agriculture®. Poor households tend to
use migration as a means to increase household income and livelihood
options.

Policy, Strategy and Institutional Context

The Mahinda Chintana and agricultural policy

The Government of Sri Lanka (GOSL)’s policy framework is based on
the “Mahinda Chintana” — Vision Towards Sri Lanka which in turn is
operationalised in the Mahinda Chintana: 10 year development plan. The
Mahinda Chintana (MC) 10 Year Development Framework is the base for
all development plans by both Government and the donor community
in Sri Lanka. It was prepared by the Ministry of Finance and Planning,
resourced by a number of donors and through consultation with senior
government officials. It aims to reduce the poverty head count index to
12% in the year 2015, and to increase growth to 8% percent over the
period of its operation (2006 to 2016). Some of the assumptions that
drove its formulation in 2006, may have to be reconsidered in the light
of changing global and domestic circumstances, but its acceptance as a
policy framework is near universal in Sri Lanka.

The Plan emphasises building the SriLankan economy through a proactive
participatory process involving both the private and public sectors.
The Government is committed to provide necessary infrastructure,
promote competition and accelerate growth in a regionally balanced
manner in order to overcome the problem of lagging regions, improve
public service delivery, facilitate private investment and address the
development issues in the North and East.

8  For a more detailed discussion see Chapter 2
9  See Chapter 2
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The Plan’s vision for agriculture is to contribute to “regionally equitable
growth, rural livelihood improvement and food security through efficient
production of commodities for consumption, for agro-based industries
and for exporting competitively to the world market™°. The policy
thrust is to call for the transformation of subsistence agriculture to a
commercially oriented and highly productive sector through:

e Transforming low productive subsistence farming to high productive
advanced agriculture including agro-based industry

e Increasing productivity, production and competitiveness of the
export based agriculture sectors, including plantations

¢ Increasing the return to labour and other factors of production in the
agriculture sector which would directly contribute to rural poverty
reduction

e Enhancing agricultural productive efficiency through mechanization
and technological transformation where agricultural labour could
be released for off-farm employment as an improved livelihood
strategy

e Developing market mechanisms and developing favourable trade
rulestt,

The MC 10 year development plan views agriculture as a sector that can
reduce poverty and inequality. It calls for allocating funds to agriculture
on a regionally equitable basis!> and proposes a shift from the current
allocations on the basis of prevailing agricultural activity to allocations
based on the incidence of poverty. It suggests increasing investments
to Uva and Sabaragamuwa (two of Sri Lanka’s poorest regions) and to
the plantation sector, so that agricultural activities can be stimulated
and poverty can be eradicated. The Ministry of Agriculture’s Agricultural
Policy complements the orientation of the 10 year development plan with
a commitment towards developing sustainable agricultural practices.

10 Department of National Planning(2006) Mahinda Chintana:Vision for a New Sri Lanka,
a 10 year Horizon Development Framework, p 3

11 Department of National Planning(2006) Mahinda Chintana:Vision for a New Sri Lanka,
a 10 year Horizon Development Framework, p 13

2 Tbid p 14
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Institutional context

There are a number of institutions, both in the public and private
sectors concerned with agriculture. Whilst, at Government level, the
Ministry of Agricultural Development and Agrarian Services (MADAS)
has overall responsibility for agricultural related activities a number of
other ministries have mandates that cover agricultural development..
The Department of Agriculture (DOA) under the Ministry of Agriculture
Development and Agrarian Services has the infrastructure to provide
services for the different provinces. It is tasked with research and
extension; agribusiness support; seed and planting material production;
and regulatory services, viz, plant quarantine, soil conservation and
registration of pesticides. These functions are supported by a range of
technical and statutory institutions.

The Ministry of Livestock Development (MLD) has primary responsibility
for the livestock sector, and the Ministry of Plantation Industries exists
to enhance the productivity, profitability and sustainability of the
plantation industry.

In the private sector, the National Agribusiness Council is an umbrella
organisation of several agribusiness related institutions. The NAC's
main overall aim is to create an enabling environment for a viable and
profitable agribusiness sector in Sri Lanka. Private Sector Food Retailers
(e.g. Cargills, Keells etc) are setting up product purchasing links with
farmers in different parts of the country, allowing for a ready market
for the produce. There are also services provided by companies such
as CIC, Haychem, that provide services to rural producers, but who
are also marketers of chemical inputs. There are also independent
associations, e.g. the Tea Small Holders Association that represent the
interest of the producers.

Rural Financial Services in the country are delivered through: commercial
banks, Regional Development Banks, and savings and development
banks all regulated by the Central Bank; through the Co-operatives
regulated by the Department of Co-operatives; and through other
formal institutions regulated by either the Societies Ordinance Act, the
Voluntary Social Services Organisation Act or the Samurdhi Authority of
Sri Lanka Act. The microfinance sector in Sri Lanka is still very small,
with the NGO microfinance institutions operationally profitable but not
very sustainable in the long run. The commercial banking sector has
also engaged in microfinance, though the majority are reluctant to
enter this area of lending due to the costs and risks involved.

12



InTRODUCTION

Micro insurance, is a financial service that is much less developed than
micro-credit. The insurance market is extremely under developed in Sri
Lanka, however, there is increasing acceptance of the importance of
micro insurance as a tool to combat poverty.

SriLanka has a long tradition of village based societies and organisations.
The origins of these organizations vary. They include organisations
that people have voluntarily formed, organisations formed to access
government support organisations formed by the cooperative movement,
organisations stimulated by donor projects and funding, organisations
created by NGOs and more recently organisations formed by private
companies.

Framework for addressing rural poverty

The framework for writing the background papers that form the
remaining chapters of this book, and the key issues that arise from them
(articulated in final chapter), is derived from an analytical framework
that was developed in conjunction with the researchers, with inputs
from expert opinion and from the stakeholders. It was informed by
IFAD’s orientation towards the productive poor and interventions in
the agricultural sector, and takes into account contextual information
about who the poor are, where they live and how they engage in
different livelihood activity, drawn from secondary data produced by the
Department of Census and Statistics. The framework is clearly situated
within the orientation of the Mahinda Chintana.

It advocates targeting interventions in the geographic areas and
pockets within those areas which are more prone to poverty. It uses
two criteria i.e. consumption poverty and percentage of population in
the agriculture to identify those locations that need to be prioritised.
The poorest districts are concentrated in the three provinces - Uva
(Moneragala and Badulla districts), Sabaragamuwa (Ratnapura and
Kegalle Districts) and Central (Nuwara Eliya, Matale and Kandy).

13
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Table 1 Trend of Poverty Head Count Index in selected districts (%)

District 1990/91 1995/96 2002 2006
Nuwara Eliya 20 32 23 34
Moneragala 34 56 37 33
Ratnapura 31 46 34 27
Badulla 31 41 37 24
Kegalle 31 36 32 21
Matale 29 42 30 19
Kandy 36 37 25 17

Source: DCS 2006

The distribution of the employed population highlights the fact that
the districts with the highest proportion of the poor, namely Nuwara
Eliya, Badulla and Moneragala, are also the districts with the highest
proportion of population engaged in agriculture. The approach therefore
argues that interventions should prioritise the districts of Nuwara Eliya,
Badulla, Moneragala, Ratnapura and Kegalle.

In the provinces of Central, Uva and Sabaragamuwa where the poorest
districts are, the major agricultural livelihood activities of the poor
include small holder tea, and small scale farming of vegetables, pulses,
fruits, spices, paddy and dairy. Most of these farmers are subsistence
oriented. CEPA proposes focusing on these small holder farmers,
livestock producers and rural wage labour.

CEPA recognises that an approach that begins with recognition of who
the poor are, where they are located, and what their livelihood activities
are, is very likely to be at odds with a sector or crop development
approach. Stakeholders in the central institutions tend to take a more
macro approach to the development of agriculture and the rural
economy. The poverty-centric approach has greater resonance among
officers in the Provincial Councils, who are close to the problem.

The framework has consciously excluded consideration of poverty in the
Northern and Eastern provinces, and the fishing sector. At the point of
writing, the violence in the North and East precluded any consideration
of an organization like IFAD (with no experience of working in conflict
situations, and a limited presence in Sri Lanka) working in those areas.
There was also very little statistical data from the provinces, even though
a priori a situation of poverty and deprivation could have been assumed.
Fishing communities did not emerge as a priority community because

14
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it was considered that post-tsunami the fishing communities outside
of the North and East had made significant gains out of poverty, and
that poorest were fishing families in areas where there was continued
violence. In the post-war context there are opportunities to intervene
in the North and East, and so an additional study on the two provinces
is being done and will be published separately.

The Chapters on the Rural Economic Opportunities and Rural Factor
Markets provide the arguments for this approach, and explore the ideas
in depth. The Chapter on Environment and Climate Change situates
small holders in the wider context of risk from climate change, and the
Chapters on Rural Institutions and Microfinance provide a background
of services available to small holders. Migration is one strategy that
poor women and men proactively use to overcome situations of income
deprivation. This is explored in Chapter 4. The book concludes with a
brief description of the options for intervening in the sector.

15
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THE RuraL Economy AND THE Non FARM SECTOR IN SRI LANKA: ISSUES AND OPPORTUNITIEDS
Executive Summary

The rural economy consists of a complex, interlinked set of activities
that relate to production, distribution, exchange, and consumption of
goods and services. The economy consists, often largely, of agricultural
activities, but also industry and services. While it is often broken down
and analysed in relation to one sector within the rural economy -
for example, agricultural activities — the growth and development of
one sector within the rural economy is often inextricably linked with
other sectors in the economy, not least because the same households
engage in many, if not all, of these activities. This paper seeks to
identify opportunities for possible interventions by using a theory-
based framework of livelihood options in the rural economy together
with literature and data about the nature and characteristics of the rural
economy in Sri Lanka.

For the purpose of understanding rural economic opportunities, the
paper uses a framework setting out the potential livelihood options
available in rural areas. Agriculture is the starting point due to its
historical prominence in the rural economy and in addition to farming,
fishing, livestock rearing and forestry, it includes self employment as well
as wage employment. Together these can be termed as “farm-based
livelihoods”. These activities are closely linked to, and supported by,
other non-farm based activities such as input supply, output processing
and support services. In addition to agriculture and its related activities
in industry and services, the rural economy also includes activities which
have no direct link to agricultural activities, such as manufacturing,
sand mining and tourism. These can be termed as “non farm-based
livelihoods”. Similar to farm-based livelihoods, these activities are also
supported by input supply, output processing and support services.
Outside of these two main strands of livelihood activities and their
related activities, life in rural areas is also dependent on goods and
services produced for the rural population, including consumer items
such as furniture, and services such as banking, communication, and
trade. Finally, while the activities discussed above are within the rural
economy, migration out of the rural economy is also a livelihood option
available to the rural population.

Available literature and data indicate that the rural sector in Sri Lanka
contains much of the economic activity in the country. While about 85%
of the population lives in rural areas, the rural economy provides 89%
of employment in the country. It also accounts for almost 85% of the
jobs created in the formal sector and close to 92% of the employment
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generated in the informal sector. As can be expected, it generates all
the employment in agriculture, but also much of employment in industry
and services. "Own account workers” comprise about one-third of
employment in the rural economy, most of them in the informal sector.
This group includes small holder farmers as well as self employment in
rural enterprises. It is estimated that there are 3.6 million small holder
farming households and over 600,000 small rural enterprises. Rural
enterprises are mostly involved in production and/or manufacturing,
followed by trade and services. The “"employee” category accounts for
just over half of the employment in the rural economy, and includes
salaried workers and casual wage workers. About a third of formal
employees work in elementary occupations while a larger proportion
of informal employees work in similar occupations. In terms of wages,
the formal sector employees receive on average almost twice what is
paid to informal sector workers. While the number engaged in self-
employment activities is estimated to be growing at 1% per annum, the
number of wage workers is increasing at the rate of 4% per annum.
The rural economy also contains a substantial number of “unpaid family
workers” who tend to be mostly women.

The rural sector contains 82% of the poor in the country. Analysis of
poverty data indicates that rural poverty is linked to spatial characteristics,
and that there are areas, and pockets within areas, which are more
prone to poverty. Also historical poverty data indicates that some of
these areas have seen persistently high levels of poverty during the
past 20 years. Overall, macro-poverty data indicates that the poorest
districts, including those with persistently high levels of poverty, are
concentrated in three provinces - Uva, Sabaragamuwa and Central.
Looking at employment activities in areas where the poor live indicates
that there may be a correlation between poverty and agriculture since
areas with the highest proportion of poverty are also the areas with the
highest proportion of people engaged in agriculture. However, districts
such as Anuradhapura and Polonnaruwa, which have large numbers
engaged in agriculture but relatively low and declining rates of poverty,
indicate that employment in agriculture is not necessarily or inevitably
linked to poverty.

The importance of agriculture and non agricultural activities to household
income varies across income groups, with the poorer households more
dependent on agriculture. While the poor have diversified from farm
to non-farm sector to a great extent, the transition has been driven by
households being squeezed out of agriculture due to low productivity
levels and non-viable agricultural units. The poorest households depend
heavily on casual non-agricultural labour. Poverty is also associated with
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under-, rather than un-employment, and is common among household
heads engaged in the informal sector in occupations related to, for
example, agriculture and fisheries. These activities are also highly
seasonal, which further aggravate the problem of under-employment.

The paper also looks at the opportunities in the rural non-farm sector
to drive growth in the rural economy. Overall, the main areas are
agribusiness, manufacturing and services, where limited activities are
currently taking place and consequently substantial opportunities exist
for interventions to promote livelihoods. The growth of the non-farm
sector is substantially constrained by poor infrastructure which limits
access and connectivity within rural areas as well as to rural centres,
sluggish growth in agriculture which limits inputs for agribusiness, and
limited availability of capital and entrepreneurship, particularly skills and
technology. Deteriorating health, educational and technology services
to rural areas can also spur migration out of rural areas, resulting in
persistent rural poverty.

Government policies take a holistic view of rural development, and the
flagship programme, Gama Neguma, is based at the level of the village
and aims to address village level constraints to development. There is
also a strong infrastructure development thrust which focuses on road
development, including rural roads. The government policies also aim
to reduce under-employment and support livelihoods in the informal
sector, which are very relevant to the poor within the rural economy.

Overall, the analysis presented in the paper suggests that there are
three potential strategies to improve rural economic opportunities. They
are (i) promote more and better opportunities for wage employees; (ii)
support non farm self-employment and rural enterprise development;
and (iii) support development and living standards in rural areas directly,
through investments in infrastructure and services.
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1 Introduction

1.1 Why look at rural economic opportunities

The rural economy consists of a complex, interlinked set of activities
that relate to production, distribution, exchange, and consumption of
goods and services. The economy consists, often largely, of agricultural
activities, but also industry and services. While it is often broken down
and analysed in relation to one sector within the rural economy — for
example, agricultural activities — the growth and development of one
sector within the rural economy is often inextricably linked with other
sectors in the economy, not least because the same households engage
in many, if not all, of these activities.

1.2 Thematic paper overview

The objective of this paper is to examine the nature and characteristics
of the rural economy in Sri Lanka in order to identify opportunities
for possible interventions for IFAD. The overall rationale driving the
discussion is that interventions should contribute to a qualitative
improvement in the living standards of rural households, especially
those with an agricultural component in the household livelihood
portfolio. The interventions should also help to orient the rural sector to
have a greater responsiveness to market/demand signals. The paper is
based on a desk review of international and national materials, including
journal and newspaper articles, documents and information issued by
the GOSL, including the Department of Census and Statistics and the
Central Bank, multilateral agencies such as the World Bank and the Asian
Development Bank, key person interviews and small group discussions
carried out during the country strategy preparation process.

The paper begins by setting out a framework to understand and unravel
the many activities and sectors which comprise the rural economy in
developing counties such as Sri Lanka. Part 3 provides a discussion of
the rural economy in Sri Lanka in relation to its size, composition and
characteristics, and part 4 focuses on the characteristics of the rural
poor within the rural economy, focusing in particular on their livelihood
activities. Part 5 focuses on the rural non farm sector!, to understand the

1 This paper is closely linked to the thematic paper on rural factor markets which is the
complementary discussion to part 5 of this paper, as it focuses on the rural farming
sector.
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potential opportunities for interventions to increase livelihood options for
the productive poor. It also provides an overview of relevant government
policies and programmes to promote rural economic development. Part
6 concludes by synthesising the opportunities available to address the
constraints to rural economic development discussed in this paper.

2 Framework for Understanding Rural Economic
Opportunities

2.1 What is the rural economy?

The rural economy is defined in relation to the location where economic
activities take place, as well as in relation to the nature of the activities
themselves. While in many parts of the world the rural sector is defined
in relation to population density, in Sri Lanka it is defined as the residual
category, and covers all areas excluding urban areas (defined as those
areas which are governed by municipal and town councils) and the
estate sector (defined as plantations with more than 20 acres, 10
resident labourers, with a single administration body) areas?. Following
this definition, the paper also takes a broad view of the rural sector as
encompassing both dispersed rural settlements as well as rural towns
where many of the ancillary nonfarm service and commercial activities
are typically concentrated. This broad view of the rural economy
follows a long tradition, from Chuta and Liedholm (1979) to Haggblade
(2006).

2.2 Understanding livelihood opportunities in the rural
economy

Initial settlements in rural areas depend, almost always, on agriculture,
which is unique among economic activities in that it requires a physically
dispersed production. In most parts of the world, agriculture is the
largest employer in rural areas, the largest income generator and the
largest user of raw materials, and clearly plays a predominant role in
influencing the size and structure of the rural economy.

As the rural economy develops and expands, productivity gains allow
the release of labour and capital to other sectors. As urbanisation
accelerates, the linkages between rural and urban areas also increases

2 Department of Census and Statistics (DCS). With the shift towards bringing the estate
sector into the mainstream, the rural sector is increasingly shown inclusive of estate
sector data, for example in the Labour Force Survey data provided by the DCS.
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and a broader range of economic forces begin to influence incentives
and opportunities for the rural economy. In prosperous agricultural
settings where improved farm technologies become available, a growing
agriculture sector stimulates the growth of the rural economy through
a number of key linkages. Rising labour productivity on the farm
increases per capita food supplies and releases farm family workers
to undertake nonfarm activities. Equally important, increases in farm
incomes, together with high rural savings rates, make capital available
for investment in nonfarm activities. Input requirements in agriculture
increase demand for repair, transport and input delivery services.
Increasing production of agricultural raw materials requires additional
transport, processing and trade. Consumer demand from increasingly
prosperous farm households likewise boosts demand for rural services
of all kinds, particularly transport, prepared foods, education, medical
services, housing and education (Haggblade et al. 2002).
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The framework shown in Box 2.1 is a simplified depiction of these
diverse rural economic opportunities and linkages. As discussed above,
agriculture is usually the starting point due its historical prominence in
the rural economy. According to standard national accounting definitions,
the agricultural sector includes the primary production of all unprocessed
plant and animal products: crops, aquaculture, livestock husbandry,
woodlot production, hunting, fishing and forestry. Also included in
agriculture is off-farm income or employment which refers to “off the
owner’s own farm” and consequently, includes wage employment in
agriculture, earned on other peoples’ farms. Together these can be termed
“farm-based livelihoods” (see Box 2.1). These agricultural activities are
closely linked to, and supported by, other, non-farm based activities
such as input supply (such as seeds, fertiliser, equipment etc), services
(such as transport, storage, credit etc) and output processing (such as
milling, packaging etc). Agro-processing, which is the transformation of
raw agricultural products by milling, packaging, bulking or transporting,
includes aspects of output processing and services.

In addition to agriculture and its related activities in industry and
services, the rural economy also includes activities which have no
direct link to agricultural activities, such as manufacturing, sand mining
and tourism. These can be termed “non farm-based livelihoods” (see
Box 2.1). Similar to farm-based livelihoods, these activities are in turn
supported by input supply, support services and output processing.

Outside of these two main strands of livelihood activities and their
related activities, life in rural areas is also dependent on goods and
services produced for the rural population, including consumer items
such as furniture, services such as banking, communication, and trade.
Finally, while the activities discussed above are within the rural economy,
migration out of the rural economy is also a livelihood option available
to the rural population.

While the framework shown in Box 2.1 is useful to understanding the
main livelihood opportunities available in the rural economy, it has a
number of limitations. It does not show all the many ways in which these
different types of activities are linked with each other (for example,
services such as transport, are linked to all aspects of rural life and all
activities in the rural economy). Also, it does not capture the historical
development, nor the dynamism, of rural economic activity.

Experiences from other countries indicate that the composition of rural
economic activity changes perceptibly over time, particularly in buoyant
agricultural settings. Increases in real wages raise the opportunity cost
of labour, thereby making low-return activities uneconomic. This leads
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to households moving away from low-return agricultural, as well as
craft and household manufacturing, activities and to the growth of
higher-return nonfarm activities such as mechanical milling, transport,
commerce, health and educational services. However, in regions without
a dynamic economic base, patterns of growth in the rural economy can
unfold very differently. Where population growth continues unabated
for many generations, land availability diminishes and ultimately, in
the absence of careful land management, so does soil fertility. Without
technological advances in agriculture, labour productivity and per capita
farm production fall. In such settings, growing landlessness pushes
labour force increments into nonfarm activity by default. While in both
scenarios, a growth in non-farm activity is the end result, this may be
driven by opportunity or default.

3 Rural Economy in Sri Lanka

3.1 Size

The size of an economy can be estimated in terms of the value of its
production. There are no precise calculations of the contribution of the
rural economy to GDP and the classification of national accounts is not
conducive to assessing this easily as there is no breakdown by location
of value addition. Therefore, the contribution of the rural economy has
to be imputed by looking at how much of agriculture, industry and
services takes place in rural areas.

The contribution of the rural
economy is often under-
estimated because it is often
equated with the agricultural
sector. Agriculture is mainly a

Box 3.1 Sectored contribution to
GDP

Agriculture (12% of GDP): Major
products - rice, tea, rubber, coconut,

rural activity and in Sri Lanka,
despite steady growth in value
added termes, its contribution to
GDP has been in decline, and
presently stands at above 12%,
compared to 28% from industry
and 60% from services (see Box
3.1). However, this picture is
misleading as it is derives from
the definition of agriculture;
only crop production, fishing
and livestock rearing is shown
under agriculture while food

and spices.

Industry (28% of GDP): Major
products-garmentsand leather goods,
rubber products, food processing,
chemicals, refined petroleum, gems
and jewellery, non-metallic mineral-
based products, and construction.

Services (60% of GDP): Major types
- tourism, wholesale and retail trade,
transport, telecom, financial services.

Source: Department of Census and
Statistics, 2009
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processing is part of industry. In fact food processing, or agribusiness,
much of which is carried out within the rural economy and is closely
linked to agriculture, is the primary contributor to industry output
value. In 2002, 46% of value addition by industry was derived from the
processing of food, beverages and tobacco products (Table 3.1). The
contribution of food, beverages and tobacco products is twice as much
as the contribution from textile, apparel and leather products.

Table 3.1 Value-addition in industry (2002 constant prices)

Category 2007
Food, beverages and tobacco products 46.5%
Textile, wearing apparel and leather products 24.0%
Wood and wood products 0.3%
Paper products, publishing and printing 0.4%
Chemical, petroleum, coal, rubber and plastic products 15.5%
Non-metallic mineral products 4.1%
Basic metal products 0.3%
Fabricated metal products, machinery and transport equipment 8.4%
Manufactured products not elsewhere specified 0.5%

Source: Central Bank 2007

In the absence of production data, the total employment provided can
indicate the size and importance of the rural economy. While about
85% of the population lives in rural areas, the rural economy provides
89% of employment in the country (Table 3.2). It accounts for almost
85% of the jobs created in the formal sector and close to 92% of the
employment generated in the informal sector.

Table 3.2 Employment provided by sector (2007)

Formal Informal Total
Rural 2,273,766 84.7% 3,999,081 91.8% 6,272,847 89.1%
Urban 412,082 15.3% 356,928 8.2% 769,010 10.9%
Total 2,685,848  100.0% 4,356,009 100.0% 7,041,857 100.0%

Source: Department of Census and Statistics, Quarterly Labour Force Survey, 2007

Contrary to popular belief which equates rural with agricultural activity,
agriculture is the main source of household income for just 32% of
the population. This indicates that a substantial number of households
in rural areas are engaged outside the agriculture sector, in industry
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and services. Table 3.3 shows employment data by sector and area
for 20063, when rural areas generated 88% of employment in industry
and 79% of employment in services. Industry and services therefore
are already accounting for the substantial value addition and economic
opportunities in the rural economy and in 2003, an estimated 67% of
total employment was provided in the rural economy, in non-agricultural
activities (World Bank 2007).

Table 3.3 Employed persons by major industry groups by sector —
Q1, 2006

Sector Major sectors in the economy

Agriculture % Industry % Services %
Rural 2.3 mn 99% 1.6 mn 88% 2.2 mn 79%
Urban 0.03 mn 1% 0.2 mn 12% 0.6 mn 21%
Total 23 mn  100% 1.8 mn 100% 2.8 mn 100%

Source: Department of Census and Statistics, Quarterly Labour Force Survey, 2006

3.2 Composition

About two thirds of the employment provided in rural areas is in the
informal sector (Table 3.4). This trend is seen irrespective of gender. The
informal sector in the rural economy also contains a substantial number
of unpaid family workers (close to 700,000 workers), who also tend to
be mostly women. Employment in agriculture is estimated to account
for about one-third of all employment in the informal sector, while non-
agricultural employment accounts for the rest (Gunatilaka 2008).

Table 3.4 Employment in the rural economy by status of employment
(2007)

Rural Economy

Status of employment Formal Informal Total

Employee 32.4% 22.7% 55.2%
Employer 1.0% 1.4% 2.5%
Own account worker 1.9% 29.4% 31.3%
Unpaid family worker 0.9% 10.2% 11.1%
Total 36.2% 63.8% 100.0%

Source: Department of Census and Statistics, Quarterly Labour Force Survey, 2007

3 This desegregation is not available for 2007 or 2008 as yet.
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Own account workers comprise about 31% of employment in the rural
economy, most of them in the informal sector. This group includes
smallholder farmers as well as self employment in rural enterprises.
It is estimated that about 92% of the agricultural land area held and
operated by families is in smallholdings of below two hectares. These
smallholdings are distributed over 3.5 million distinct land parcels held
by about 3.6 million rural households under a wide range of tenure forms
and transactional relationships which have developed over time (CEPA
2006). Smallholder farmers in Sri Lanka are said to be semi-subsistence
oriented and mainly grow tea and paddy, other field crops and fruit and
vegetables (IPS 2004)*. The smaller subgroup, within the category of
own account worker, is self employment in rural enterprises. A World
Bank study (Jin et al. 2005) estimated that there are over 600,000 small
rural enterprises throughout the country. They are mostly involved in
production and/or manufacturing, followed by trade and services®.

The category of “Employee” accounts for 55% of employment in the
rural economy, with 32% being salaried workers and 22% being casual
wage workers. About a third of formal employees work in elementary
occupations while a larger proportion of informal employees in similar
occupations. Nearly half of all informal employees work in enterprises
employing less than 5 workers. In terms of wages, formal sector
employees receive on average almost twice of what is paid to informal
sector workers. Given the low wages received by informal sector
workers, it is important to note that, while the number engaged in self-
employment activities is estimated to be growing at 1% per annum,
the number of wage workers is increasing at the rate of 4% per annum
(World Bank 2007:131).

As noted above, about two-thirds of those employed in the rural
economy are working in the informal sector — and this is true irrespective
of gender. Among women however, this is in contrast to the urban
economy where more women are working in the formal sector than
in the informal sector. More men are employed in the informal sector,
irrespective of whether they are in urban or rural areas (Table 3.5).

4 See thematic paper on factor markets for a more focused discussion on smallholder
farmers

5 See chapter 4: non farm rural economy in this paper for a more detailed discussion
of rural enterprises.
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Table 3.5 Employment in the rural economy by gender (2007)

Number of persons Employed in the Rural Economy
Gender Formal Informal Total
Male 1,365,065 33.1% 2,754,492 66.9% 4,119,556 100.0%
Female 908,702 42.2% 1,244,607 57.8% 2,153,309 100.0%
Total 2,273,767 3,999,099 1,246,635 6,272,865

Source: Department of Census and Statistics, Quarterly Labour Force Survey 2007

3.3 Characteristics

In an average rural household, about half of the per capita income
comes from non-farm earnings (Chart 3.1). Agricultural households® are
also highly dependent on non-farm income and the share of their income
from non-farm activities (41%) exceeds their income from agricultural
activities (32%). Among agricultural households there is a variance in
the role of non-farm incomes across crop types. For example, 43% of
monthly income of paddy farmers comes from non-farm activities (and,
in fact, exceeds the value of their agricultural income), compared to 30%
for higher value crop farmers such as fruit and vegetable growers.

Chart 3.1 Share of monthly HH income by type of household

100%-

80% -

60%

40% -

share of HH income

20% -+

0%

Paddy Tea/Rubber Fruit/ Veg Coconut All Agricultural Non
Farmers Farmers Farmers Agricultural

l O Agricultural Income ® Non Agricultural Income o Transfers @ Remittances

Source: World Bank 2007

6 Defined as households engaged in agriculture, that is, deriving any income from crop
production, livestock raising and agricultural wage labour
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Despite the contribution of non-farm income sources however, analysis
of change in rural incomes over time has also highlighted the slow rate
of growth in rural incomes, particularly among agricultural households.
The poorest 7% among rural households and poorest 10% of agricultural
households saw a decline in their income between 1995/96 to 2001/02.
While most rural households saw at least an increase of 10% in their
income, less than 20% of agricultural households saw an increase in
their income greater than 10%. These figures indicate that households
dependent on agriculture, which account for more than 60% of the
population in rural areas, are also the majority of the rural poor.

3.4 The private sector and its role in the rural economy’

The involvement of the formal private sector (understood here as
registered businesses) in the rural economy in Sri Lanka, particularly
agriculture, is somewhat limited. This is evidenced by the fact that more
than two-thirds of employment in the rural economy is provided by the
informal sector. Rural enterprises are mostly small scale (a 1995 survey
of rural industries showed that 97% employed fewer than 15 workers),
informal businesses while registered private companies mainly tend
to be based in urban areas, particularly the Western Province. This is
despite several years of active policies and programmes to promote
private sector engagement in the rural economy (World Bank 2003).

There are, however, a number of private companies active in the rural
economy, many of which are large enterprises engaged in a gamut
of activities. These include input supply and other support services to
agriculture, commercial-scale cultivation, processing and marketing.

Private sector companies that provide services to the rural sector include
those organisations that supply seed and other inputs, supply farm
machinery, equipment and farm machinery, transporters, and credit
suppliers. CIC, for example, is dominant in the seed supply business,
having acquired two state-owned seed paddy farms and has also ventured
into the importation of vegetable seeds. In particular the Pelwehera R&D
programme focuses on developing seed paddy including traditional rice
varieties targeting a high-value, export market (CIC 2009).

Limited extension, advice and training services are also supplied by
the private sector, but this is usually only in relation to the inputs they

7 This section was included at the request of the Country Programme Management
Team (CPMT) to consolidate the information on private sector presented in the
thematic papers such as the papers on Rural Institutions, Microfinance and Rural
Factor Markets, as well as elsewhere in this paper.
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market or the outputs they buy (such as through out grower schemes).
Private sector institutions are also active in the provision of financial
services to the rural economy, such as Ceylinco Grameen Credit, and
LakJaya which have widespread outreach in populated areas.

Private sector companies engaged in cultivation include regional
plantation companies, which are mainly engaged in tea, rubber and
coconut cultivation, as well as companies such as CIC and Hayleys
which focus mainly on vegetables and fruits. While a few companies
have their own farms, limited availability of farm lands has resulted in
private sector engagement via outgrower schemes. CIC, for example,
estimates that they support 3,000 paddy farmers and 5,000 vegetable
and livestock farmers through their outgrower schemes (CIC 2009).

Agricultural processing or the agribusiness sector, is an area which
contains a number of private companies. The prevalent model, used
notably by both CIC and Hayleys, is a privately owned factory surrounded
by outgrower farmers who sell their produce to the factory. A similar
system is used by private companies such as Nestle to collect milk from
livestock farmers in the dairy sector. In addition to buying the farmers’
produce, the private company also provides capacity building to the
farmers, usually through demonstration plots for crops, and also some
extension services.

As with agribusiness, the private sector is playing an increasingly
important role in the marketing of agricultural output. While most
farmers sell to the middleman and only about 10% sell direct to
private companies, there is an increased interest among private sector
companies, for example Cargills, to buy direct from the farmers. Forward
contracting has been experimented with in a number of cases, including
in IFAD supported projects, with varying degrees of success®.

4. The Poor within the Rural Economy

4.1 Prevalence of rural poverty

Data on consumption poverty in Sri Lanka shows that it is on a generally
declining trend. Rural poverty has declined from 29.5% in 1990/91 to
15.7% in 2006/07. Nevertheless, rural areas still account for 82% of
the poor in the country or 2.3 million people, and the decline in rural
poverty is slower than that seen in the urban sector (Chart 4.1).

8 See also Box 5.1 for a discussion on private sector views on challenges and
opportunities facing the rural economy.
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Chart 4.1 Poverty headcount by sector (1990/91 — 2006/07)
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In terms of dietary energy consumption however, 49% of the rural
population is below the 2030kcal level, compared to 65% of the urban
population and 37% of the estate population. In terms of the depth of
poverty®, the poor in the rural sector are poorer than those in both the
urban and estate sectors; on average the rural poor required Rs.452 in
additional monthly income in 2006/07 to escape poverty, compared to
Rs.423 for urban and Rs.434 for estate poor.

4.2 Spatial spread of rural poverty

The geographic spread of the incidence of rural poverty indicates that
there are areas, and pockets within areas, which are more prone to
poverty. Regression analysis to identify the likelihood of a household
being poor have shown that location-specific characteristics, such
as accessibility, the share of agricultural employment in total paid
employment of household heads and share of electricity used for
lighting, are important. The district level datal® shows that in Nuwara
Eliya, Moneragala, Ratnapura, Badulla and Kegalle, more than 20% of
the population is below the poverty line (Chart 4.2). In terms of the
numbers of poor, Ratnapura leads with close to 300,000 poor, followed
by Nuwara Eliya, Kurunegala, Kandy, Badulla and Gampaha.

9 Poverty Gap data provided by DCS
10 DCS poverty data discussed in this section excludes the North and East
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Chart 4.2 Poverty headcount by district (2006/07)
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Chart 4.3 Poverty headcount by district (1990/91 — 2006/07)
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Some districts have been persistently poor. Chart 4.3 shows the change
in the Head Count Index (HCI) between 1990/91 and 2006/07 and it
clearly shows that districts such as Moneragala, Ratnapura, Badulla and
Kegalle have seen persistently high levels of poverty during the past 20
years. These districts contain many areas within the district too, which
are geographically isolated pockets of poverty. Out of the 119 poorest
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DS divisions identified, 45 or almost 40% are located in the above four
districts!! (see Annex 2).

The poorest districts, in terms of percentage of population below the poverty
line as shown in Chart 4.2 and 4.3, are concentrated in three provinces:
Uva (Moneragala and Badulla districts), Sabaragamuwa (Ratnapura and
Kegalle Districts) and Central (Nuwara Eliya, Matale and Kandy).

4.3 Employment opportunities available to the rural poor

To understand what the poor do, it is necessary to look at the
employment activities in areas where they live. Chart 4.4, which shows
the distribution of employed population by district and major industry
group, highlights the fact that the districts with the highest proportion
of people engaged in agriculture — namely Nuwara Eliya, Badulla and
Moneragala, are also the districts with the highest proportion of the
poor. However, districts such as Anuradhapura and Polonnaruwa, which
have large numbers engaged in agriculture but relatively low and
declining rates of poverty, indicate that employment in agriculture is
not necessarily and inevitably linked to poverty.

Chart 4.4 Distribution of employed population by district and sector
-2007
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Within sectors, it is clear that agriculture provides much more
employment in the informal sphere than either industry or services.

11 Those discussed in this chapter, to understand where the consumption poor live.
Further dis-aggregation to Divisional Secretary Division is also available, including
data on unmet basic needs disaggregated to the Grama Niladari level.
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Overall, 84% of employment in the agricultural sector is informal,
compared to 57% in industry and 48% in services. This is particularly
relevant for a discussion on poverty, as it is estimated that formal sector
employees receive, on average, almost twice what is paid to informal
sector workers. Chart 4.5 shows the employed population in formal
and informal sectors in agriculture, industry and services, arranged
by province. It can be seen that the share of the informal sector in
employment, particularly in agricultural employment, is very high in
some areas, such as Anuradhapura, Moneragala and Polonnaruwa, but
lower in otherwise heavily agricultural areas, such as Nuwara Eliya which
has a large proportion of employment provided in regional plantation
companies.

Chart 4.5 Distribution of employed population by district, sector and
formal/informal -2007
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The relative dependence of rural households on agricultural and non-
agricultural incomes varies significantly across expenditure quintiles. Rural
households in the second and the third quintiles on average derive about
one third of their income from agricultural activities. The poorest households
obtain about one quarter of total income from agricultural activities, of which
about 13% came from farm activities and 11% from casual agricultural
labour. Overall, the poor are more reliant on income from agriculture and
agricultural wages than the richer households who have a larger share of
income from non-agricultural sources (World Bank 2003).
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The importance of income from agricultural sources differs across the
regions. It is critical in the North Eastern province where it accounts
for 67% of household income, Sabaragamuwa (60%), Uva (59%),
Southern (48%), and Central (47%) provinces. Agricultural households
comprise 76% of rural households in Uva, 53% in North Eastern, 83%
in North Central, and 50% in Sabaragamuwa. These are also the areas
which have some of Sri Lanka's highest rural poverty rates.

The rural poor are also more dependent on casual wage work, be it
agricultural or non-agricultural. While poorer households (bottom 40%)
depend heavily on casual non-agricultural labour, salaried government
and private jobs play a more important role for richer households.
Notably, government salaries, on average, accounted for the largest
share (33%) of incomes of the richest households. Among agricultural
households, almost 40% of the household income of the poorest group
comes from casual wage labour. Of this, 24% comes from agricultural
wage work, and 15% comes from non-agricultural wage work. In
comparison, among the richest, wage work accounts for about 10%
of household income, of which 6% comes from agricultural wage work
and 4% comes from non-agricultural wage work (Table 4.1).

Table 4.1 Portfolio of household income of rural agricultural HH, by
expenditure quintile (1999-2000)

Source of Poorest Second Third Fourth Richest Total

income

Agricultural 47.6 53.1 53.3 46.7 48.5 49.9
Farm 23.4 35.4 40.1 37.0 42.5 36.6
Casual Ag 24.3 17.6 13.2 9.74 6.0 13.
wages

Non-farrn 36.9 32.0 29.6 39.5. 32.2 33
Casual Non-ag 15.2 14.0 9.4 8.0 4.6 9.8
wages
Public Salaries 6.5 8.9 12.2 19.9 26.2 15.4
Private Salaries 13.9 12.1 7.7 11.3 7.1 10.1
Sale of farm 1.0 0.7 0.9 1.2 1.4 1.0
products

Transfer 8.7 7.6 7.5 6.6 9.2 7.9

Samurdhi 7.3 6.4 4.3 3.1 1.8 4.4

Farm subsidies 0.2 0.2 0.1 0.1 0.2 0.2

Remittances 3.5 4.7 5.3 4.2 4.5 4.5

Other 3.4 2.7 4.2 3.1 5.5 3.8

Fisheries 0.1 0.1 0.2 0.0 0.9 0.3

Estate 1.0 0.8 0.5 0.3 0.1 0.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: World Bank 2003
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Poverty in Sri Lanka is also associated with under, rather than un-
employment. Under-employment, thatis engagement in low productivity
activities such as casual wage employment, is more common among
household heads!? in Sri Lanka, than outright unemployment. It is
seen among less educated workers engaged in the informal sector in
occupations related to, for example, agriculture and fisheries. These
activities are also highly seasonal, which also aggravates the problem of
under employment. A recent case study of two rural DS divisions in the
Hambantota District suggests that the problem of under-employment
is more acute than is suggested by macro data. The survey found that
under-employment was as high as 76% among those who identified
themselves as ‘employed’ as farmers and wage workers, which is
three times the estimate provided by the Consumer Finances and
Socioeconomic Survey for the rural sector (Vidanapathirana 2008).

Education is an important determinant of agricultural and rural non-
farm employment and incomes. Analysis of the Sri Lanka Integrated
Survey (SLIS) 1999-2000 data indicates that a household head's level
of education is correlated with earnings from farm and non-farm
sources. In particular, agricultural incomes constitute a smaller share of
total income in households where the household head has 10 or more
years of schooling; uneducated household heads derive 31% of their
incomes from agricultural activities. The share of income from non-
farm sources, in particular salary earnings, increases significantly as
education levels rise for household heads. Salary earnings account for
approximately 57% of total household incomes where the head has 10
or more years of education and drop to 23% where the household head
had no education (World Bank 2003).

Because of a number of constraining factors, the poor also tend to
see wage employment as the most likely avenue to increase their
household income. In a survey covering the Kandy, Matale and Nuwara
Eliya districts in the Central Province, only about half had plans to
increase their income and of them, nearly half said that they planned to
increase their income by seeking local wage employment (Table 4.2).
In addition, nearly a quarter planned to start a new business while
nearly a fifth planned to expand existing businesses. These households
are all constrained by the lack of capital and opportunities. Significant
numbers of young, relatively skilled workers want to migrate and many
have already done so, mainly to the Colombo district. The study found
that while households have diversified from the farm to the non-farm

12 Unemployment, on the other hand, is commonly seen among youth.
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sector to a great extent the transition has been driven by households
being squeezed out of agriculture due to low productivity levels and
non-viable agricultural units, and by their becoming non-specialist
agricultural households engaging in the non-farm sector in order to
diversify risks. It found little evidence of sufficiently dynamic industrial
and services sectors leading the transition. Similar findings are reflected
in other recent reports (Box 4.1) suggesting that in Sri Lanka, the growth
of the non-farm sector is driven by default rather than opportunity.

Table 4.2 Methods by which households planned to increase non-
farm income

Method Kandy Matale Nuwara Overall

Eliya Central

Province

% % % %

Seek local wage employment 50.00 54.83 36.11 48.00
Open new businesses 23.00 22.58 25.00 23.00
Expand existing businesses 21.00 9.67 22.22 19.00
Other 6.00 12.90 16.66 10.00
Total 100.0 100.0 100.0 100.0

Source: Gunatilaka 2003

Box 4.1 Extract from Sri Lanka: Promoting Agricultural and Rural
Non-farm Sector Growth

“The non-farm sector is increasing in importance to rural households as a
source of income - on average about 56% of the total by 1999-2000. An
analysis of the composition of rural non-farm incomes reveals, however, that
the more income-vulnerable households (bottom 40% in rural expenditure
quintiles) depend in the main on lower-paying and distinctly less secure,
casual, non-agricultural wage labour. Given Sri Lanka's large reservoir of
well-educated rural citizens, more rapid industrial and services sectors'
growth is a critical means of enabling more rural workers to graduate to
better paying salaried jobs and, in the process, to contribute importantly to
rural poverty reduction.”

World Bank 2003: pp xii
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5. Non Farm Economic Opportunities

Inthis section, the paper focuses on the non farm economic opportunities,
which relate to all economic activities other than farm-based livelihoods
(Box 1). There are many activities which fall within the frame of non-
farm economic activities as shown in Box 1. According to Haggblade,

“...the rural nonfarm economy houses a highly heterogeneous collection
of trading, agro-processing, manufacturing, commercial and service
activities. The scale of rural nonfarm activity varies enormously, from
part-time self-employment in household-based cottage industries to
large-scale agro-processing and warehousing facilities operated by
large multinational firms. Often highly seasonal, rural nonfarm activity
fluctuates with the availability of agricultural raw materials and in rhythm
with household labour and financial flows between farm and nonfarm
activities. Across settings, the composition of nonfarm activity differs
considerably as a function of widely variable natural resources, labour
supply, location, history and institutional endowments” (2006:3).

The section starts, therefore, with an overview of what is known about
the rural non-farm sector in Sri Lanka.

5.1 Non-farm sector in Sri Lanka

In Sri Lanka, there is limited data available regarding the size and
composition of the rural nonfarm sector. What information is available
tends to be about specific activities within the nonfarm sector.
Accordingly, this section will attempt to understand the rural nonfarm
sector by looking at some of its components, namely agribusiness
activities, manufacturing, trade and services.

5.1.1 Agribusiness

The agribusiness sector has the capacity to generate employment and
equitable income growth throughout the economy since agriculture
is the main employer in the country. In addition, diversification into
suitable agribusiness ventures and developing the food processing
industry could boost rural income. The agribusiness sector includes all
activities in the production, manufacturing, distribution, and wholesale
and retail sales of agriculture commodities. However, even though the
potential for rural development, utilising the benefits created through
value addition and sector focused investments are well understood, the
country is not well geared towards realising the full benefits. This is despite
the fact that the sector's potential in making a positive impact on rural
development, and creating employment opportunities has increased.
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According to the National Agribusiness Council, the production of fruits has
increased at a compound annual rate of 3% over the past decade but only
1% of the production is commercially processed, in contrast to 83% in
Malaysia, 78% in the Philippines and 30% in Thailand. Wastage, estimated
to be as high as 40%, is the highest among the South Asian countries.
Value addition is constrained by the long value chain with too many
intermediaries. Scale efficiency is minimised. Value addition in this sector
is constrained due to many factors, such as inadequate infrastructure,
inappropriate technology, lack of quality products, low level of support
from Research & Development, and lack of coordination among the
governmental and private sector organisations. These factors discourage
the level of investment and are also key areas affecting the level of value
added in this sector. For example, during the years 1992 and 2001 Sri
Lanka had shown -1.6% and -2.9% growth in agriculture industry value
addition, only in 2002 did this sector show around 1% growth (NAC 2005).

According to the Central Bank, the food, beverages and tobacco
products category recorded 6.0 per cent growth in 2007 benefiting from
both domestic and export market developments. Processed food and
beverages including biscuits, ice-cream, bakery products, processed
and canned fruit and vegetables, coconut products, vanaspathi oil, soft
drinks and mineral water industries were the major drivers of growth
in this category. Major players in the food processing and beverage
industries increased investment for capacity expansion in 2007 to meet
the increased domestic demand (Central Bank 2007).

Analysts have pointed out that there is a gradual but slow process of
agriculture commercialisation, which is seen mainly in the smallholder
tea sector and the non-paddy domestic crops sector including fruits,
vegetables and spices, but also in the agro-based industrial sector. The
value addition of agricultural products in terms of agro-based industries
with exports are also increasing albeit very slowly. In 1997, the agro-
based industries took a share of 15% in total industrial exports and this
increased to 18% in 2006 in value terms (Herath 2007).

5.1.2 Manufacturing, Trade and Services

Rural non-farm enterprises are any income-generating activity (trade,
production, or services) not related to primary production (crops,
livestock, or fisheries) undertaken within the household or in any non-
housing unit. Any value addition to primary production (processing)
is considered to be a rural non-farm activity. In 2003, the total value
added by all rural non-farm enterprises was estimated at about Rs
185 billion, equivalent to 12% of GDP or 78% of agricultural GDP.
Sri Lanka’s rural enterprises are largely based outside the home and
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most are engaged in manufacturing or trading, with a far smaller share
involved in services.

A World Bank study (Jin et al. 2005) estimated that there are over
600,000 small rural enterprises throughout the country. About 41% of
these enterprises are involved in production/manufacturing with about
38% involved in trade and the rest, about 21% in services. About 10%
of the total enterprises are engaged in the manufacture and sale of
processed agricultural goods. Other rural manufacturing industries
include garments, nonmetallic mineral products, furniture, and wood
products. Most trading enterprises are engaged in selling processed
and unprocessed agricultural products and only a few (under 5%) sell
agricultural inputs. The main service-related enterprises include repair
services accounting for 24% of service-related enterprises, followed by
personal services and hotels/restaurants. A typical rural enterprise is
small scaled and employs about 2.4 workers, including hired workers and
family members. Almost one-half of the workforce in rural enterprises is
comprised of family labour.

5.2 Constraints to the development of the non-farm sector

Many studies have been carried out to understand what constrains the
growth of rural non-farm enterprises, and the following section provides
a brief overview of their findings.

5.2.1 Infrastructure

Lack of access to critical infrastructure and services, such as roads,
markets, telecommunications, electricity and banking services, have
been identified time and again as major constraints to rural non-farm
growth in Sri Lanka (ADB and World Bank 2004). These inadequacies
contribute to raising operational costs (cost of production) and reduced
competitiveness for farmers and enterprises in more remote areas
(Table 5.1). Geographical isolation as measured by the distance to
the nearest market or city seems to be highly correlated with poverty
incidence. The coastal areas surrounding Colombo District record high
scores on the accessibility index'* and a low poverty headcount ratio,
while many DS divisions in the Moneragala District in the Uva Province
are poor and geographically isolated (Annex 2).

13 The accessibility index is calculated for every point as the sum of the population
of surrounding cities and towns, inversely weighted by the travel time on the road
network to each town
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Table 5.1 Poverty and Access to Infrastructure

Province Poverty Average  Average Enterprises Enterprises Enterprises

headcount Accessibility travel that use with landline/ located in a

(%) Index timeto Electricity mobile phone community

Colombo (%) (%) with a bank

(min) (%)

Uva 37 2.8 295 62 23 78
Sabaragamuwa 35 3.3 152 76 15 70
North Central 21 2.9 304 61 8 75
Central 25 3.1 200 80 7 47
Southern 28 3.1 229 68 18 62
North Western 27 3.1 177 61 15 70
Western 11 3.8 73 79 24 70

Source: World Bank 2007

The road network in Sri Lanka has not kept pace with increasing rural
needs. According to the Road Development Authority, the total road
network has declined between 1991-95 and 1996-99. The length of
trunk roads (Class A) and main roads (Class B) increased between
1986 and 1999, but almost 50% of the national highway network is in
poor condition. The length of secondary roads like agricultural (Class
C) and graveled roads (Class D) declined considerably during this same
period.

Table 5.2 Sri Lanka’s road network

Type Classification Length (km)
National Highways A 4,095
B 7,605
Provincial C,DandE 16,500
Pradeshiya Sabha unclassified 64,600
Special agency Estate and other 24,000

Source: Presentation by Chairman, Road Development Authority 2008

More than 65,000 kilometres of roads in Sri Lanka are termed as
"unclassified roads", which are mostly rural access roads used by the
rural population to reach essential service centres such as hospitals,
schools, banks and markets. Rural roads represent nearly 70% of
the total road network, but many are merely footpaths or cart tracks.
These roads have been neglected for decades without maintenance
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and rehabilitation. These are the responsibility of Pradeshiya Sabhas
which often do not have sufficient funds to cover all the construction,
rehabilitation and maintenance work that comes under their remit. It
is estimated that Uva, Sabaragamuwa and Central provinces have 481,
351 and 318 villages respectively, with zero or partial access to all-
weather roads (Table 5.2).

Table 5.3 Number of villages without adequate access to all-weather
roads
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No of villages 481 351 318 293 287 117 95 53

with zero and
partial access to
all-weather roads

Road lengths 1,639 1,136 2185 581 1632 2,024 1,746 1,954
(km) Cand D
roads

Road density 0.20 0.23 039 0.06 030 0.26 0.17 0.54
(road km/land
area in sq km)

Private and 859 2193 2321 489 1436 1588 807 8437
public buses -

2003

Private 0.73 122 096 0.34 063 074 073 1.57
and public

buses/1,000
population (2001
census)

Source: Jayaweera 2005

Access to electricity among rural households is also limited, especially in
the poorest provinces. Only about 56% of rural households in Sri Lanka
have access to electricity and, as with roads, there is a sharp disparity
in access across regions, with electrification tending to be concentrated
in regions where poverty rates are also lower. The Western, province,
which has the highest rate of access among rural households (80%),
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has also the lowest rural poverty rate in the country. By contrast, only
about 37% of rural households in Uva have electricity. As electricity is
a critical input to many industrial and service activities, its unavailability
acts as an important disincentive for investment (World Bank 2003).

Telephone connectivity has increased substantially in the past decade,
and since the mid 1990s, the number of telephone connections has
increased by 30% per year, and telephone density has risen seven-fold,
from about 7 to 50 telephones per 1,000 persons. At present, there are
an estimated 3 million fixed line telephone and 9 million mobile phone
subscribers in the country. However Uva, North Central, Sabaragamuwa
and North West provinces are estimated to have less than 10% of fixed
line distribution. There are also 585 nenasala or telecentres spread
across the country which have been established under the e-Sri Lanka
programme. Some studies have suggested however, that the use of
information and communication technology, especially for livelihood
activities is low in Sri Lanka. For example, 16 nensala in the Uva province
earn less than Rs.5,000/month which is too little to cover even their
operating costs. A recent study notes that only 20% of the surveyed
population (focusing mainly on the poor) use their mobile phone for
livelihood activities (LIRNEasia 2009).

Table 5.4 Fixed access and pay phone availability by province

Province Fixed Access Telephone Payphones availability
availability (07/2008) (12/2007)
Central 320,150 753
East 133,915 664
North 42,464 176
North Central 185,739 365
North West 281,627 622
Sabaragamuwa 239,430 1107
Southern 346,323 1240
Uva 200,858 664
Western 1,355,130 2935
Total 3,105,636 8526

Source: Telecom Regulatory Commission 2008
Access to markets are particularly important for the rural poor because

markets are where, as producers they buy their inputs and sell their
products; and where, as consumers, they use their income from the
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sale of crops or from their non-agricultural activities, to buy their food
requirements and consumption goods. Markets are an important aspect
of the rural economy and the vibrancy of the rural economy is strongly
influenced by the type and nature of markets that the population has
access to. In Sri Lanka, under 15% of households in all provinces report
having a market in their community, and the distance they have to
cover to reach a main road, market, telephone or bank increases as
poverty intensifies (World Bank 2003).

5.2.2 Inputs from agriculture for agribusiness

A major constraint to the development of agribusiness activities is
the inadequate quantity and frequency of supply of raw materials for
processing. Because of years of neglect, stagnation and migration away
from rural areas, agricultural output is still below potential. Also, as
the harvests are seasonal, production cannot be extended over the
year. This is a major problem faced by the small and medium scale
entrepreneurs in the processing and marketing sectors of the fruit
and vegetable industry. It is necessary to examine the ways in which
adequate supplies of raw materials could be produced to make these
ventures sustainable. Small farm size and level of management are
also constraints as the producers are small time entrepreneurs. As
the total production is small, farmers are reluctant to use post harvest
technologies and when excesses are produced in some years the losses
become enormous (Gunasena 2007).

Lack of access and availability of storage is another problem. Cold chain
facilities are inadequate and in some cases not existing in provinces and
main towns to meet the growing production and storage of perishables
such as milk, fruits and vegetables, poultry, fisheries for domestic and
export markets.

5.2.3 Capital and Entrepreneurship

Most farmers are reluctant to carry out value addition for their products
beyond the farm gate. Lack of skills and the high risks associated with
such activities generally constrain them to only primary production.
Lack of farmer innovation has been cited by many project implementers
as a barrier to promoting value addition activities. However, from the
farmers’ perspective, inadequate infrastructure facilities, inappropriate
technology, unavailability of credit at concessionary rates, lack of
quality products, seasonality of agricultural products and low level of
support from Research & Development and coordination among the
governmental and private sector organisations, are constraining their
ability to carry out innovations.
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In order to be able to invest in value addition industries at the household
level, farmers need to have a good income from their farming activities
which would allow them to save a part of their income. If they are
unable to do this, it is difficult for them to invest in value addition for
their agricultural products and therefore they tend to try to sell the
raw product without any value addition. Even when they would like
to engage in value addition, lack of access to capital — both within the
household, as well as in terms of appropriate credit products - has been
a major obstacle.

In addition, Sri Lanka’s public sector agriculture research, and extension
system is not well geared towards demand and they are limited to
traditional crop production areas. There is a lack of coordination between
agribusiness companies and research stations as to what they should
focus on. The private sector is not incentivised to undertake or invest
in research and development because of high investment expenditures
and uncertainty about returns.

5.2.4 Social development

The sad reality is that rural poverty continues and agricultural productivity
remains low despite many years of policies and projects aimed at
increasing agricultural growth. The reasons for this may need to be
found outside of the narrow understanding of the agricultural sector —
perhaps in a combination of both social and rural development policies
which have failed to provide the necessary investment and strategies
to promote agricultural production as a viable means of acquiring an
adequate income (Goonesekere 2006). Changes in policy and attitudes
are needed to make agriculture and cultivation socially acceptable and
economically productive vocations. Development needs to be carried to
the villages in terms of good schools, health services, and opportunities
for off farm employment, or the younger generation of low income
youth, with aspirations created by access to at least O-level and A-level
schooling, would not want to engage in agriculture. If the delivery of
health, educational and technology services are inadequate in rural
areas, there will continue to be migration out of rural areas and rural
poverty will persist.
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Box 5.1 Private sector thoughts: constraints to development and
the way forward

According to representatives of major private sector companies engaged
in agriculture in Sri Lanka, one of the main problems faced by them is the
shortage of labour for cultivation activities. These shortages are attributed
to attitudes and perceptions about working the land and employment in the
private sector (as opposed to the public sector), particularly among the rural
(including estate) youth. There is also limited availability of arable land in the
scale required for commercial agriculture. In line with challenges discussed
elsewhere in this paper, agribusiness activities are constrained by lack of
consistent and adequate supply of agricultural output as raw material for
processing, which new tools such as forward contracting and other formal
and informal purchasing arrangements are trying to address.

In terms of the priorities to develop the rural economy, four main areas
were identified: (i) There is a need to commercialise, agglomerate and
mechanise agriculture to address labour shortages and increase profitability
of agriculture; (ii) The trend of people increasingly going off the land in
search of employment should be encouraged by increasing employment
opportunities in agribusiness rather than cultivation; (iii) There is a need
to address the shortcomings in the current extension system, which is
clearly inadequate to ensure a quality product. New models, and the use
of other media such as TV and mobile phones, were identified as potential
interventions to improve extension services to farmers. In addition, the
development of a database which farmers can access when deciding what to
cultivate, which can be operated by the private sector, was also suggested;
(iv) Overall, inconsistent government policies were seen to have had a
disruptive effect on the growth of agriculture and the rural economy during
the past decade, and the need to focus on and target community level
development, as opposed to individual poverty alleviation, to guide future
policy was emphasised.

Source: KPIs with private sector companies engaged in agriculture

5.3 Government policy to promote rural economic
development

This section provides a discussion of current government policy
relating to rural development, which is mainly drawn from the Mahinda
Chinthanaya 10 Year development plan and discussions with central
and provincial level administrators.

5.3.1 Gama Neguma

Gama Neguma is the major rural development programme under the
10 year development plan. It brings together a number of programmes
focusing on livelihood development and poverty reduction at the village
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level and introduces Grama Sabha and Jana Sabha to rationalise and
synergise all rural development efforts under one programme.

The aim of Gama Neguma is to revitalise backward villages and provide
basic services such as electricity, access to drinking water, developed
access roads, schools and pre-schools, health centres, market centres
and a factory to generate employment. Under this programme, the
projects wanted by the village are selected by a planning committee
to which all the village households belong. Beginning with the
Siyambalanduwa DS division in the Moneragala district and the Minipe
DS division in the Kandy District, 42 DS divisions have so far been
selected for this programme. Under the Government’s budget for 2009,
Rs.16,420 million has been allocated to the Ministry of Nation Building
for rural roads, electricity, drinking water and small irrigation works
under Gama Neguma.

5.3.2 Area based livelihood development

Specific regions have been targeted for development programmes with
a view to making full use of resources available in these regions. The 10
year plan identifies four such areas; (i) Senkadagala (Kotmale, Ukuwela
and Digana); (ii) Rajarata (Anuradhapura and Polonnaruwa); (iii) North
West and (iv) Uva Wellassa.

These programmes are developed in line with the needs and resources
of the region. For example, the programme targeting Uva Wellassa
focuses on ending the area’s isolation, mainly by reducing travel times
within the main service centres such as Badulla and Moneragala, and
reviving the socio-economic condition of the population. Discussions
with provincial level administrators highlighted the fact that much of
Uva’s resources, such as timber, vegetables and fruits, are extracted
from the region with minimum processing or value addition, and the
opportunities available to start such activities.

5.3.3 Infrastructure development

There is a strong infrastructure development thrust in the 10 year plan,
which has a special focus on the roads sector. The poor state of the
rural roads network has been identified as a major impediment to rural
economic development and the Maga Neguma Programme, targets the
rehabilitation of all rural roads with a view to providing easy accessibility
and all season passability to all 15,000 villages in the country. Since
2004, the programme has upgraded the surface of an estimated 545
km of rural roads out of the targeted 2,120 km (Maga Neguma Division,
Ministry of Transport).
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Other rural roads projects have or are being developed with large-
scale funders, notably the World Bank and ADB. In particular, US$100
million was provided under the World Bank’s Road Sector Assistance
project which also involved rehabilitation of 160 km of rural roads in
nine Pradeshiya Sabha areas (World Bank 2009).

5.3.4 Employment Generation

The 10 year development plan recognises the importance of employment
creation as a way out of poverty and focuses on supporting livelihoods in
the informal sector, and reducing under employment — key characteristics
of rural livelihoods as discussed in chapter 3. Development, particularly
labour-intensive development programmes, and economic expansion
are highlighted as strategies to generate employment. Another focus
area is matching labour demand and supply through skills development
and promoting labour market information systems.

6 Conclusions and Recommendations

6.1 Conclusions

Rural areas are home to nearly 80 percent of the population and about
88 percent of the poor in the country. Almost two-thirds of households
in rural areas are agricultural households, and the poverty rate
among agricultural households is much higher than that seen among
non-agricultural households. The poorest households are also more
dependent on agriculture as a source of income. A slow down in the
agricultural sector therefore hampers poverty alleviation and pushes
these households into low paying insecure casual wage employment in
the non farm sector.

Income from non-farm activities is increasing in importance for rural
households, with close to 67% of rural employment provided by the
nonfarm sector. However, the poorer households are pushed into low
paying wage labour as the bottom 40% of households are heavily
dependent on casual non-agricultural labour. In contrast, households
who own and operate nonfarm enterprises have significantly lower
poverty rates. However, the nonfarm enterprises in rural areas face
a number of challenges to their growth, notably the lack of adequate
infrastructure, including transport, electricity, markets, as well as
financial services. They are also hampered by capital and technology
constraints. Finally inadequate agricultural output also constrains the
development of the agribusiness sector specifically, as well as the ability
of farmers to generate savings/capital to start non-farm enterprises.
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6.2 Recommendations

The rural economy is complex and inter-linked, and growth in
agriculture can stimulate growth in the rural economy through a
number of linkages, such as the release of farm labour for non farm-
based activities, availability of capital for investment in non farm-based
activities, and increased consumer demand from increasingly prosperous
farm households. Similarly, growth in output processing can stimulate
demand for agricultural production. A holistic, rather than piecemeal
approach is required to understand the rural economy in any given
area, based on which the necessary interventions can be developed.

Based on the analysis presented in this paper, there are three potential
strategies, which are set out below.

(i) Promote more and better opportunities for wage
employees: through support to increased private investment
in labour-intensive economic activities in the rural economy
as set out in Box 2.1, including in non-farm based livelihood
activities, output processing/packaging, input supply and
services. Some suggestions for interventions made by
provincial administrators are investment to carry out the
processing of commodities extracted unprocessed out of the
area, such as timber; investment to set up fruit and vegetable
packaging plants etc. Livelihood opportunities available to
poor households can also be supported by improving their
skills and the availability of employment related information
through employment based vocational training activities
and the use of ICT for matching labour demand and supply.
Some suggestions for interventions made by provincial
administrators are the establishment of village or GN level
employment bureaus where casual and skilled labour can
register for short term as well as long term work

(i) Support non farm self-employment and rural
enterprise development: The different elements of
the rural economy as shown in Box 2.1, such as non-farm
based livelihood activities, output processing/packaging,
input supply and services, all are livelihood opportunities
for small-scale entrepreneurs. Capital and entrepreneurship
support is needed to encourage small-scale entrepreneurship
in these areas. Some suggestions for interventions made by
provincial administrators are to increase locally manufactured
agricultural inputs, such as locally produced bio-fertiliser to

54



THE RuraL Economy AND THE Non FARM SECTOR IN SRI LANKA: ISSUES AND OPPORTUNITIEDS

(iii)

meet agricultural demand in an environmentally sustainable
manner; support establishment of home-stay accommodation
by village households for eco and cultural tourists, for example
in Sabaragamuwa; provide integrated support, including skills,
entrepreneurship training, required equipment and marketing
opportunities for products, etc.

Support development in rural areas directly through
investments in infrastructure and services: This type
of intervention is necessary to support life in rural areas. A
vibrant rural economy should have adequate infrastructure
and services, and when the rural economy grows, services are
generally set up to cater to the increased demand from rural
areas. However, provision of such services can also stimulate
the rural economy and act as an incentive to retain as well as
draw human resources to rural areas. While the government
is active in setting policies and implementing programmes in
this respect, including channeling and prioritising systems,
these are mostly constrained by funding issues.
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Annex 1: Tables

Table Al Poverty Head Count Index 1990/91 to 2006-07

Districts 1990/91 1995/96 2002* 2006/07*

Sri Lanka 26.1 28.8 22.7 (3,207,000)  15.2 (2,805,000)
Colombo 16 12 6 ( 144,000) 5 ( 125,000)
Gampaha 15 14 11 ( 218,000) 9 ( 196,000)
Kalutara 32 30 20 ( 180,000) 13 ( 149,000)
Kandy 36 37 25 ( 282,000) 17 ( 230,000)
Matale 29 42 30 ( 98,000) 19 ( 89,000)
Nuwara Eliya 20 32 23 ( 168,000) 34 ( 254,000)
Galle 30 32 26 ( 221,000) 14 ( 146,000)
Matara 29 35 28 ( 176,000) 15 ( 119,000)
Hambantota 32 31 32 ( 162,000) 13 ( 73,000)
Kurunegala 27 26 25 ( 305,000) 15 ( 238,000)
Puttalam 22 31 31 ( 167,000) 13 ( 104,000)
Anuradhapura 24 27 20 ( 142,000) 15 ( 118,000)
Polonnaruwa 25 20 24 ( 58,000) 13 ( 50,000)
Badulla 31 41 37 ( 242,000) 24 ( 197,000)
Monaragala 34 56 37 ( 115,000) 33 ( 150,000)
Ratnapura 31 46 34 ( 305,000) 27 ( 292,000)
Kegalle 31 36 33 ( 224,00) 21 ( 175,000)
Batticaloa 11 (  36,000)
Ampara Not available 11(  64,000)

Source: W. Nanayakkara, DCS

Note: * The count of people below the poverty line is shown within brackets.
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ANNEX 2: Maps

Figure A2.1 Incidence of Poverty: 1990/91 to 2006/07
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Figure A2.2 Poorest 119 DS divisions in Sri Lanka
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Figure A2.3 Accessibility Index

Low

High

Source: IPS 2009

61












EXECUTIVE SUMMARY..

CONTENTS

1 INTRODUCTION ......coommmmmmmmmmnmnnmnmnmnnnnnnnnnnnnnns

2 IDENTIFICATION OF PRIORITY AREAS....

2.1 INCOME POVERTY .....cciiiiiiiiiiiiinnnniiaaaa e e s e aeaeeeeeesessssssnsnnns s s e e s s s aeeeneenes
2.2 POVERTY AND EMPLOYMENT IN AGRICULTURE .....cccvuuuummnnniinneneee e 73
2.3 IDENTIFICATION OF PRIORITY AREAS 74
3 RURAL FACTOR MARKETS IN PRIORITY AREAS......cccoormmmmnmmmmmmssssnnnnssnnes 75
3.1 TEA SECTOR ...ttt e e e e e e e e e e e assnnnnnas 75
3.1.1 Constraints faced by the smallholder farmers 76
3.1.2 OpPOrtUNItIES........ccevveeieeiiiiieee e eeeeeees 78
3.2 VEGETABLES, SPICES AND OTHER CASH CROPS..... 79
3.2.1 Constraints faced by the smallholder farmers
3.2.2  OPPOITUNILIES. ... eeieeerrieeieeeeiiieeeeessis e s esssns s s eerane s s s srnnn e s s errnneseeenes
3.3 DAIRY SECTOR ...outirieiieeeeeissssnnnnnrnrreesesssssssssnnnsnnnseensssssesssssnssnnsseeeses
3.3.1 Constraints faced by diary farmers.............
3.3.2 OpPpOrtUNItI€S.......ccvvvniiiieiiiiisieeeiiin e eeeennns
4 RECOMMENDATIONS ......ccciimmmmnsimmnmssnnnnnnnnns
REFERENCES ...cccuussssimmmmmmmssssssssssssmssmmnsnsssssssssssssmmnssnsssssssssssnsmsnssnsnssssssssnsnnns

ANNEX







RURAL FACTOR MARKETS

Executive Summary

In Sri Lanka, about 80% of the population lives in rural areas and the
rural poor account for 95% of the country’s poor. More than 65% of rural
families secure their livelihood from agriculture and the majority of them
are smallholders. Despite the heavy investments and large and diverse
projects in agricultural development and rural poverty implemented by
successive governments in Sri Lanka, the domestic agriculture sector
remains largely unprofitable and stagnant due to a number of factors.
Recent studies indicate that major constraints to alleviating poverty in
rural areas stem from problems in rural factor markets — that is land
and water, labour, capital and entrepreneurship. This paper attempts to
understand the opportunities and constraints in the rural factor market
that affect responsiveness to market demand and the achievement of
improved quality of life for the rural poor.

This paper uses two criteria, hamely income poverty and percentage
of employed population in the agriculture sector, to identify the priority
areas for this study. These criteria indicate that the provinces, Uva,
Sabaragamuwa and Central contain rural areas which have relatively
high and persistent incidences of poverty as well as high proportions of
employment in agriculture. Accordingly, the analysis focuses on major
crops, and livestock and farm based activities of the poor in these
provinces which include tea, vegetable, pulses, fruits, spices, paddy
and dairy farming.

Tea is the most important tree crop in Sri Lanka. Tea smallholdings
and private estates contributed 56% of total tea production and an
estimated 70% of tea export earnings. The tea smallholder sub sector
comprises 239,000 households (100,000 hectares [ha]) and employs
some 1.5 million people in rural areas. Tea smallholders can be broadly
classified into three types. The first are those who are highly productive,
producing mostly clonal tea with yields exceeding 2,000 kg per ha.
These units are mostly found in the southern districts of Galle and
Matara, where the area planted with tea has gone up by more than
10,000 ha over the last 12 years. Low country smallholder tea farms
typically grow no other crop. The second type comprises units with
very low productivity - less than 600 kg per ha. These are usually seen
in the pioneering mid-country districts of Kandy and Matale, where the
tea extent has shrunk by 12,000 ha over this period. The third type
consists of units whose productivity is somewhere between the first two
types, and mixed farming with tea is the main source of family income.
Smallholders in Nuwara Eliya and the Uva Province fall under this
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classification. Among the second two types there is a greater incidence
of poverty as well as the poor performance of other socio-economic
factors such as education levels.

The tea sector as a whole is currently facing several challenges related
to the reducing productivity of the land, high cost of production and
lack of skilled labour. In addition to the problems faced generally by
the tea sector, tea smallholders face several constraints such as lack
of capital and management skills to carry out improvements, mainly
the replanting necessary to ensure continued high yield. Replanting is
coupled with a five year gestation period which the farmers have to wait
out to earn an income. Due to the lack of other income sources and
livelihood opportunities and credit to support them during such periods,
smallholders are reluctant to replant. Furthermore, poor accessibility in
remote areas is a major problem for the transportation of green leaves
to the factory. This affects the quality of the tea leaves and hence the
income received by the farmer. Inadequacy of extension services due
to a lack of skilled and dedicated extension officers is also a common
problem which requires institutional capacity-building.

The Uva, Sabaragamuwa and Central provinces have high potential for
the cultivation of vegetables, spices and other cash crops. Given
the larger geographical spread and the different agro-ecological zones,
these provinces have higher potential for growing different crop varieties.
Most of the smallholder farmers grow up-country and low-country
vegetables, paddy, spices (cinnamon, pepper), pulses (green gram,
cow pea, and gingerly), and cereals (maize, kurakkan). In addition,
manioc, chillies and ground nut are also important crops (Table A5). In
the drier parts of Uva, fruit crops such as mango, rambutan, plantain,
pineapple, lime and orange account for the highest extent of systematic
cultivation (DCS 2002). The majority of the farmers are smallholders
doing mixed cropping and engaging in chena cultivation.

One of the major constraints in the Uva province is low land productivity,
particularly in the drier parts of the province which lack irrigation
facilities. A higher degree of dependence on the rain fed system and
inadequate use of modern irrigation techniques is a common problem.
These have reduced the amount of arable lands and have affected
the overall productivity of land. Improper land management practices
including improper fertiliser application has contributed to the low
micronutrient content of the soil over the years. Use of poor quality
planting materials, improper crop management practices due to lack
of skills, and quality and quantity losses of the produce at harvesting
and post harvest stages have made farmers less competitive. Though
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there are imported quality seeds for vegetables, there is lower focus on
pulses. There is a need to import seeds and test them in the fields.

A higher percentage of post harvest losses due to poor post harvest
handling, storage and transportation is a major issue. The seasonality
of agricultural products is a major reason as to why there is no
adequate involvement of the private sector in investing in processing or
value addition. Availability of land and support services for large scale
commercial production is lacking and therefore farmers have limited
opportunities for diversification. Unavailability of the varieties suitable
to meet the requirements of the processing and export industry is
common in the vegetable sector.

Lack of effective marketing channels is another major problem. Although
there is a well developed marketing system in the Badulla area for
up-country vegetables, there is no such developed market system in
the drier parts of Uva (Mahiyanganaya and Monaragala). Less demand
for crops grown in the dry zone, together with price fluctuations and
government trade policies have aggravated the problem further.

In the livestock sector, the dairy sector is most important as it plays
a crucial role in the rural economy; of the 17.9% of households
owning livestock, approximately 70% own cattle. The majority of dairy
farmers are smallholders. They engage in mixed crop—livestock farming
operations, keeping 2-5 cows in most of the agro-ecological regions.
Based on the cost of milk production, a minimum of 15 litres of daily
production is needed to earn a reasonable income from dairy farming
at the smallholder level. To make a profit at this level of production a
smallholder needs three cows, an adequate cattle shed and a fodder
plot of over twenty perches. However, the majority of smallholders do
not have these minimum requirements.

There is very little space for the expansion of milk production in these
areas due to feed and land constraints. In many areas, small dairy farmers
do not have adequate land to grow grass or do not have secure access/
rights to use existing grasslands. The lack of knowledge of farmers
on the nutritional requirements of cows including water requirements
have resulted in low yields and hence low milk production. Access to
livestock extension is poor and is a constraint to greater productivity.
The lack of dedicated staff and coverage per extension officer are main
issues. Access to Al and health services is generally good but variable,
constrained in some areas by terrain, infrastructure and distances, poor
extension services as a result of lack of staff and lack of dedication and
skills of the available staff, and inadequate education on animal feed
requirements and health among the dairy farmers.
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In relation to marketing, despite substantial private sector involvements,
there remain several constraints. These include limited availability of
marketing options, inadequate buffer milk processing facilities, and
failure to update the technology, including the development of a proper
collection and distribution network in the sector. Poor infrastructure
facilities have also contributed to the limited development of alternative
marketing opportunities and farm based processing options. In some
areas there are limited opportunities for milk based value addition
due to the lack of proper infrastructure facilities and lack of access to
technology. In some areas curd marketing is well organised but milk
spoilage is relatively high due to poor refrigeration facilities. Absence of
new investments for processing in the livestock sector is due primarily
to the lack of state support and financial services.

The analysis of rural factor markets carried out in this paper indicates
that there are a number of constraints that poor rural farmers in Sri
Lanka are faced with, which hold back their development. These differ to
some extent across regions, based on the nature of the crop, ecological
zone, fertility of the land and water sources etc. Not all smallholder
farmers are poor, as the discussion set out in this paper shows, and
interventions should be geared towards the needs of poor smallholders.
Overall, the opportunities for intervention, based on the analysis of
smallholder farming in the priority regions carried out in this paper, are
as follows:

Land and water related

¢ Issues of land and water availability are prominent in some agricultural
areas, such as Uva, and there is a need to promote better use of land
resources and increase the use of sprinkler irrigation methods, agro
wells, rain water harvesting methods and renovate abandoned tanks

Capital

e Introduce and strengthen microfinance products to support
tea smallholders to carry out replanting, new planting and
diversification

¢ Provideinsurance for crop failures and market slumps for smallholders,
particularly those involved in producing tea as well as vegetables,
spices and other cash crops

e Increase the availability of quality seeds and planting materials,
especially in relation to vegetables, spices and other cash crops

¢ Provide storage facilities to reduce post harvest losses and get an
income during the off season
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Assist the farmers to tolerate price fluctuations with micro insurance
schemes and “forward” contracts with the private sector

Support the upgraded breeding of cattle and help protect the stock
of quality cattle, for example, through the establishment of “Cattle
Banks”

Management

Diversification of tea smallholdings in the mid and upcountry areas
through mixed cropping for dendro energy, fodder, vegetables,
pepper or other perennial crops

Strengthen farmer organisations, especially among vegetables and
other cash crop producers, to enhance their skills through exposure
visits, technology exchange programmes and entrepreneurship
training programmes

Formation of entrepreneur groups, which could take managerial
decisions and be in charge of water management and maintenance,
and control and manage the production and supply of the crops

Promote crop diversification and value addition by providing technical
knowledge and skills on correct value addition methods, fertiliser
usage and use of equipments

Improve knowledge and skills of dairy farmers to promote the
utilisation of available local feed resources and reduce wastage

Improve farmer knowledge on proper management of cows to obtain
higher levels of yield

Markets

Bring the tea smallholders and plantation factories into one process
and a common goal: the quality improvement of the products and
diversification such as value addition and growing other suitable
crops

Market information and links/contacts with the private sector can be
used to establish backward linkages to the tea smallholders

Assist farmers to respond to the demand for vegetables, pulses and
fruits in both local and overseas markets by providing access to
information and technology, as well as market infrastructure

Improve milk collecting networks, market systems and price
incentives to incentivise increased milk production
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1. Introduction

The rural sector in Sri Lanka is important as about 80% of the population
lives in rural areas and the rural poor account for 95% of the country’s
poor (World Bank 2008). More than 65% of rural families secure their
livelihood from agriculture and a majority of them are smallholders.
Despite the heavy investments and large and diverse projects in
agricultural development and rural poverty implemented by successive
governments in Sri Lanka, the domestic agriculture sector remains
largely unprofitable and stagnant due to a number of factors. Recent
studies indicate that major constraints to alleviating poverty in rural
areas stem from problems in the rural factor markets — that is land and
water, labour, capital and entrepreneurship. Problems identified include:
limited availability of arable land and access to land, land use patterns,
and imperfections in the land market which are key problems, high cost
of labour and limited supply of labour for agricultural activities, and
problems with accessing capital. The overall management of the factors
of production with technology to achieve the desired output for farming
to become profitable is also an issue.

Given the above context, this paper attempts to understand the
opportunities and constraints in the rural factor market that affect
responsiveness to market demand and the achievement of improved
quality of life for the rural poor. Opportunities and constraints will be
discussed in relation to the needs of individuals and communities as
well as to the need to preserve the natural environment.

The specific objectives of the paper are to identify the priority groups,
their major issues and areas for interventions within the donor and
government mandate. The paper is organised as follows: Chapter 2
provides the context of rural agricultural poverty in order to identify
priority areas. Chapter 3 discusses issues/constraints in the factor
markets relating to agricultural production in the priority areas identified.
Chapter 4 provides a discussion of recommendations stemming from
the analysis in this paper.

2. Identification of Priority Areas

This chapter provides an overview of income poverty and employment
in agricultural activities, to identify where most poor agricultural
households are located, as well as the agricultural activities that they
are engaged in.
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2.1 Income poverty

The geographic spread of the incidence of rural poverty! indicates that
there are areas, and pockets within areas, which are more prone to
poverty. The district level data? shows that in Nuwara Eliya, Moneragala,
Ratnapura, Badulla and Kegalle, more than 20% of the population is
below the poverty line. Some districts, such as Moneragala, Ratnapura,
Badulla and Kegalle, have seen persistently high levels of poverty
during the past 20 years. Overall, analysis of poverty data indicates
that the poorest districts are concentrated in the three provinces -
Uva (Moneragala and Badulla districts), Sabaragamuwa (Ratnapura
and Kegalle Districts) and Central (Nuwara Eliya, Matale and Kandy).
(Table 2.1)

Table 2.1 Trend of poverty Head Count Index in selected
districts (%)

District 1990/91 1995/96 2002 2006
Nuwara Eliya 20 32 23 34
Moneragala 34 56 37 33
Ratnapura 31 46 34 27
Badulla 31 41 37 24
Kegalle 31 36 32 21
Matale 29 42 30 19
Kandy 36 37 25

Source: DCS 2006

2.2 Poverty and employment in agriculture

The distribution of the employed population highlights the fact that
the districts with the highest proportion of the poor, namely Nuwara
Eliya, Badulla and Moneragala, are also the districts with the highest
proportion of population engaged in agriculture. (Chart 2.1)

1 Please see the paper on Rural Economic Opportunities for the background discussion
of rural poverty used in this paper

2 DCS poverty data discussed in this section excludes the North and East
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Chart 2.1 Distribution of employed population by district and sector
- 2007
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2.3 Identification of priority areas

This paper uses the above two criteria, i.e. income poverty and
percentage of employed population in the agriculture sector, to identify
the priority areas for this study. According to the income criteria Nuwara
Eliya, Moneragala, Ratnapura and Badulla, Kegalle, Matale and Kandy
are among the top seven poorest districts. However, when considering
percentages of employed population among different industry groups,
Nuwara Eliya, Badulla, Moneragala, Anuradhapura, Polonnaruwa,
Ratnapura and Matale are among the top seven districts. Therefore
the analysis shows that Nuwara Eliya, Badulla, Moneragala, Ratnapura,
Kegalle, Matale and Kandy are among the top poor districts as well as
having higher percentages of employment in the agriculture sector.

In order to identify the constraints and opportunities with regard to
factor markets, it is important to look at major agricultural activities
in Uva, Sabaragamuwa and Central provinces focusing on their crops,
livestock and farm based activities. Accordingly, the analysis focuses on
major crops; livestock and farm based activities of the poor in these
provinces which include tea, vegetable, pulses, fruits, spices, paddy and
dairy farming. The elaboration of rural non—farm activities is provided in
a separate thematic paper on rural economic opportunities.
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3. Rural Factor Markets in Priority Areas

3.1 Tea sector

Tea is the most important tree crop in Sri Lanka. Tea smallholdings
and private estates contributed to 56% of total tea production and
an estimated 70% of tea export earnings. The remaining is produced
by the regional plantation companies. Although the total land extent
under the estates sector (118, 955 ha) is larger than the 100,000 ha
under smallholder cultivation, the smallholders’ share in national tea
output is approximately 70% of the total tea production. Yield among
the smallholdings now average about 2,450 kg/ha and that of the
corporate sector plantation is in the region of 1,275 kg/ha (65% of the
yield achieved by smallholders).

The estate sector is dominantin Nuwara Eliya, Badulla and Kandy districts
whereas the smallholder sector is dominant in the low country areas
including Galle, Matara and Ratnapura (Table A3). The tea smallholder
sub sector comprises 239,000 households (100,000 hectares [ha]) and
employs some 1.5 million people in rural areas. Smallholder production
is concentrated in the low country, i.e., below 600 meters (m). Due to the
higher prices received for low country tea, it accounts for approximately
70% of the value of tea sales. Most (95% in 1998) of the production,
about 280,000 tons, is exported. Sri Lanka contributes about 10% of
the world’s tea production and about 20% of world tea exports. Tea
smallholdings below 0.5 ha comprise nearly 90% of all holdings.

Substantial poverty incidence appears to exist among the tea
smallholders. According to the Department of Census and Statistics
(DCS) and the Tea Smallholders Authority (TSHDA) 90% of tea
smallholders with less than 1 acre are Samurdhi recipients. In Nuwara
Eliya and Badulla districts, the number of tea holdings less than 1 acre
in size is approximately 3% and 6% of the total smallholdings in Sri
Lanka. When considering the educational status of the operator in the
Badulla district, 4.3% of the tea holdings are operated by persons with
no schooling and 23.2% by persons with education levels up to grade
5 or below. The educational status of the operators in Nuwara Eliya
district is similar to those in Badulla district; 4% of the tea holdings are
operated by persons with no schooling and 25% of the tea holdings
are operated by persons with education levels up to grade 5 or below
(see also Table A4). The implication of this is that there may be a need
to improve the knowledge and skills of the operators. Furthermore,
when considering the ownership status of the operator, in the Badulla
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district 74.5% of the smallholdings are operated singly and 12.6% are
government rented. In Nuwara Eliya district, 76.2% of the smallholdings
are operated singly and only 2.5% are government rented (DCS and
TSHDA 2005).

There are mainly three types of smallholders. The first are those who
produce highly productive, mostly clonal tea with yields exceeding 2,000
kg per ha. For this category, tea is invariably the sole or predominant
crop and the use of hired labour is high. These units are mostly found
in the southern districts of Galle and Matara, where the area under
tea has gone up by more than 10,000 ha over the last 12 years. Low
country smallholder tea farms typically grow no other crop.

The second type comprises units with very low productivity - less than
600 kg per ha. Abandoned and neglected fields, large-scale vacancies,
and mixed cropping often with other crops such as pepper, cloves,
and coffee characterise this sub sector. These are usually seen in the
pioneering mid-country districts of Kandy and Matale, where the tea
extent has shrunk by 12,000 ha over the last 12 years.

The third type consists of units whose productivity is somewhere
between the first two categories. Although there is an element of mixed
farming, tea remains the main source of family income. There is a trend
that many former tea smallholders are moving towards commercial
vegetable cultivation. Smallholders in Nuwara Eliya and in the Uva
Province fall under this classification. The last two categories of growers
generally use their own family labour and even hire themselves out to
estates when they are unable to make ends meet (Sivaram 1997).

3.1.1 Constraints faced by the smallholder farmers

The tea sector as a whole is currently facing several challenges.
Productivity of the land has become low mainly due to ageing tea
bushes, improper fertiliser application and low replanting rates. There is
labour scarcity which has also contributed to low productivity mainly due
to skilled worker out-migration in plantations, and chronic absenteeism
of registered and resident estate workers. Labour and fertiliser costs
contribute to the high cost of production. Labour cost is more than
60% of total cost of production. Worker productivity is important and
depends on wages, incentives and socio-economic considerations.
Lack of skills in harvesting technology plays a key role in determining
production, productivity and quality standards. In order to mitigate
the situation, the corporate sector has been attempting to introduce
partial mechanisation of some field operations and other labour saving
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and incentive measures, first in the low country and parts of the mid
country, but now also in the up country.

In addition to the problems faced generally by the tea sector, tea
smallholders face several constraints to their development. According to
the TSHDA, one of the major constraints is lack of government funding/
subsidies for replanting. Regular replanting of ageing tea bushes is
required to sustain a tea production area within the productive age
limit of about 25 years. It was estimated that a backlog of 19,000 ha of
smallholder lands in low country were reaching the end of their economic
life. This increases by about 3% annually. These tea production areas
needed to be replaced with high quality clonal planting material, which
is resistant to disease and insect infestation.

Replanting is a costly operation and the government is able to supply
only 20% of the total cost of replanting. Lack of microfinance systems
and suitable microfinance products to assist replanting, improve
productivity of tea lands and help with diversification is a constraint,
especially in the up country and Uva Province. Due to these reasons,
smallholders do not practice replanting due to insufficient financial
support even though there is a heavy need.

There is also a problem with farmers not applying correct management
practices in replanting. The replanting process requires a fallow period
of 1.5 years before replanting. Farmers do not allow the land to be
fallow for so long because of the lack of income during this period. This
in turn affects the productivity of the land in the long run. Replanting is
also coupled with a 5 year gestation period where farmers have to wait
5 years to earn an income. Due to the lack of other income sources and
livelihood opportunities and credit to support them during such periods,
smallholders are reluctant to replant Overall, lack of proper managerial
skills and knowledge of smallholders in the Central and Uva provinces
have resulted in low productivity. There is a need to improve their skills
though training and extension.

Poor accessibility in remote areas is a major problem for transportation
of green leaves to the factory. This would affect the quality of tea leaves
and hence the income received by the farmer. Lack of proper extension
services due to lack of skilled and dedicated extension officers is a
common problem. Therefore there is a need for institutional capacity
building.

Smallholders are also facing demand problems as the recent drop in
world tea prices has pushed the prices for green leaves lower, which
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has been exacerbated by the reduction in purchases of green leaf by
the tea factories.

3.1.2 Opportunities

Despite the constraints discussed above, there is potential to improve
the performance of the tea smallholding sector, which is discussed
below.

In social terms, the development of smallholdings offers more
employment opportunities for rural women, thereby improving the
living conditions of families. With the provision of efficient agricultural
extension systems and proper processing facilities in close proximity to
each other, increased smallholder participation in the tea industry could
serve as an effective strategy for raising incomes

There is a need to introduce and strengthen microfinance institutions
in areas where such networks are lacking to enable the small farmers
to access the credit required for replanting, new planting and for
diversification. Ground level societies have some savings, credit funds
and welfare activities. Microfinance schemes can be introduced through
these available societies. There is also potential to provide insurance
against crop failures and market slumps for smallholders.

It is very important to bring the farmers and factories into one process
and a common goal: the quality improvement of the products and
diversification such as value addition and growing other suitable crops.
There is potential to encourage tea factory owners to use their excess
manpower, resources and managerial skills for other ventures during
times of reduced demand. Market information and links/contacts with
the private sector can be used to establish backward linkages to the tea
smallholders.

The diversification of tea smallholdings in the mid and upcountry
through mixed cropping for dendro energy, fodder, vegetables, pepper
or other perennial crops is a less risky option, since it is easier to stabilise
household income than it is to control markets.

Mixed cropping with dendro and other crops help to improve land
productivity as well as having other added environmental benefits,
being an alternative for fossil fuel. The viability of diversification will
depend heavily on the provision of extension services and marketing
opportunities. It can be provided with technical assistance and other
commercially oriented support, including quality improvement training,
sales, and marketing skill building, support of participation in tradeshows,
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training small-scale tea growers
on social, economic and
environmental aspects, and
improving their understanding
of the tea value chain. There
is also potential to introduce
and promote timber cultivation
in Uva because tea lands are
comparatively larger in size and
most lands are not fully utilised
for tea. Growing timber species
would provide farmers with an
additional income and meet their
energy requirement.

Finally, there is a need to provide
support for broad-based rural
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Box 3.1 Ongoing government

programmes targeting tea
smallholders
TSHDA is directly involved in

development of the tea smallholder

sector in Sri Lanka. The interventions

include

e productivity improvement through
replanting and land development

e providing extension and support
schemes and managing the cess
rebate for replanting and infilling

e input supply including fertiliser

subsidy

e conduct a replanting credit scheme
through  participatory  finance
institutes

development including the development of local processing capacity
and producer associations, and measures to improve credit and risk
management facilities.

3.2 Vegetables, spices and other cash crops

Uva, Sabaragamuwa and Central provinces have a high potential for the
cultivation of vegetables, spices and other cash crops. Most smallholder
farmers grow up country and low country vegetables, paddy, spices
(cinnamon, pepper) pulses (green gram, cow pea, and gingerly) and
cereals (maize, kurakkan). In addition manioc, chillies and ground nut
are also important crops (Table A5). In drier parts of Uva, fruits crops
such as mango, rambutan, plantain, pineapple, lime and orange are
under the highest extent under systematic cultivation (DCS 2002). The
majority of the farmers are smallholders doing mixed cropping and
engaged in chena cultivation.

Given the larger geographical spread within different agro-ecological
zones, these provinces have a higher potential for growing different
crop varieties. Although a number of projects have been implemented
to develop various sectors, there is still potential to develop vegetables,
spices and other cash crops to achieve a higher level of production and
to diversify to meet the emerging needs of the local as well as foreign
markets.
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3.2.1 Constraints faced by the smallholder farmers

Given the above context, development of vegetables, spices and other
cash crops is important as an income generating activity for the poor
and for creation of employment opportunities, especially for women.
Although government interventions exist, the sector faces constraints
that hold back its development. Most of the constraints are common to
the sector. However there are constraints specific to each province.

One of the major constraints in the Uva province is low land productivity
as opposed to unavailability of land. One of the major problems in
the drier parts of Uva is lack of irrigation facilities. Higher degree of
dependence on the rain fed system and inadequate use of modern
irrigation techniques is a common problem. These have reduced the
amount of arable land and have affected the overall productivity of the
land. Improper land management practices including improper fertiliser
application has contributed to low micronutrient content of the soils
over the years.

There is an unavailability of quality seeds and planting materials for
green gram, black gram and maize which otherwise have a high potential
to provide better yields. Though there are imported quality seeds for
vegetables, there is lower focus on pulses. There is a need to import
seeds and test in the fields. Though cost of seeds contributes to 10% of
the total cost of production it has an added impact on the yields. Most
farmers are not aware about seed quality. Use of poor quality planting
materials, improper crop management practices due to lack of skills,
and poor post harvest handling have contributed to low quality outputs
which has in turn made farmers less competitive.

Although there is a well developed marketing system in the Badulla area
for upcountry vegetables, there is no such developed market system in
the drier parts of (Mahiyanganaya and Moneragala) Uva. Less demand
for crops grown in the dry zone, together with price fluctuations and
government trade policies have aggravated the problem. Most of
the farmers adopt traditional marketing methods due to inadequate
marketing facilities and poorly operated distribution networks and are
characterised by dependency on the village level collector, high price
attitude (artificial pricing and political bias), limited market outlets, and
lack of knowledge by farmers on the cost of production.

The high percentage of quantity and quality losses at harvesting and
post harvesting stages due to poor handling, storage and transportation
are major issues. Seasonality of agricultural products is a major reason
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for why there is no adequate involvement of the private sector to invest
in processing or value addition. Unavailability of land and support
services for large scale commercial production is lacking and therefore
farmers have limited opportunities for diversification. Unavailability of
suitable varieties to meet the requirements of the processing and export
industry is common in the vegetable sector.

Lack of ownership of the land is a problem. As a result, they are not
eligible to access financial capital and other resources. Sometimes they
are excluded from some projects.

Specific issues related to fruit crops

A major issue is poor management practices adopted by farmers due
to lack of knowledge and skills. Farmers do not prune at the correct
stages, apply fertilisers or provide adequate water. As a result, farmers
have not been able to obtain the potential production. Storage facilities
are inadequate, outdated methods are adopted in the processing of
fruits and also, there is a lack of proper marketing facilities

Specific issues related to spices

A major issue is lack of technical knowledge and skills about correct
value addition methods, quality (production of white pepper) and use of
equipment. There is also limited availability of financial capital to initiate
new planting and assist farmers in tolerating price fluctuations.

3.2.2 Opportunities

Several opportunities exist to improve the productivity of vegetables,
spices and other cash crops. It is important to provide irrigation in Yala
and Maha seasons for the dry part of Uva to use existing land resources
better and promote sprinkler irrigation methods. Agro wells, rain
water harvesting methods, and renovating abandoned tanks are a few
potential ways. There is also a need to strengthen farmer organisations
to enhance their skills through exposure visits and technology exchange
programmes and entrepreneurship training programmes.

To improve quality, interventions to increase the availability of quality
seeds and planting materials are needed. Introduction and promotion of
good practices for handling and transporting the products to minimise
the quality and quantity losses is a must. Further, there is a need to
provide support for storage facilities to be able to reduce post harvest
losses and get an income during the off-season by controlling the supply
of the products. There is also potential to increase organic agriculture.
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Marketing is needed to create and respond to the demand for vegetables,
pulses and fruits in both local and overseas markets. Farmers can be
assisted with information and technology to produce products which
the market wants. Establishment of a Dambulla type marketing centre
in the drier part of the Uva province is a potential opportunity in this
connection.

Specific interventions to promote fruit crops and spices include initiation
of new planting of fruits and spices with high demand such as dragon
fruit, orange, passion fruit, cinnamon and pepper and improve the
conditions of the existing crops (banana, mango, pineapple, rambutan).
However, such activities need to be accompanied by the development of
other prior requirements such as irrigation facilities and market linkages.

There is a need to initiate fruit and vegetable semi-processing facilities
to meet local demand. These

are lacking in remote areas

Box 3.2 Government role in

and can be provided through
partnerships with the private
sector. There is also a need
to promote value addition by
providing technical knowledge
and skills on correct value
addition methods and fertiliser
usage, use of equipments,
provide required capital
(financial), provide marketing

vegetables, spices and other cash
crops sectors

There are a number of government
institutions involved in developing this
sector. They provide extension services
and credit facilities to fulfil the needs
of the sector. Government play a key
role in land market, financial capital
and provision of technical knowledge.
However private sector participation is
dominant in the input market.

facilities, and promote the quality
of the product. Potential exists to assist the farmers in tolerating price
fluctuations with micro insurance schemes and “forward” contracts with
the private sector (Cargills and Munchee). The Cargills model is proving
to be effective in raising farmer income and provides an opportunity for
replication in relation to spices and fruits.

3.3 Dairy sector

The dairy sector is the most important livestock sub sector in Sri Lanka.
It plays a crucial role in the rural economy with 17.9% of households
owning livestock and approximately 70% of them owning cattle (World
Bank 2000). At the moment Sri Lanka is largely self-sufficient in animal
products other than dairy. Domestic milk production is about 17% of
the requirement and the rest is imported. According to the Department
of Customs, total value of imports of dairy commodities in 2006 was
approximately 17 billion rupees (Table A6). Government attention is
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focused on the dairy sub sector to develop the sector into a ™local
industry” (Ministry of Livestock Development 2008). The government
policy on dairy development is aimed at producing 50% of the
country’s requirement of milk locally by the year 2015. Priority for dairy
development is therefore given in public sector investment programmes
and several incentives are offered to the private sector to engage in the
dairy sector.

The majority of dairy farmers are smallholders. They engage in mixed
crop-livestock farming operations, keeping 2-5 cows in most of the
agro-ecological regions except the dry zone where the herds tend to
be larger. The estimated annual milk production, drawn from all the
districts in the country, is 350 million litres.

Milk is produced in all districts of the country, with the lowest being in
the conflict-affected northern districts. According to the 2002 Census
of Agriculture, the largest cattle populations are reported from the dry
and intermediate zones. The wet mid-and up-country areas are often
perceived as the main dairy producing areas of Sri Lanka, but dry and
dry intermediate zones produce 50% more milk than the wet and wet
intermediate zones. Average monthly milk (cow and buffalo) production
figures show that Kurunegala, Anuradhapura, Badulla, and Nuwara-
Eliya have significant milk production (Table A7). Although the cattle
population is high in the Moneragala area, the average milk production
is at a lower level. Of the total milk that is available, the volume of milk
entering the formal milk market is around 100 million litres annually and
the rest is channelled via informal routes and consumed domestically.

In the up country the major cattle types are pure exotic and crosses.
The herds are small with 1-2 cows. Average yield is six or more litres/
cow/day and cattle are reared using intensive management systems
with zero grazing. Milk marketing systems are well developed and are
assisted, with usually twice a day milk collection. Multiple milk collection
and processing organisations operate in the area. Manure is an important
output of the system and is marketed through private entrepreneurs
who collect directly from farms and sell to market gardeners in the
Nuwara-eliya and Badulla areas.

3.3.1 Constraints faced by diary farmers

According to the cost of milk production, @ minimum of 15 litres daily
production is needed to earn a reasonable income from dairy farming at
the smallholder level. Three cow equivalents of upgraded dairy animals,
with an adequate cattle shed and a fodder plot of over twenty perches
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are needed to allow a smallholder to make this profit. However, the
majority of smallholders do not have these minimum requirements.

Improvement in milk production is mainly constrained by lack of quality
feed resources. In the Uva, Sabaragamuwa and Central provinces in
particular, feed resources are generally constrained, with producers
dependent on cutting from small plots of steep pasture above the tea
land, in gullies or valleys or from plantations (Premaratne and Premalal
2005). Fodder supplies are seasonal as are concentrate prices. There
is very little space for the expansion of milk production in these areas
due to feed and land constraints. In many areas, small dairy farmers do
not have adequate land to grow grass or do not have secure access/
rights to use existing grasslands. Access to land for the production of
livestock forage and fodder is a critical issue if productivity gains in the
sector are to be achieved. Land growing grass is generally considered
to be a waste of land as there is little appreciation of the potential value
of quality grass or fodder for dairy stock feed. Access to land alone will
have little impact on dairy productivity and profitability unless there is a
change in attitude to deliberately growing pasture or fodder for stock.
Mid country the immediate constraint to increased milk production may
be the inefficient feeding of dairy cattle. Lack of knowledge of farmers
on nutritional requirements including water requirements have resulted
in low yields and hence milk production.

There is a serious problem in exploiting the genetic potential of improved
dairy animals due to lack of good quality year round feed at the farm
level. This is primarily the result of pressure on agricultural land and
competing opportunities for labour. There is significant seasonality of
fodder supplies and concentrate prices, especially in hill and mid country
areas, which is where most of the upgraded dairy animals are found,
and where farmers depend on bought-in concentrate feed to meet some
of their maintenance requirements during the driest months of the year.
Management of common grasslands such as communal grazing land,
public land, roadsides etc. is weak (Bandara 2002). Dairy farmers are
unable to increase their competitiveness due to low productivity of the
animals, low farm gate price of milk, high cost of production of milk and
the low quality of milk.

Lack of good quality animals is also a problem in the Uva province.
Although there is a large cattle population in the drier parts of the
province, the number of milking cows is less and the yields of milking
cows are at a lower level (1.41 per cow). Farmers do not practice
milking as there is no well developed milk collecting network to sell
fresh milk. As a result, there is under-utilisation of available storage
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facilities available in the area. Lack of proper chilling facilities and poor
maintenance of chilling facilities are also a common problem in remote
areas especially in the Dry Zone. In the wet part of Uva, average milk
production is relatively high compared to the milk production in the
dry zone. Although there is a good milk collecting network, farm gate
price of milk is low as a result of the involvement of middlemen in milk
collecting.

Access to livestock extension is poor and is a constraint to greater
productivity. Lack of dedicated staff and coverage per extension officer
are the main issues. Access to Al and health services is generally good
but variable, constrained in some areas by terrain, infrastructure and
distances.

In relation to marketing, despite substantial private sector involvements,
there remain several constraints. These include limited availability of
marketing options, inadequate buffer milk processing facilities, failure
to update the technologies, including the development of a proper
collection and distribution network in the sector. Poor infrastructure
facilities have also contributed to the limited development of alternative
marketing opportunities and farm based processing options. Lack of
knowledge of farmers on proper hygienic practices and adulterations
have contributed to the low quality of milk. Overall, there is also
insufficient consumer education to appreciate the value of fresh milk
and milk products which affects demand (Ranaweera 2007).

In some areas, there are limited opportunities for milk based value
addition due to lack of proper infrastructure facilities and access to
technology. In some areas curd marketing is well organised but milk
spoilage is relatively high due to poor refrigeration facilities. Absence of
new investments for processing in the livestock sector is due primarily
to a lack of state support and financial services.

3.3.2 Opportunities

Development of forages is essential, but there are no strong institutional
arrangements to spearhead a useful programme for this purpose (Ibrahim
et al. 1999a and b). The allocation of unused tea lands or release of
suitable land for grass and fodder could increase milk production in Sri
Lanka including in the Nuwara Eliya and Badulla areas. This will provide
access to the quality feed required by improved breeds and reduce the
concentrates requirement and cost. There is also a need to improve
farmer knowledge and skills on utilising available local feed resources
efficiently since available local feed resources are being wasted in large
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quantities at present. There may also be opportunities to promote small
scale livestock feed manufacturers with the assistance of the private
sector as a means of reducing the cost of feed resources.

Thereis also a need to improve farmer knowledge on proper management
of the cows to obtain higher level of yield. They normally expect higher
returns with zero level of input. Instead, if they can provide adequate
amount of water and forage, the current level of milk yield can easily
be improved. In this connection there is a need to develop livestock
extension services, and building the capacity of the extension officers
with reasonable coverage should be considered.

There is a need for breeding upgraded species of cattle. The most
direct means of doing so could be the upgrading of local animals, with
a focus on buffaloes and in that case a focus on the use of stud bulls
to overcome the practical constraints to Al. At present there is no other
avenue except the sale of cows for slaughter when the farmer is faced
with financial difficulties, which results in a reduction in the stock of
quality cattle over time. In this connection, the establishment and
maintenance of “Cattle Banks” can be considered to preserve good
quality animals.

There is some potential for increased production if the marketing
opportunities including proper collecting networks, market systems and
price incentives are improved. In Uva, milk collection is mainly done
by the middlemen and that has resulted in low and unstable farm gate
prices for fresh milk. To avoid this, the development of milk collecting
networks should be formulated through empowered farmer societies.
Along with the development of the milk collecting networks infrastructure
facilities such as roads, and chilling facilities would encourage farmers
in milking, especially in the drier parts of Uva. Further financial capital
and technology to establish and maintain chilling centres is required.
Private sector companies can be a potential partner in this venture.
There is an opportunity to introduce “out-grower” systems which have
proved successful and common in the poultry sector and are lacking in
the dairy sector. Partnerships with the private sector (e.g. Nestle) and/
or with government companies (e.g. Milco, Prima) is needed.

There is potential to encourage milk based value added products along
with provision of required skills, equipment and market linkages. The
private sector can be a potential partner in this activity.

Overall, there should be an integrated approach, which has been
successful in the Southern province of Sri Lanka. In addition to milk
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production, farmers do bio gas production and cultivation of other
suitable crops depending on the geographical area. Farmers get
additional income and are also able to fulfil their energy requirements.

Box 3.3 Government’s policy focus

The government has been the primary supplier of services to dairy farmers
in Sri Lanka. It provides breeding and information services and credit
facilities to fulfil their needs. In addition, some para-statal organisations
such as NLDB (National Livestock Development Board) and MILCO also
provide assistance in milk collecting and processing.

The ongoing “Kirigammana” project aims to improve the average daily
milk production of a cow from 2-3I to 10l per day and thereby to achieve
50% of the country’s milk requirement by 2015. In this programme 20
milk farmers per village throughout the country were selected using
some selection criteria. Credit facilities were given to farmers to fill the
gap that hinders the achievement of the 10l per day target depending
on the geographical area. In addition, technical support was also given.
Farmer Managed Societies were established through this programme and
farmer empowering programmes were also implemented. Farmer training,
empowerment, social security, supply of concentrates and establishment
of chilling centres and UHT pasteurised milk plants are included in this
programme. NLDB has piloted a few programmes including importation of
cattle, buffaloes and embryos. Further, an accelerated dairy development
programme is also being implemented. This includes the maintenance of a
semen bank of improved cattle breeds. However, interventions are lacking
in the areas of land allocation for dairy farming, especially for grassland.

4. Recommendations

The analysis of rural factor markets carried out in this paper indicates
that there are a number of constraints facing poor rural farmers in Sri
Lanka, which are holding back their development. These differ to some
extent across regions, based on the nature of the crop, ecological zone,
fertility of the land and water sources etc. Not all smallholder farmers
are poor, as the discussion set out in this paper shows, and interventions
should be geared towards the needs of poor smallholders.

Overall the opportunities for intervention, based on the analysis of
smallholder farming in the priority regions carried out in this paper, are
summarised below:
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Land and water related

e Issues of land and water availability are prominent in some agricultural
areas, such as Uva, and there is a need to promote better use of land
resources and increase the use of sprinkler irrigation methods, agro wells,
rain water harvesting methods and renovation of abandoned tanks

Capital

e Introduce and strengthen microfinance products to support
tea smallholders to carry out replanting, new planting and
diversification

¢ Provideinsurance for crop failures and market slumps for smallholders,
particularly those involved in producing tea as well as vegetables,
spices and other cash crops

e Increase the availability of quality seeds and planting materials,
especially in relation to vegetables, spices and other cash crops

e Provide storage facilities to reduce post harvest losses and get an
income during the off season

e Assist the farmers to tolerate price fluctuations with micro insurance
schemes and “forward” contracts with the private sector

e Support the upgraded breeding of cattle and help protect the stock
of quality cattle, for example, through the establishment of “Cattle
Banks”

Management

¢ Diversification of tea smallholdings in the mid and upcountry areas
through mixed cropping for dendro energy, fodder, vegetables,
pepper or other perennial crops

e Strengthen farmer organisations, especially among vegetables and
other cash crop producers, to enhance their skills through exposure
visits, technology exchange programmes and entrepreneurship
training programmes

e Formation of entrepreneur groups, which could take managerial
decisions and be in charge of water management and maintenance,
and control and manage the production and supply of the crops?

¢ Promote crop diversification and value addition by providing technical
knowledge and skills on correct value addition methods, fertiliser
usage and use of equipments3

3 As per suggestions made by the Ministry of Plantation Industries in an earlier version
of this paper.
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Improve knowledge and skills of dairy farmers to promote the
utilisation of available local feed resources and reduce wastage

Improve farmer knowledge on proper management of cows to obtain
higher levels of yield

Markets

Bring the tea smallholders and plantation factories into one process
and a common goal: the quality improvement of the products and
diversification such as value addition and growing other suitable
crops

Market information and links/contacts with the private sector can be
used to establish backward linkages to the tea smallholders

Assist farmers to respond to the demand for vegetables, pulses and
fruits in both local and overseas markets by providing access to
information and technology, as well as market infrastructure

Improve milk collecting networks, market systems and price
incentives to incentivise increased milk production
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Annex

Table Al Poverty Headcount Index (percentage) by sector, province,
district and survey period - Sri Lanka from 1990/91 to 2006/07

Sector/ Province/ Poverty head count index (percentage) by
District survey period

1990/91 1995/96 2002 2006/07
Sri Lanka 26.1 28.8 22.7 15.2
Sector
Urban 16.3 14.0 7.9 6.7
Rural 29.5 30.9 24.7 15.7
Estate 20.5 38.4 30.0 32.0
Province
Western 19.1 16.3 10.8 8.2
Central 30.7 36.2 25.1 22.3
Southern 30.2 32.6 27.8 13.8
Eastern 10.8
North-Western 25.8 27.7 27.3 14.6
North-Central 24.5 24.7 21.5 14.2
Uva 31.9 46.7 37.2 27.0
Sabaragamuwa 31.0 41.7 33.6 24.2
District
Colombo 16.2 12.0 6.4 5.4
Gampaha 14.7 14.1 10.7 8.7
Kalutara 32.3 29.5 20.0 13.0
Kandy 35.9 36.7 24.9 17.0
Matale 28.7 41.9 29.6 18.9
Nuwara Eliya 20.1 32.1 22.6 33.8
Galle 29.7 31.6 25.8 13.7
Matara 29.2 35.0 27.5 14.7
Hambantota 32.4 31.0 32.2 12.7
Batticaloa 10.7
Ampara 10.9
Kurunegala 27.2 26.2 25.4 15.4
Puttalama 22.3 31.1 31.3 13.1
Anuradapura 24.4 27.0 20.4 14.9
Polonnaruwa 24.9 20.1 23.7 12.7
Badulla 31.0 41.0 37.3 23.7
Moneragala 33.7 56.2 37.2 33.2
Ratnapura 30.8 46.4 34.4 26.6
Kegalle 31.2 36.3 32.5 21.1

Source: DCS Various Years
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Table A2 Percentage distribution of employed population by major
industry group by district -2007

District Major industry group
Total Agriculture Industries Services

Total 100.0 31.3 26.6 42.1
Colombo 100.0 3.3 30.8 65.9
Gampaha 100.0 6.1 39.8 54.0
Kalutara 100.0 20.3 31.5 48.2
Kandy 100.0 24.6 27.5 47.9
Matale 100.0 40.6 23.0 36.4
Nuwara Eliya 100.0 70.9 9.4 19.8
Galle 100.0 34.1 29.6 36.3
Matara 100.0 36.3 23.5 40.2
Hambantota 100.0 39.3 27.6 33.1
Kurunegala 100.0 32.7 28.3 39.0
Puttalam 100.0 27.8 30.8 41.4
Anuradhapura 100.0 60.0 10.4 29.6
Polonnaruwa 100.0 49.2 19.4 31.5
Badulla 100.0 63.9 11.2 24.9
Moneragala 100.0 60.6 12.7 26.6
Ratnapura 100.0 43.3 25.9 30.8
Kegalle 100.0 30.7 29.5 39.9

Source: DCS 2007
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Table A4 Literacy rate by sector

Trend Urban Rural Estate All sectors
1986/87 93.0 89.5 68.5 88.6
Male 94.7 92.8 80.0 92.2
Female 91.3 86.5 58.1 85.2
1996/97 94.5 92.3 76.9 91.8
Male 96.1 94.4 87.2 94.3
Female 93.0 90.4 67.3 89.4
2003/04 94.8 92.8 81.3 92.5
Male 95.9 94.7 88.3 94.5
Female 93.8 91.1 74.7 90.6

Source: Central Bank 2005
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Table A6 Import of dairy commodities — 2006

Type of Milk Product Quantity(Kg) Value (Rs.)

Milk Cream, not concentrated 159,464 43,022,853
or Containing added Sugar or
other Sweetening matter

Milk & Cream, Concentrated or 68,100,518 16,716,344,520
containing added In Powder,
granules or other forms, of a fat

Conte

Sweetened Condensed milk 4,048 881,103
Buttermilk, Curdled milk & 52,642 3,337,725
Cream, Yogurt, Kephir other

Whey Whether or not 1,448,905 129,998,497

Concentrated or Containing
added Sugar or Other
Sweetening matter.

Butter & other fats &oils derived 1,256,559 212,324,465
from milk dairy spreads

Cheese & Curd 1,086,958 453,793,492
Total Value of Imports 72,109,094 17,559,702,655

Source: Department of Customs 2006
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Economic activities of some selected districts

Nuwara Eliya

Nuwara Eliya is economically important as one of the major tea
growing areas which contribute to export earnings in Sri Lanka. Ethnic
composition of the population shows that the majority is Tamil with
Indian origin (50.6%), 40.2% is Sinhalese and 6.5% are Sri Lankan
Tamil. 50.3% of the population is female. Majority of the population
(53.6%) lives in the estates sector and 40.3% are in the rural sector.
The employment figures show that agriculture is the most prominent
industry group in the Nuwara Eliya district in which 70.9% are employed
(DCS 2007) the majority being in the informal sector.

Total land area of the district is 168,414.8 ha. Nearly 30% of the land is
used for tea. The total extent under tea is 124,208 Ac (50,304 ha). Of
that extent 90% is under the estate sector. The tea smallholding sector
is not prominent and currently there is a tendency for tea smallholders
to move away from tea industry towards vegetable cultivation. However
there is potential to improve the productivity of tea smallholders within
the district.

The land area devoted to paddy and coconut are low. The land extent
under other crops including vegetables are 7.7% (12,342.6 ha). In
addition a significant amount of land (9.1%) extent is under home
gardens. In addition, Nuwara Eliya is one of the major milk producing
areas and its average monthly cow milk production is 1,159,980 L and
contributes to 8.4 % of the total monthly cow milk production in Sri
Lanka (FAO 2006).

Moneragala

The Moneragala district lies in the southeastern quadrant of Sri Lanka.
It has the largest land area among the districts and has two broad
climatic zones: the dry zone in the south and east and the intermediate
zone in the northwest. Ethnic composition of the population shows that
the majority is Sinhalese (94.5%). A larger proportion of the population
(97.7%) lives in the rural sector and 2.3% are in the estate sector.
The employment figures show that agriculture is the most prominent
industry group in the Moneragala district where 60.6% are employed
followed by the services sector (26.6%) (DCS 2007). The majority of the
population depends on the agriculture sector where paddy, vegetables,
fruits and grain respectively are the main products.

Paddy production in Yala 2006 was 26,000 MT. It also grows and
processes large quantities of cane sugar, notably in the Pelwatta area.

99



OPPORTUNITIES FOR THE PRODUCTIVE POOR

In general, rainfed cultivation is possible in the maha season, and yala
cultivation is possible only with supplementary irrigation, especially in
the dry zones. During the off season farmers get involved in "Chena"
cultivation and some find labour work in the nearby sugar cane
plantations or with the sugar factory.

The total land area of the district is 565,930 ha. Nearly 40% of the
land area is under “other crops” including vegetables, grain and cane
sugar. 13% of the land is under chena cultivation and grass, scrub, and
forestlands. The district has shown potential for rubber cultivation as
well as export oriented vegetables such as gherkins and peppers. The
areas shows a greater potential for agriculture development particularly
in niche markets and the export market.

Badulla

Badulla is economically important as one of the major tea growing
areas as well as vegetable cultivating areas. Ethnic composition of
the population shows that the majority is Sinhalese (72.4%), followed
by Indian Tamils (18.4%). Majority of the population (72.7%) lives in
the rural sector and 20.7% are in the estate sector. The employment
figures show that agriculture is the most prominent industry group
in the Badulla district where 63.9% are employed (DCS 2007). The
tea smallholding sector is not prominent although there is potential to
improve.

Total land area of the district is 286,100 ha. Of the total land area
nearly 12% of the land is under tea cultivation and 22% is under Chena
cultivation. Total land area under tea is 75,709 Ac and 82% of the
tea land is under the estate sector. Nearly an equal amount of land
area (8%) is devoted for paddy and home gardens where vegetable
cultivation is dominant. Mostly exotic/temperate vegetables are grown
in Badulla and the cultivation of potato is also prominent. In addition,
Badulla is among the major milk producing areas and its average
monthly cow milk production is 1,352,310 L, 8.2% of the total monthly
cow milk production in Sri Lanka (FAO 2006).
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Executive Summary

This paper provides an overview of migration and remittances in Sri
Lanka, showing how migration and remittances have impacted on
poverty reduction. It analyses how migration trends can be better
managed for effective development and how remittances can be better
channelled to improve the overall quality of life of migrants, their
families and their communities. The paper also provides some insights
on the present migration and remittances policy context.

Migration trends and causal factors

Migration is undertaken in different ways; migrants leave their country
of origin (external migration) or move from their area of origin to
another region within their country (internal migration). Either way,
it can be a permanent or temporary strategy, and can be undertaken
for employment or as a safety precaution. Sri Lanka has witnessed all
these forms of migration which makes it a complicated landscape to
contend with.

Emigration first became significant for Sri Lanka with the brain drain
of professionals in the late 1960s and early 1970s. Migration for short-
term employment abroad started mainly after the liberalisation of the
economy in 1977 and accelerated thereafter.

e During 1991-1999 unskilled labour accounted for the highest
percentage of migrants.

e The Kingdom of Saudi Arabia continues to be a key receiver of
migrants, especially of female domestic workers.

e Male migrant labour is most in demand in countries such as South
Korea, Malaysia, Qatar, Oman and the Maldives.

e The highest number of migrants is in the age group 25-29 years.

e External migration has increased in the estate and rural sectors from
42 and 56 per 1000 households respectively in 1996/97 to 49 and 60
in 2003/04.

The internal migration population of Sri Lanka comprises about 20%
of the country’s total population. Over the years, internal migration
has been a result of a number of push factors including colonisation,
urbanisation and urban centred development policies, land resettlement
programmes, environmental and climatic conditions, and crisis and
emergency situations such as conflict and natural disasters.
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e In 2001, the Western province absorbed 45% of internal migrants
in the country but other urban centres in Kurunegala, Puttlam and
Ratnapura are also becoming migrant hubs.

e Thewetzone districts are becoming increasingly more densely populated
while those in the dry zone continue to be sparsely populated.

e Internal migration is mainly undertaken by younger groups who
tend to migrate alone or before marriage.

Migration is motivated by certain push and pull factors. Push factors
include low levels of income, high cost of living, unemployment, polluted
environmental conditions, natural disasters, insecurity, high population
density, limited opportunity, and limited infrastructure support. Pull factors
include higher income and livelihood opportunities, better educational
opportunities, greater security and an improved quality of life.

The implications of migration on rural livelihoods can be positive and
negative and vary depending on the type of migration. Permanent
migration usually has limited gain for sending communities as migrants
leave and maintain little contact with people they leave behind.

Remittances

Remittances can help to improve a country’s development prospects,
maintain macroeconomic stability, mitigate the impact of adverse shocks,
and reduce poverty. At the end of 2004, recorded remittances were
estimated at US$1.3 billion with Sri Lanka’s per capita remittance flows
being the highest in South Asia. In 2006, workers’ remittances amounted
to 8.7% of GDP. About 10% of households in the country are recipients
of overseas and domestic remittances. Remittances received from the
Middle East continue to be more than 50% of the total since the 1990s.
This increased up until 2002 and since then shows a declining trend.

Remittances can reduce poverty and fuel high rates of household savings
and investment. Remittances have been a significant contributory factor
to the mobility of families and individuals. Households have access to
consumer durable goods and pay for accessing facilities like electricity.
The money is also spent on providing better schooling and tuition for
children. Remittances are particularly significant for poor households,
sustaining them during conflict times when livelihood sources have
been destroyed.

Remittances provide capital to small entrepreneurs, reduce credit constraints
and increase entrepreneurship. These inflows have potential that is currently
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untapped. However, remittances do not always translate into long term
economic security unless it is utilised in a sustainable manner.

Future directions

A national policy on emigration was introduced through the passing
of the Immigrants and Emigrants Act No.20 in 1948. More recently,
the Mahinda Chinthanaya Ten Year Development Plan has identified
issues related to high unskilled labour migration and illegal migration
and has suggested that these be addressed through sound policies
and strategies. Attempts to manage internal migration through a policy
framework is less clear and is more complicated to monitor given the
inability to track the movements of such migrants.

In the case of investment of remittances, much more needs to be done
in terms of planning and operationalistion. While there is recognition
by state and non-state actors that remittances can be harnessed much
more effectively, there is very little that is being done in this regard.
Despite recent indications by the state to encourage migrants to invest
there is no clear plan of how remittances will be used to develop
the country. It is clear that much more discussion and exploration is
necessary. Lessons from other countries could provide some insights.

In addition to ensuring migrant protection in host counties, a more holistic
protection framework that includes migrants and their dependents will
be beneficial.

This paper stresses the need to consolidate and generate accurate data
on internal and external migration.

Potential strategies

Engaging in the policy process: Advocate for a holistic policy
environment that fosters migrant and dependent welfare and investment
of their earnings; include internal migration into the policy debate;
bring in migrant voices to the policy debate; and invest in improving
the availability of information and research on migration.

Utilising remittances for development: Focus on improving inflows
of individual remittances; focus on investing remittances for community
benefit; and improve information services for migrants.

Protecting migrants and their families: Improve migrant protection
mechanisms to make employers and recruiters accountable; protection
systems that are in place should be strengthened to cover all migrants
and migrant sending regions; and ensure that returnee migrants are
not forgotten.
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1. Introduction and Background

The paper provides an overview of external and internal migration
and remittances trends. It shows how migration and remittances have
impacted poverty reduction in Sri Lanka by locating areas and groups
in poverty that overlap and deviate from migrant sending areas and
indicating drivers of change brought about through migration and
remittances. It analyses how migration trends can be better managed
for effective development and how remittances can be better channelled
to improve the overall quality of life of migrants, their families and their
communities.

In addition the paper provides some insights to the present migration
and remittances policy context, and the limitations/gaps in policy to
maximise the potential of migration and remittances. Finally, the paper
will present case studies from other countries that have attempted to
use remittances for poverty reduction with a view to draw good practice
and lessons for replication in the Sri Lankan context.

The paper has been structured as follows; Section 2 introduces the
nature of migration in Sri Lanka; Section 3 describes issues related
to migrant remittances, Section 4 provides future directions for
migration and remittances in Sri Lanka and Section 5 suggests areas
for intervention.

2. Nature of Migration in Sri Lanka

The movement of populations goes back centuries, where people have
moved in search of better opportunities, to improve trade ties, and
due to colonisation and resettlement. In more contemporary times the
migration landscape has some distinctions and all countries are affected
by the internal and external migration of its populations.

Migration is undertaken in different ways; where migrants leave their
countries of origin (external migration) or move from their area of origin
to another region within their countries (internal migration). Either way,
it can be a permanent or temporary strategy, can be undertaken for
employment or as a safety precaution. Sri Lanka has witnessed all these
forms of migration, which makes it a complicated landscape to contend
with.
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Migrants have been classified to include?;

It

Temporary labour migrants (also known as guest workers or
overseas contract workers): people who migrate for a limited period
of time in order to take up employment and send money home.
Within countries, workers who leave home to work in industries for
a certain period of time and return.

Highly skilled and business migrants: people with qualifications
as managers, executives, professionals, technicians or similar
occupations, who move within the internal labour markets of trans-
national corporations and international organisations, or seek
employment through international labour markets for scarce skills.
Many countries welcome such migrants and have special 'skilled and
business migration' programmes to encourage them to migrate.

Irregular migrants (or undocumented/illegal migrants): people
who enter a country, usually in search of employment, without the
necessary documents and permits.

Forced migration: in a broader sense, this includes not only refugees
and asylum seekers but also people forced to move due to external
factors, such as environmental catastrophes or development projects.
This form of migration has similar characteristics to displacement.

Family members (or family reunion/family reunification migrants):
people sharing family ties joining people who have already entered
an immigration country/region under one of the above mentioned
categories.

Return migrants: people who return to their countries/regions of
origin after a period in another country/region.

Seasonal migrants: people who are away from their homes during
certain times of the year (non-harvest times) to supplement their
household income by working in other regions.

is estimated that some 180 million people (3% of the world’s

population) are living in countries in which they were not born (Ozden
and Schiff 2006). While there has been considerable movement from
developing to developed countries - Europe holds the highest number
of migrants (64.1 million in 2005) (IOM 2008a) - more recent trends
include movement to countries with emerging economies. During the

1

Adapted from UNESCO'’s classification of international migrants to also include criteria
of internal migrants http://portal.unesco.org/shs/en/ev.php-URL_ID=3020andURL_
DO=DO_TOPICandURL_SECTION=201.html, accessed September 2008
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period of 1970 — 2000, the number of Asian migrants increased from
28.1 million to 43.8 million, but Asia’s share of global migrant stock had
declined from 34.5% to 25% (IOM 2008a).

Migration played a vital role in population growth during the British
colonial rule as a result of the South Indian immigrant population
brought to work on the plantations in Sri Lanka. Migration out of the
country has been noted as being minimal during colonial rule (De Silva
and Perera 2007).

Migration for short-term employment abroad started mainly after the
liberalisation of the economy in 1977 and accelerated thereafter. The
initial figures are considered to have been underestimated as formal
registration commenced only in 1995. These figures would have also
been affected by the substantial movements of illegal and refugee
migrants to Japan, Australia and Europe, which were not recorded (DCS
et al. 2006).

The internal migration population of Sri Lanka comprises about 20%
the countries total population (Census 2001) and the spatial distribution
of the population is linked to inter district migration patterns. De Silva
and Perera (2007) note that over the years internal migration has
occurred as a result of a number of push factors including colonisation,
urbanisation and urban centred development policies, land resettlement
programmes, environmental and climatic conditions, and crisis and
emergency situations such as conflict and natural disasters.

2.1 Trends in external migration

The composition of international/national migratory flows plays a vital
role in determining what impact it has on the domestic economy, and
households and individuals that have experienced it.

Immigration first became significant for Sri Lanka with the brain drain
of professionals in the late 1960s and early 1970s. Between 1995 and
2000, 5,766 high-level professionals including accountants (28%),
engineers (27%), managers (18%) and others immigrated to other
countries. Most of them were permanent migrants, accompanied by
their families; hence there was no reason to remit money regularly to
Sri Lanka (DCS, Samurdhi and CEPA 2006).

After the 1970s the opening of Middle-East labour markets for foreign
workers, due to escalating oil revenues, created opportunities for
contractual labour migration from the country. This was particularly
evident of women migrants to the Middle-East as domestic workers.
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The escalation of the conflict in the 80s caused a rapid increase in
migration of Sri Lankan Tamils as refugees, irregular migrants, contract
migrant workers, or permanent residents to India and to some Western
countries. The migration of Sinhalese as refugees took place during
1987-1989 as a result of political violence in the Southern parts of Sri
Lanka; but this was to a lesser degree (Karunaratne 2008).

The 1990s saw a further increase in the level of migration. Figures
show total numbers of migrants increased in all manpower categories
during the period 1991-1999; unskilled labour accounted for the highest
percentage of migrants. During 2007 the total number of departures
was recorded as being 217,306; a growth of 7.6% from departures in
2006 (De Silva and Perera 2007 and Central Bank of Sri Lanka 2007).

The SLBFE figures (2008) for departures for foreign employment show
that the Kingdom of Saudi Arabia continues to be a key receiver of
migrants, especially domestic workers. Among the total proportion of
female migrants who migrated for employment, the majority (89%)
were domestic aides, working in countries such as Saudi Arabia, Kuwait,
Bahrain, Mauritius, UAE and Lebanon (CBSL 2005 and Ruhunage 2007).

Male migrant labour is most in demand in countries such as South
Korea, Malaysia, Qatar, Oman and the Maldives (Ruhunage 2007). Other
Middle Eastern countries like Qatar attract middle level employment,
including mid level professionals. Ruhunage (2007) notes a more recent
trend of emerging labour markets for Sri Lankans in South Korea, Israel,
Seychelles and Egypt.

Among males, skilled and unskilled labour was the highest category of
manpower that migrated during 1994-2006. According to the Consumer
Finance Survey, among the males who migrated for employment, 34%
were labourers, while 27% were skilled workers, such as masons or
carpenters (CBSL 2005).

In the early stages of out-migration, the number of male migrants
was higher than the number of female migrants due to high demand
for workers in the construction sector in Middle Eastern countries.
However, after 1988 the situation changed to a female dominated
pattern of migration with increasing demand for domestic labour.
From 2000 onwards, the gap between the number of male and female
migrants has been closing; in 2006 the gap reduced drastically due to
a considerable decrease in female migrants, despite the domination of
contract labour by females. This is attributed to a decline in demand for
domestic labour and reduction in salaries.
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Figure 2.1 Departures for foreign employment by gender 1986 -
2006
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Figure 2.2 Departures for foreign employment through all sources by
age groups and sex 2004 - 2006
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Regardless of gender, the highest number of migrants is within the
age group of 25-29 years. Clearly, external migration is an option
for younger age groups and the demand in receiving countries is for
populations who are able to contribute to the labour force.

Regional disparities in migrant outflows persist. However these figures
depend on formal registrations and it can be estimated that outflows from
regions that have been affected by the conflict are underestimated. Of
the conflict affected regions, the number of recorded external migrants
from the Eastern province is higher in comparison to the Northern
province (SLBFE 2008).

External migration declined in almost all provinces?, except in poorer
provinces such as the North Western province, the North Central and
Uva provinces while the Western Province has the highest number
of foreign departures (CBSL 2003/04 and SLBFE 2008). Galle district
has the highest number of departures for foreign employment in the
Southern province. Districts that have higher poverty levels such as
Moneragala and Badulla are not necessarily the districts from which
people leave for foreign employment (SLBFE 2008).

Despite some of the earlier figures on migration in conflict affected
regions that have been noted, data on departure information by the
SLBFE notes low numbers of migrants from these regions. This could be
explained by the lack of sufficient recording of such departures.

External migration increased in the estate and rural sectors from 42
and 56 respectively per 1000 households in 1996/97 to 49 and 60 in
2003/04, while the proportion in the urban sector declined from 115
per 1000 households in 1996/97 to 68 in 2003/04, thereby reducing
sectoral differences (CBSL 2005).

2.2 Trends in internal migration

The Western province, particularly Colombo district has drawn migrants
who are trying to improve their wellbeing through employment in
the industrial zones from other districts for many years. In 2001, the
province absorbed 45% of internal migrants in the country which added
to the high levels of population density in the three districts, especially
in the urbanised areas (De Silva and Perera 2007). More recently
however, other urban centres in Kurunegala, Puttalam and Ratnapura
are becoming migrant hubs, attracting migrants because of their

2 Excluding Killinochchi, Mullaitivu and Mannar Districts

113



OPPORTUNITIES FOR THE PRODUCTIVE POOR

increasingly urban characteristics and potential availability of improved
livelihood options. Puttalam district shows increases in internal migrants
from 1981 to 20013, which is a result of the large influx of IDPs from
the conflict region.

De Silva and Perera (2007) who consider census data from 1981 and
2001 note that the wet zone districts have increasingly become more
densely populated; while those in the dry zone continue to be sparsely
populated. Migration into dry zone districts, such as Polonnaruwa,
Moneragala and Anuradhapura, has decreased since 1981. Despite
this, out-migration is highest in Matara, Kandy, Matale, Nuwara Eliya
and Kegalle districts while migration has increased in districts in the
Southern province, Ratnapura, Kurunegala, and Badulla more recently
(De Silva and Perera 2007).

Lifetime internal migration can be observed in a number of streams that
have changed over time. During the 1981 Census four major flows could
be observed — streams to Colombo and Gampaha districts, migration to
hill country districts, migration to settlement areas in Anuradhapura and
Polonnaruwa and migration to Puttalam district (De Silva and Perera
2007).

This pattern has changed and the 2001 Census data shows that lifetime
migration to Colombo is dominated by movements from the wet-zone
districts (Galle, Matara, Kandy, Nuwara Eliya and Badulla) and dry zone
(and conflict affected) districts of Jaffna and Mannar. Lifetime migration
from other districts to Moneragala, Anuradhapura and Polonnaruwa
districts is low due to the nature of resources available and climatic
conditions that make them less attractive options. Lifetime migration
to other districts indicates that movement to adjacent districts and
between nearby districts is more common than long distance migration
(De Silva and Perera 2007).

3 Census data 1981 and 2001
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Table 2.1 In and out migration rates by district 1981 and 2001

District In In Out Out
migration migration migration migration
rate 1981 rate 2001 rate 1981 rate 2001

(%) (%) (%) (%)
Colombo 19.6 29.8 14.7 18.2
Gampaha 15 28.7 6.4 9
Kalutara 10 15.4 14.3 14.6
Kandy 7.9 13.2 24.7 24.1
Matale 15.7 19.6 20 23
Nuwara Eliya 12.1 12.3 15.9 21
Galle 5.6 9 20.2 20
Matara 6.3 9.2 27.1 27.4
Hambantota 12.5 13 12.7 20
Jaffna 3.3 - 9.7 -
Mannar 21 - 4.8 -
Vavuniya 36.7 - 7.1 -
Mullaitivu 39.9 - 4 -
Batticaloa 5.3 - 5.8 -
Ampara 15.9 16.5 2.9 7.2
Trincomalee 21.8 - 4.7 -
Kurunegala 9.4 11.6 11.4 15.8
Puttalam 16.4 20.5 8.3 10.7
Anuradhapura 25.4 22.8 5.5 13.3
Polonnaruwa 47 37.6 3.9 15.4
Badulla 7.4 10.2 13.8 19
Moneragala 29.3 24.6 4.1 14.1
Ratnapura 11.2 11.3 9.6 14.2
Kegalle 7 11.8 21.6 23.2

Source: DCS 1986 and 2006 in De Silva and Perera 2007

Other research corroborates the findings, indicating a higher level of
migration of its population. For instance, studies note that a majority of
migrants from the estate sector have gone to urban areas of Sri Lanka
to find work, and a sizeable proportion to other countries. Most are
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temporary migrants, returning home for a little more than 2 months
per year on average®*.

As was noted in relation to external migration, internal migration is
mainly undertaken by younger groups who tend to migrate alone or
before marriage. This group is significantly dominated by adults of
working age (between 20 and 59 years).

2.3 Driving forces of migration in Sri Lanka

Migration — internal or external - is usually motivated by various
reasons including economic gain, reuniting with family members, and
conflict, and is dependent on certain legal statuses (irregular migration,
controlled emigration/immigration, and free emigration/immigration).

These motivational factors are identified as push (factors that make
people leave places of origin) and pull (factors that attract people
to host regions) factors which are shaped by population dynamics,
regional developments, and social, economic and political factors
(UNFPA 2005).

Push factors, stemming from the place of origin, include low level of
income, high cost of living, unemployment, polluted environmental
conditions, natural disasters, insecurity, high population density, limited
opportunity, and limited infrastructural support. A single push factor or
the interplay of a series of these factors could result in people migrating
to other regions or countries. The conflict, rising cost of living and
worsening quality of life have resulted in pushing Sri Lankans to migrate
to other countries and regions, attracted by the improved and safer
living conditions these places tend to offer.

Pull factors include higher income and livelihood opportunities, better
educational opportunities, greater security and an improved quality of
life (De Silva and Perera 2007, and Ozden and Schiff 2006).

The preceding sections, that presented trends in migration, show how
the waves and patterns of migration have expanded to many regions in
the country that have become sending and receiving centres of internal
and external migrants.

As at 2006, 15.2% of the population fell below the poverty line, which
is a reduction from 22.7% in 2002. In 2002, regional disparities in

4 Moving out of poverty studies in the estates and conflict regions, CEPA 2006/07
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poverty incidence were wide, with 7 (Badulla, Hambantota, Kegalle,
Matale, Moneragala, Puttalam and Ratnapura) out of 25 districts
having between 30-37% of their populations in poverty. Of these, only
Hambantota and Puttalam have shown huge reductions in poverty by
2006 (nearly 20% less) while others show a marginal reduction in the
proportion of poor people.

Almost all these districts got poorer during the 1990/91-2002 period;
Hambantota was the exception, with the proportion in poverty remaining
at 32% in both years. Poverty incidence in Polonnaruwa remained
static at 24% and in Nuwara Eliya it increased from 20 to 23%. In all
other districts, there was a decline in poverty, reaching very low levels
in Colombo (6%) and Gampaha districts (11%) by 2002. However,
Colombo had the highest population below the poverty line in 2002, i.e.
144,106 (DCS et al. 2006).

Districts that have plotted a high proportion of their populations in
poverty (measured by the poverty line), including those in the Southern,
Uva and Sabaragamuwa provinces, have shown increasing numbers of
short-term internal migrants.

Lifetime internal migration from wet and dry zone districts is mainly
to regions that are considered to be more prosperous economically.
Interestingly such movements tend to have been to closer locations —
adjacent or nearby districts indicating that the availability of resources
for people in poorer regions to move permanently is limited. Yet this
does not seem to stop them from moving out of lagging regions, albeit
the move is to close places that seemingly offer better opportunities
than their home regions.
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MIGRATION AND REMITTANCES

Districts that have had a significant proportion of its population in poverty
(above 30% in 2002) — Badulla, Moneragala, Ratnapura, Kegalle and
Hambantota have low levels of foreign migrants (less that 1% of the
total population) with the exception of Kegalle district.

Nuwara Eliya, Badulla and Kandy — predominantly tea producing
districts — have low levels of foreign migrants. This is supported by
smaller scale qualitative studies® that indicate a greater prevalence of
internal migration that has contributed to people moving out of poverty.
Earnings tend to be higher in households that have overseas migrants,
balancing their livelihoods portfolio with off estate work in industries,
trade and services, and estate based work (WB 2007).

Despite this, the potential to migrate out of the estates is still
compromised by the low levels of education of the population that
prevents migrants from finding better paying jobs in the regions that
they migrate to (WB 2007).

In poorer districts such as Moneragala and Badulla, external migration
is to a lesser extent and this could imply that financial constraints and
limited social networks could affect their ability to migrate to other
countries even if they are able to undertake internal migration.

In earlier years of migration, external migration was largely by migrants
with low educational qualifications (up to grade 5), but in more recent
data more migrants who have a higher secondary level of education
are migrating to other countries. Domestic migrants appear to come
from both primary and secondary education groups (data from HIES
1991/92 and 2002 in WB 2007).

These figures also support the view that overseas migration is costly
and requires a significant investment that does not show returns for a
while. For the poor, this may not be a feasible investment to make — or
it may be one that comes with risks. This makes overseas migration
open to a few and is undertaken more selectively — where and how to
migrate — rather than as a coping mechanism to overcome poverty in
the short term. Internal migration, on the other hand, is more accessible
to poorer people given the smaller investment required to move.

Conflict affected regions have a high level of outflows of foreign migrants
in comparison to other regions in the country. Although there is no

5 Moving out of poverty studies in the estates and conflict regions, CEPA 2006/07
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consumption poverty data the more qualitative studies indicate that
migration has had a positive impact on poverty in the region®.

2.4 The implications of migration on rural livelihoods

Theorists (Ravenstein 1885, Lee 1966 in De Silva and Perera 2007)
indicate that migratory decisions are based on positive, negative and
neutral factors and intervening obstacles at the place of origin and
destination, and are driven by individual level economic choices but also
by social and psychological factors. Macro theories of migration aim to
explain the flow of migration, determinant and direction of migration
between rural and urban areas as well as internationally.

The implications of migration on rural livelihoods can be positive and
negative and vary depending on the type of migration. Permanent
migration usually has limited gain for the sending communities as
migrants leave and maintain little contact with the people they leave
behind. As discussed previously, migration has been a contributory
factor in moving people out of poverty but there have been instances
when returning migrants have found no income sources to fall back on
upon their return and would often opt to return for a further spell of
employment overseas.

Once they return, the skills they acquire cannot be utilised for more
appropriate and profitable income generating activities. Migration has
had implications on family structures and community relations. There
is a greater dependence on women to provide for families through
remittance earnings at the expense of child welfare.

Studies done by the Centre for Women’s Research (CENWOR 2001,
2002a, 2002b in DCS et al. 2006) suggest that the majority of female
migrants, who were mainly in the age-group 25-44 years, had been
abroad more than once; and most returned to their former low-skilled
occupations on their return, as the skills they had acquired could not
be used on return.

Migration has its negative implications and the option to migrate comes
with its own risks. People are often forced to take loans to finance
expenditures associated with migration which they plan to repay using
expected future wages. At times, they spend a number of years trying
to pay off their debts and sometimes they are unable to pay back
these loans and face becoming severely indebted. Mismanagement of

6 Ibid.
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remittances as a result of not acquiring suitable investment advice is
why many migrants fail to fully utilise their earnings, thus limiting their
chances for long term economic security.

2.5 The brain drain

Over the years, Sri Lanka has been losing academically and professionally
qualified persons to external migration. Skilled migration, the ‘brain
drain” phenomenon, is disadvantageous, especially in instances of
permanent migration. The brain drain of professionals was significant
in Sri Lanka in the late 1960s and early 1970s. Accountants have been
one of the most mobile groups for foreign employment between 1995
and 2000 followed by engineers and IT specialists (Korale 2004)’.

Although the brain drain focuses on the lack of professional labour
within a country or community, the effects of losing a lesser qualified
labour force can be as damaging. The movement of populations out
of areas because they lack opportunity also has spiral effects on the
sending region. It lacks the necessary human capacity to improve living
conditions while limiting the demand for improvement.

3. Migrant Remittances

3.1 An overview of migrant remittances in Sri Lanka

At the end of 2004, recorded remittances were estimated at US$1.3
billion, Sri Lanka’s per capita remittance flows being the highest in
South Asia. Together with Bangladesh (US$ 3.4 billion), India (US$ 23.0
billion), and Pakistan (US$ 2 billion), Sri Lanka was among the twenty
largest recipient countries of remittances; collectively making the South
Asian region the second largest regional recipient of remittances in the
world after Latin America and the Caribbean.

Over the last three decades, workers’ remittances have increased by an
annual average of 10% and since 1994 constitute the largest source of
foreign financing for the island (Lasagabaster, Maimbo and Hulugalle
2005). Recorded inflows of foreign exchange earnings was estimated
at Rs.276,728 Million in 2007 comprising 27.5% of foreign exchange
earnings of the country. This has increased by 15% in 2007 compared
to 2006 (Central Bank 2007).

7 Unable to find complete source and hence this reference has not been included in the
reference list.
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Table 3.1 Estimates of workers’ remittances channelled through
formal financial infrastructure (US$ Billion)

1999 2000 2001 2002 2003 2004 2003

(Per

capita

USs)
Bangladesh 1.8 2.0 2.1 2.8 3.2 3.4 23.2
India 11.1 11.7 11.1 13.7 17.4 23. 15.8
Pakistan 0.1 1.1 1.5 3.6 0 2 27.0
Sri Lanka 1.0 1.2 1.3 1.3 1.3 1.3 67.7

Source: Lasagabaster, Maimbo and Hulugalle 2005

In 2006, workers’ remittances amounted to 8.7% of GDP. At the
microeconomic level, about 10% of households in the country are
recipient of overseas and domestic remittances. According to the
figures, worker remittances have continuously increased during the
past decade. It has increased fivefold from 1997 to 2007. Remittances
received from the Middle East remains at more than 50% of the total
since the 1990s. This increased until 2002 and has declinined since
then (CBSL 2007).

Remittances, Foreign Direct Investment® (FDI) and Official Development
Assistance® (ODA) are the major external financing contributions for
the economy of Sri Lanka. Today the foreign employment sector is the
highest net foreign exchange earning sector of the country.

In recent years, private remittances to Sri Lanka have (Central Bank
2007):

e Exceeded FDI inflows by 3 to 4 times.

e Exceeded net receipt of foreign assistance by two to three times.

e Been worth around 35% of all export earnings, second only to
the garment industry and ahead of tea and the island’s traditional
exports.

e Been worth more than double the gross receipts from tourism.

8 Foreign direct investment is investment of foreign assets into domestic structures,
equipment, and organisations. It does not include foreign investment into the stock
markets.

9 Flows of official financing administered with the promotion of the economic
development and welfare of developing countries as the main objective.
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Figure 3.1 Private remittances 1992 — 2007
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In Sri Lanka, the absolute and relative importance of private remittances
has increased significantly as levels of foreign aid have declined, and
foreign direct investment has plotted a slow growth (Deshingkar and
Aheeyar 2006).

3.2 Macroeconomic importance of remittances

In a broad macro perspective, remittances play a significant role in the
country’s development since its magnitude is very large compared to
other foreign financing. The International Monetary Fund (IMF) has
concluded that remittances can help to improve a country’s development
prospects, maintain macroeconomic stability, mitigate the impact of
adverse shocks and reduce poverty (IMF 2005). Remittances can also
promote financial development in cash-based developing economies.

Migrant remittances have had far-reaching effects on the economy. The
macroeconomic impact of migration has been substantial, and much of
Sri Lanka’s development spending will continue to be financed directly
or indirectly by remittance flows. In 2002, private transfers, primarily
from housemaids in the Middle East, were sufficient to finance 90% of
the combined deficit on trade, services and income accounts. In 2004,
remittances offset around 60% of the trade deficit (Deshingkar and
Aheeyar 2006). However a reduction in migrant remittances could have
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adverse effects on this dependence. In the light of the global economic
crisis this trend is becoming increasingly inevitable.

There is a debate over the extent to which remittances actually boost
the economy of the migrant-source country, because, as the discussion
above demonstrates, a substantial portion of income has been used for
consumption purposes and not saved or invested (Drinkwater, Levine,
and Lotti 2002). Even though remittances are not invested or saved,
it helps the economy since it increases household income which would
then increase the expenditure of migrant households. Recent literature
shows that in Eastern Europe and the Former Soviet Union remittances
can lead to economic growth simply by increasing the migrant’s
household income, regardless of whether this additional income is spent
on consumption or savings. Ratha and Mohapatra (2007) indicate that
if remittances are invested, they contribute to output growth, but they
generate positive multiplier effects if consumed.

The Sri Lankan government has tried to take numerous steps to develop
policies that empower the migrant labour force with a view towards
harnessing its strengths for micro and macroeconomic development.
The effectiveness of these strategies is debatable as there has been no
assessment of the impact of such policies.

3.3 Impacts on foreign exchange requirements

Remittances often serve as a key source of foreign exchange for many
developing countries. In general, remittances could play an important
role in the foreign exchange flows to poorer countries. Remittances are
a particularly attractive source of foreign financing, because they are
much more stable over time than private capital flows (Lueth and Ruiz-
Arranz 2007).

Overseas employment opportunities for skilled and unskilled labour has
created a new source of much needed foreign exchange in the form of
private transfers. Some analysts suggest that remittances contribute to
national income and ease foreign exchange needs, particularly when
military expenditures and government borrowing have been increasing
(Sgrensen et al. 2002).

Remittances may exert upward pressure on the real exchange rate
and reduce the competitiveness of exports (Chami, Fullenkamp, and
Jahjah 2003); however, because they are a significant source of foreign
exchange, remittances can improve creditworthiness and access to
international capital markets. For example, if remittances are included
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as a potential source of foreign exchange, the ratio of debt to exports
falls and this leads to a reduction in the country’s trade deficit.

3.4 Impact of remittances on poverty

Remittances can reduce poverty and fuel high rates of household
savings and investment (Rapoport and Docquier forthcoming; Roberts
2004). Remittances are an important source of domestic consumption
and investment. Though the underlying remittances data is limited,
estimations of the broader, macroeconomic impact of remittances
suggest that they exert a mild positive impact on long-term patterns
of macroeconomic growth, while evidence on their impact on the
distribution of poverty is mixed (Lueth and Ruiz-Arranz 2007).

Migrant households generally succeed in improving their life conditions.
Studies (Kageyama 2008) reveal that migrants employed in the Middle
East hold bank accounts that they opened as a result of their foreign
employment. These households had access to consumer durable items
such as cassette recorders, electric clocks, foreign clothes and various
foreign-made articles; others were able to buy new furniture and pay
for electrification of their households. The money was also spent to
provide better schooling and tuition for children.

Research conducted by the World Bank (Sander 2004) indicates that
the remittances from the returned migrants in Eastern and Central Asia
are utilised for funding consumption of food and clothing but that large
quantities are also used for education and savings (over 10%). Smaller
amounts are spent on business investment (less than 5%). Hettige
(1997) argues that, in the long run, many returning migrant families run
out of savings quickly and descend into poverty again due to wasteful
consumption, no savings or both.

Using Sri Lankan household survey data from 2001/2002, Lasagabaster
et al. (2005) argue that remittances are particularly significant for
poor households: almost 45% of recipient households belonged to the
lowest two income quintiles. While information on how the Sri Lankan
recipient households use remittances is scarce, it is likely that they have
a positive impact on poverty reduction and economic development.

Many households in conflict areas have been sustained by remittances,
and could not have survived without them (Koser and Van Hear 2003).
It is interesting that the conflict, which removed certain economic and
livelihood opportunities, also created alternatives through migration.
Even though migration is viewed as one of the negative outcomes of
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the war because people leave areas of origin, it provides an opportunity
for the migrants to search and create an alternative way of establishing
a new economic avenue through remittances. In these contexts, people
are fearful of their future and are reluctant to invest their money in
their own country due to prevailing insecurities. They do not have any
guarantee for their inputs and are exposed to many risks. Remittances
provide them with a guaranteed source of income in a crisis situation.

The moving out of poverty studies undertaken in the estate sector
and conflict regions® show that remittances have been a significant
contributory factor to the mobility of families and individuals. They
provide a safety net at times when households are unable to engage in
any other economic activity.

Migrant remittances in the estate sector have served to improve
the social status of families in addition to improving their economic
wellbeing. Households have been able to use these sources of income,
especially over a consistent period of time, to meet short term and long
term household needs and consider it to be a significant milestone in
present day wellbeing?!.

However, others (Gunatilleke 1986) note that the use of remittances
and income from foreign employment depends a great deal on the type
of community and the migrants’ socio-economic background. In Sri
Lanka, two of the most significant sectors associated with the impacts
of migration are housing and self-employment. Particularly, housing is
reported to receive high priority by most migrants and their families.

CENWOR studies (in DCS et al. 2006) note that migrants were able to
earn sufficient money to build a house only after several visits as the
initial loan taken for migration - usually from informal sources - had to
be repaid. However, some migrants did have sufficient savings on which
they subsisted instead of reverting to low skilled work.

These studies show that apart from the investments made on income
earning assets migrants invest on physical immobile assets. Such
investments include purchase of land, construction of new houses,
repairs and extensions of existing houses, redemption of mortgages
and liquidation of debts.

10 Moving out of poverty studies in the estate sector and conflict affected communities
(CEPA 2006, unpublished).

1t Ibid.
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Remittances can also have indirect positive effects on poor households.
It is associated with increased household investments in education and
health which have high social returns in the future. Studies show that
the children of remittance recipient households have a lower school
drop-out rate and that these households spend more on private tuition
for their children (Ratha and Mohapatra 2007). Further, children of those
households have higher birth weights showing that remittances enable
households to afford better health care and nutrition standards'2.

Remittances provide capital to small entrepreneurs, reduce credit
constraints and increase entrepreneurship (Ratha and Mohapatra
2007). A study conducted in Sri Lanka states that the income coming
from foreign earning are used to create new employment by investing
in an income-earning piece of equipment such as a tractor, truck or van,
or setting up small trading enterprises or grocery stores (Kageyama
2008 and United Nations 2004).

Despite these interventions these inflows have potential that is currently
untapped. While the money tends to be used to meet immediate needs,
more effort needs to go into investment opportunities to help migrants
sustain the benefits of their savings.

The impact of remittances on poor migrant families does not always
translate to a permanent improvement of wellbeing. Rural migrants
spend earnings on the short-term improvement of their family’s living
standards. The wellbeing improvements can be temporary and only last
until the migrant returns.

The remittance money does not always translate into long term
economic security unless it is utilised in a sustainable manner. The depth
of the poverty alleviation effect and its sustainability will depend on the
background of migrants and families and prudent use of resources.

In the case of Sri Lanka, remittances give the positive leverage of an
increase in income for many households that send migrants. We could
therefore argue that international migrants’ remittances in general can
positively help poverty alleviation in Sri Lanka but its effect is rather
limited as a short-term income maintenance support to households,
particularly for contract migrants from poorer income groups. It has

12 Ibid.
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not become a durable safeguard/tool guaranteeing a long-term way
out of poverty.

3.5 Remittance transfer mechanisms and channels

As is the case in other regions, the financial remittance market includes
three principal actors; commercial banks, money transfer businesses,
and informal money transfer agents. Slowly, other actors, such as the
post office system and microfinance institutions have begun exploring
opportunities in the remittance industry but their participation is still in
its infancy.

Informal remittances

Only the remittances received from formal sources are tracked and
recorded. There are many facilities available to remit money from
abroad but usage of these facilities is questionable. Only a particular
group of migrants - skilled and professional workers - use these facilities
to remit money.

Dias and Jayasundere (2004)" point out that many countries give
migrant workers (both temporary and permanent) the opportunity to
remit their earnings into foreign currency accounts that are not subject to
foreign exchange regulations and have attractive interest rates. Yet usage
of such accounts remains low. According to a survey conducted in Sri Lanka
in 1984, only 8% of returning migrants had used this facility, of which 90%
were skilled workers. No housemaids were recorded as using the system
as they prefer to use informal channels to remit their earnings.

Due to the constraints of work conditions, housemaids still prefer to use
informal channels to remit their earnings. With the fluctuation of the
dollar, many of these women are unaware that their informal contracts
do not give them a fair exchange rate and that they are losing on the
transaction (Malsiri et al. 1999).

Although provisions under the Exchange Control Act prohibit any other
entity to participate in the remittance business without the permission
of the Central Bank, some informal remitters are in operation. According
to the Central Bank, the hawala system accounts for less than 5% of
total remittances sent home.

Hawala is an informal value transfer system based on the performance
and honour of a huge network of money brokers who are primarily

13 Unable to find complete source and hence this reference has not been included in the
reference list.
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located in the Middle East, Africa and Asia. Rodrigo and Jayatissa (1989)
show that the proportion of unrecorded remittances in Sri Lanka was
around 13% in 1980-85; compared to around 40% in India and 85% in
Somalia. They attributed this to the (then) low degree of exchange rate
overvaluation, the high degree of financial development in the Sri Lankan
economy, and positive real interest rates (Puri and Ritzema 2008).

Most unskilled migrants remit money through friends and relatives
rather than formal sources since it is more secure and assured. The
SLBFE also found, through its own surveys, that poor migrants often
carry money themselves (in dollars) rather than sending it through
banks. This is not surprising given that banks are not easily accessible
to the poor. Informal channels are convenient and easy, providing a
doorstep service with no complicated forms to fill in and no red tape.
Money orders are also common (Lasagabaster et al. 2005).

The identification of these informal dealers becomes difficult as their
operators and localities are unknown and they hardly keep readily
accessible records of their transactions (Hettiarachi 2005)'. Estimates
based on a World Bank study (Lasagabaster et al. 2005) suggest that the
share of private remittances channelled through informal dealers could
have been close to 45% in the mid-1990s. The growth of informal fund
transfer systems has traditionally been negatively correlated with the level
of development and liberalisation of the formal financial sector. Informal
systems are more likely to be found in jurisdictions where the formal
financial sector is either virtually absent or does not provide a reliable,
cost effective, and convenient mechanism for the transfer of funds. The
attraction of informal operators is heightened by financial policies that
include foreign exchange controls as is the case in Sri Lanka.

The informality of hawala makes it attractive to many Sri Lankan
migrants who find banks and other financial institutions difficult to
deal with. The lack of bureaucracy renders informal services accessible
to less educated customers, many of whom live in rural areas, where
formal alternatives are limited. Informal systems are also reliable. Trust
and the cultural importance of one’s reputation and good name perform
an effective self-regulatory function. Disputes and errors are settled
among informal service providers who assume the risk of a counterpart’s
default or law-enforcement actions (Koser and Van Hear 2003).

4 Unable to find complete source and hence this reference has not been included in the
reference list.
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The contribution of the Tamil diaspora into the country is almost
certainly underestimated because much of this money is remitted
through informal channels known as the hundi/undiyal system (similar
to the hawala system) (Koser and Van Hear 2003).

Areas of conflict are also more likely to be linked to informal methods
of money transfers. The northern parts of Sri Lanka, for example, have
limited formal financial services. Migrants from that region resort to the
Hawala system and in-kind remittance services to transfer remittances.
Informal remittance services are also attractive to undocumented
immigrants, who may not be permitted to have bank accounts or do
business with formal institutions as a result of their status in host
countries (Koser and Van Hear 2003).

Formal Institutions

Under the Exchange Control Act, foreign exchange transactions are
permitted only through licensed commercial banks appointed as full-
fledged authorised dealers, unless any other person is appointed by
the Central Bank of Sri Lanka as a restricted dealer. Accordingly, both
inward and outward remittances from and to Sri Lanka are presently
effected through 22 licensed commercial banks.

Table 3.2 Remittances by licensed commercial banks (million
Rupees)

Institution 2002 2003 2004 2004 (%
of total)
Bank of Ceylon 741.8 772.0 881.4 56.4
People’s Bank 183.3 208.9 232.7 19
Seylan Bank 102.5 129.0 147.5 9.4
Hatton National Bank 42.7 57.5 81.6 5.2
Commercial Bank 63.7 79.6 93.4 6.0
Sampath Bank 58.8 75.4 76.1 9
Others 92 91.6 51.2 3.3
Total 1,287.0 1,410.0 1,563.9 100

Source: Hettiarachi 2005
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In addition to authorised dealers, Sri Lanka Post (SLP), the National
Savings Bank (NSB), which is a licensed specialised bank, and one
private company, Money Transfer Ltd. (MMBL), which is a subsidiary
of the Merchant Bank in Sri Lanka, are permitted to engage in money
transfers as restricted dealers. Of these, NSB and MMBL are permitted
only to engage in inward money transfers.

For migrants and their relatives, banks offer cheque products as well as
electronic and internet based products. In a recent survey of financial
institutions, Hettiarachi (2005) found that the following were the most
widely used instruments for transferring money: (i) Telegraphic Transfers
based on SWIFT messages; (ii) drafts/cheques drawn on banks; and
(iii) international money orders issued by banks and post offices.

3.6 Money Transfer Businesses (MTBs)

Money transfer businesses play an important role in providing remittance
services to Sri Lankan migrants. MTBs are financial service agents that
accept cash, cheques, other monetary instruments, or forms of “stored
value” in one location and pay a corresponding sum in cash or another
form to a beneficiary in another location by means of a communication,
message, or transfer, or through a clearing network to which the MTB
belongs.

The leading MTB in Sri Lanka is Western Union. With a 150-year history,
Western Union is the global leader in money transfer services. It has
more than 150,000 agent locations in 190 countries. Although estimates
vary, it is commonly agreed that after banks, Western Union handles
the largest share of remittances from the United States to South Asia.
Western Union allows customers to send money using credit and debit
cards through the company’s Web sites, offices and agent locations, the
telephone, or physical mail using a money order.

3.7 Post Office Network

Post offices are accessible to almost all the rural communities unlike
other formal financial institutions such as commercial banks. Although
the postal service has a long tradition of providing cross-border
remittance instruments, its market share is minimal due to deficient
and slow services. In 2004, the post dealt with remittances amounting
to US$8 million or less than one percent of the total market. These
primarily came from India and the United Kingdom. The remittance
flows are settled through an account held at the Central Bank of Sri
Lanka, which does the currency conversion. International postal money
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orders, which remain paper based, take up to four weeks to reach
the beneficiary. Money orders can be cashed at any post office. The
senders usually pay a value-based fee, in the range of 2-5% of total
value. In comparison to remittances products offered by banks and
money transfer agents, the paper-based postal money order compares
poorly, except for its outreach.

Table 3.3 Average time period to remit money to Sri Lanka by transfer
service 2005

Country Telegraphic Draft/ Cheque E-Remittance
Transfer

United Arab 1-2 Days 3*-21 Days 10-15 Minutes

Emirates

United States 1-2 Days 3*-21 Days 10-15 Minutes

European Union 1-2 Days 3*-21 Days 10-15 Minutes

*On local clearing
Source: Central Bank of Sri Lanka (2005)

There is an attempt to formalise this money transfer system by opening
private banks in migrant-destination countries to assist Sri Lankan
nationals remitting their earnings, and these branch offices have
managed to attract a number of clients through personalised service.

3.8 In-kind remittances

In-kind remittances take place through the provision of goods or
services in one country, while the payment is made in another country.
Many expatriates plan to return and retire in their homeland. Paving
the way for return often means building a house. A local company may
provide the construction work for the expatriate and receive payment
in an overseas account.

In Sri Lanka, for example, the real estate market has provided
opportunities for such transactions, as expatriates wish to buy or sell
property at home without disclosing the true price to the authorities.
Balances between the real and declared price are settled through
middlemen and payments outside the home country. In-kind remittances
pose an important measurement challenge (Lasagabaster et al. 2005).

Large volumes of durable goods or valuable commaodities such as gold
or gem stones are brought back to emigrants’ home countries upon
their return. Sometimes the value of these goods is counted as “official
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remittances,” but sometimes it is not. Whether remittances are in the
form of funds or value should not obscure the similar functions they
perform or the effects they can have on regional economies. In Sri
Lanka, initiatives are underway to mitigate the inefficiencies that arise
from in-kind remittances. One of these initiatives is to allow the duty-
free import quota to be used in special duty-free shops in Sri Lanka
upon return from working abroad (Lasagabaster et al. 2005).

Remittances which come in-kind are usually excluded from the
calculations and estimations of volume of migrants’ remittance that
come into the country. A returning migrant’s personal baggage usually
contains clothes, household goods and electric appliances. The duty free
facility at the airport, which does not apply to certain goods now, has
acted as an incentive for returning migrants to purchase household items
and electric appliances. The value of such items entering the country
as part of incoming passengers’ personal baggage is sizeable. Some of
these in-kind remittances are sent through informal channels such as
friends and relatives who are returning to the country (Lasagabaster et
al. 2005).

4, Future Directions

4.1 Policy processes

The state involvement in migration became significant after
independence in 1948. Repatriation of Indian Tamil plantation workers
to India and the migration of Europeans back to their homelands were
observed during this time. The Srima-Shastri pact enacted in 1964 and
Indira-Sirimavo supplementary agreement enacted in 1974 further
facilitated the repatriation of Indian Tamils to India from 1948 to the
1980s. According to Karunaratne (2008), these agreements resulted in
600,000 Indian Tamils returning to India while 375,000 Indian Tamils
working in the estate sector received Sri Lankan citizenship.

A national policy on emigration was introduced through the passing
of the Immigrants and Emigrants Act No. 20 in 1948. Provisions were
made for the control of entry of non-Sri Lankans, the exit of non-Sri
Lankans, and the removal of non-Sri Lankans in the country.

However, socio-economic conditions and policies implemented during
1970-1977 had an indirect effect on the migration situation in Sri Lanka.
Adoption of strict nationalistic policies such as import substitution trade
policies, nationalisation programs of private businesses, limitation of
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land ownership, financial regulations, and high personal income taxes
combined with a high unemployment rate among the well-educated,
aggravated the permanent out-migration of skilled labour from Sri
Lanka which led to the brain drain in the country. The introduction of
trade, financial and labour market liberalisation policies in 1977 created
avenues for Sri Lankans to migrate for employment irrespective of their
ethnicity and skill level (Karunaratne 2008).

More recently, the Mahinda Chinthanaya Ten Year Development Plan has
identified issues related to high unskilled labour migration and illegal
migration and has suggested that these be addressed through sound
policies and strategies. Some of the suggested policies and mechanism
in the Ten Year Development Framework have opened new avenues for
skilled labour in fields such as nursing, shipping and computer science.
In addition, there has been the establishment of an English medium
nursing college, which is aimed at fulfilling the growing demand for
nurses in European countries, and the introduction of a pension Scheme
for those who are employed abroad.

"A future of peace and prosperity in which all Sri Lankans enjoy
a better quality of life..., through the promotion of opportunities
for women and men to obtain productive work in conditions
of freedom, equity, security and human dignity” (Mahinda
Chinthanaya 2004:175).

The key issues to be addressed in relation to migration include: lack
of quality employment opportunities for women, high unskilled labour
migration, and illegal remittances (Mahinda Chinthanaya 2004).
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Box 4.1 Migration support and protection: Mahinda Chinthanaya

The Mahinda Chinthanaya promises to;

0 Open new avenues for skilled labour in fields such as nursing, shipping,
computer science, etc. to secure foreign employment.

o Establish an English medium nursing college, which is aimed at fulfilling
the growing demand for nurses in European countries.

0 Register youth who are interested in securing employment overseas at
the Divisional Secretariat and provide them with the required training.

o Introduce a bank loan scheme to cover the initial expenses of those
who secure foreign employment.

o Introduce welfare projects at village level for the benefit of the children
of those who are employed abroad.

0 Make special arrangements to protect female expatriate workers.

0 Arrange special housing loan schemes through state and private banks,
with a 30% contribution being made by the Government through a
suitable mechanism.

o Introduce a pension scheme for those who are employed abroad.

o Increase the duty free allowance presently available for returnees from
employment abroad to US$5,000. Laws will be amended to allow the
use of this facility during the first 6 months from the date of returning
to Sri Lanka.

Source: Mahinda Chinthanaya 2004

Gamin Gamata which is a presidential community and welfare service
project provides employment opportunities overseas for unemployed
youth of rural areas. One of the main aims of the programme is to
organise a structured training programme for rural applicants who are
awaiting foreign jobs and to grant loan facilities to those applicants who
are from Samurdhi recipient families (Ministry of Foreign Employment
Promotion 2008).

The SLBFE is the main agency charged with matters connected
to foreign employment and it also promotes the employment of Sri
Lankans abroad. It is a semi-government body set up by an Act of
Parliament in 1986. The change of ministries and its new focus reflect
the government’s view on the importance of the foreign employment
industry to the economic development of the country (Ruhunage
2007).

In addition, the Sri Lanka Foreign Employment Agency (Pvt) Ltd. was
established in 1996 as a government owned company with a view to
minimise unemployment. It is the only state organisation to provide
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foreign employment opportunities to the Sri Lankan work force (Ministry
of Foreign Employment Promotion 2008a).

4.2 Internal migration policy mechanisms

With the opening up of the economy in the 1970s, successive
government policies have been devised to encourage both skilled and
unskilled external migration. Attempts to manage internal migration
through a policy framework are more complicated to monitor given the
inability to track the movements of such migrants.

The opportunities for migration have been created as a result of
urbanisation in areas such as the Western province which has created
opportunities in industry and commercial centres, and export processing
zones and the boom in the garment sector. These in turn have attracted
migrants, especially female migrants. The flows of these migrants need
to be supported by the policy framework, not just in terms of employment
creation, but also protection of worker rights and wellbeing.

4.3 Harnessing remittances

With the aim of encouraging the flow of remittances, the government
recently permitted the opening of special non resident foreign currency
(NRFC) accounts in commercial banks in Sri Lanka with tax-free interest.
In addition, a special loan scheme has been provided by the two
state banks for pre-migration expenses, housing and post-migration
investment.

Incentives provided to encourage return migration include the provision
of dual citizenship and avoidance of double taxation, which allows
returnee migrants to benefit from a lower tax regime in Sri Lanka.

While there is recognition by state and non-state actors that remittances
can be harnessed much more effectively, there is very little that is being
done in this regard. At the time of writing, the available literature and
discussions did not provide a clear way forward in this regard. Despite
recent indications by the state to encourage migrants to invest, there is
no clear plan of how remittances will be used to develop the country. It
is clear that much more discussion and exploration is necessary.

The International Organisation for Migration (IOM) has programmes
that focus on the reintegration of returnee migrants, offering them
alternative livelihood options within their communities. This programme
is implemented with migrant savings and project funding.
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This project focuses on improving the income level of the returnees
by developing their skills and business development, entrepreneurship
and education, depending on the need of the returnee. The programme
also has a prevention component — where communities who show signs
of risk are targeted for livelihood improvement activities.

It was noted during these discussions that migrant returnees are not
always willing to invest in agricultural activities as it is risky and does
not provide high returns. This points to the larger issues of productivity
in the sector but also highlights the potential for investment if necessary
improvements are undertaken. Migrants are more open to investing in
activities and business options that show tangible results in a short
period of time.

While this information on investment is limited in Sri Lanka and seems
to point to a large proportion of it being spent on consumption activities,
examples of other countries could provide some lessons.

A comparison of expenditure in Mexican households with and without
migrants showed that households with international migrants spent
more on investments and less on consumption than other households
at the same income level. This was despite households with migrants
claiming that they spent more on consumption. Similar findings come
from other studies. A study in Egypt concluded that among households
with similar incomes, the ones that got more of their income from
international migrant remittances spent more on investments (Taylor
2006).
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Box 4.2 International labour migration from the Philippines

In 1974, the Philippine government initiated an "Overseas Employment
Program" to place Filipino workers in overseas jobs. Encouraging emigration
was one way the government could alleviate rising unemployment and bring
in scarce foreign exchange. The annual number of Filipinos going overseas
on officially processed work contracts rose six-fold from 36,035 to 214,590
between 1975 and 1980, and more than quadrupled again by 2002 to
891,908.

In households with an overseas worker, remittances accounted for a
substantial portion of total income prior to the crisis, 40%, on average and
is used in different ways.

Investment in education of children: Expenditure on children’s education
appears to increase, accounting for 0.7% of household income. Improvements
in exchange rates impacted positively on education albeit differently on boys
and girls. The 25% exchange rate improvement led to a 3.3% increase in
girls' school attendance and a 1.7% increase for boys, from base attendance
rates of 95% and 93%, respectively.

Investment in entrepreneurial activities: The exchange rate shocks also
made it more likely for households to have certain types of entrepreneurial
enterprises. A 25% exchange rate improvement raised the likelihood
of a household having a "transportation and communication services" or
"manufacturing" enterprise (by 1.9 and 1.5%, respectively). "Transportation
and communication services" include taxis and small bus services (jeepneys).
"Manufacturing” includes small-scale operations such as mat weaving,
dressmaking, and processed food making.

Durable goods: Exchange rate shocks also increased households' acquisition
of durable goods. Prior to the change in exchange rates, 83% of households
with a family member working abroad owned a television, 68% owned a living
room furniture set, and 13% owned a vehicle (jeep, motorcycle, or car).

Source: Migration Information Source
http://www.migrationinformation.org/Feature/display.cfm?ID=270

4.4 Addressing migrant conditions within host countries

There have also been a number of changes in labour receiving
countries that focus on the development of labour standards. In some
Middle Eastern countries, there exists a unified host country sponsored
service contract for migrant workers which make employers more
accountable for foreign workers. Country to country MOUs that aim to
streamline the recruitment process and protect rights and obligations
of both employers and employees is another recent policy development
(Ruhunage 2007).
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However, the policy focus appears to be inclined towards the protection
of workers in the Middle East. While this is important, policy mechanisms
need to also note the changing nature of migration, especially in terms
of sending areas. There do not appear to be mechanisms in place that
encourage professionals to remain in Sri Lanka or to enforce an approach
that focuses on reducing migration, especially permanent migration.
These implications need to be considered in the light of the recent
global recession that will possibly reduce the demand for migrants in
the light of decreasing employment opportunities.

The current legislation in place focuses on promoting worker migration
rather than protection and welfare. Bilateral agreements and MOUs are
confidential and difficult to access to ensure that migrant protection
conditions are being adhered to and monitored. There is a need to amend
the penal code and laws relating to migration and migrant workers to
make them more responsive to migrant welfare and protection as well
as holding actors responsible®®.

4.5 Protection of migrant workers and their families

Since protection of migrant workers abroad is a key concern, the SLBFE
has introduced various protective and welfare measures to reduce the
irregularities and exploitation faced by migrant workers, especially
women workers. Compulsory registration with the Bureau for all persons
proceeding for foreign employment was introduced in 1995 and strict
monitoring was to be carried out at the airport by SLBFE officials. Also,
it introduced an insurance scheme for migrant workers and training
schemes for housemaids prior to departure.

The Bureau sets standards for, negotiates contracts of employment,
and enters into agreements with foreign authorities, employers and
employment agencies. It issues licenses for recruitment agencies,
renews their licenses and also cancels their licenses if they find
irregularities. Further, it stipulates minimum wage laws and emphasises
the requirement for the employer to provide free food, accommodation,
medical facilities and a return air ticket to Sri Lanka (CENWOR 2008).

Dias and Weerakoon (1990) (in DCS et al. 2006) showed that migrants,
particularly women, are vulnerable to exploitation by recruiters as well as
employers, as their contracts are not protected by bilateral agreements
with recipient countries. Irregularities included the non-payment of

15 Excerpts from presentations made at Policy Workshop on Migration, Vulnerability and
Security, organised by SPARC and the University of Sussex, August 2008.
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agreed wages, long working hours and lack of leisure, harassment and
abuse. Migrants have little access to training, child care services or
advice on savings and investment; their acquired skills do not facilitate
upward occupational mobility when they return home.

The SLFEB claims to have developed insurance programmes where
sponsors and employers have to pay the premium on behalf of the
employees. This is currently applied to UAE bound migrant workers
with plans to broaden the programme to include other areas. The
programmes provide cover harassment, legal advise, sexual exploitation
and medical care. In addition, legal officers are appointed in missions
and have to be recommended by the missions to be able to approach
the agents in SL to recruit peoplets.

Contracts need to be signed in the presence of the SLBFE officers,
in the presence of the workers and prospective employer. Contractual
agreements are explained by the SLBFE to the worker. These systems
are in place in Colombo and some regional centres to increase migrant
protection?”’.

4.6 Female migration

More recently, a policy banning the migration of mothers with children
less than 5 years of age was proposed by the Government on the basis
of managing the social impacts of migration on children. Though the
plan has been approved by the cabinet, it is yet to be ratified by the
parliament (Migrant Forum in Asia 2008). Under the new law, mothers
with children over five years would be required to obtain approval from
a government committee after submitting proof that they can provide
proper caretakers for their children.

While the ban is trying to ensure the protection of children, it ignores
the need to address the root causes of migration and factors that place
some children at risk. It does not hold fathers, who are often in charge
of the children, and care givers, responsible for the conditions of the
children.

The recent controversy over this policy stems from its disregard for the
rights of women to undertake employment and its violation of women'’s
rights to freedom of mobility and employment, which is a contradiction

16 Adapted from presentations made at Policy Workshop on Migration, Vulnerability and
Security, organised by SPARC and the University of Sussex, August 2008.

7 Ibid.
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of “freedom, equity, security and human dignity” (Mahinda Chinthanaya
2004:176). This policy ignores the socio-economic impacts that such
attempts at prevention can create. The loss of such key sources of
income may lead to increases in the level of poverty among those
households. This may have negative consequences on the level of
education of children, their health and nutrition as well as access to
other resources and services. Such short sighted policies also disregard
the role of husbands and fathers in the income generation and child
care spheres.

4.7 Greater need for data and consolidation

This paper stresses the need to consolidate and generate accurate
data on internal and external migration. While the SLFEB, IOM and
the Department of Census and Statistics have recently taken steps to
improve the availability of data on external migration; these figures are
heavily dependent on formal registration and tracking mechanisms. They
are also limited to certain users and offer little space for analysis.

There is little macro data on internal migrant patterns despite its
important linkage to poverty. There is also limited information on the
informal sector — migrant flows, characteristics and impacts as well
as remittance channels and usage. In depth research is necessary at
the national and micro level to explore the impact of these effects on
migrants and their households. Inadequacy of such data at the national
level as well as at more disaggregated levels hinders a policy impact
analysis.

5. Potential for Intervention

5.1 Engaging in policy processes and improving availability
of information on migration

Advocate for a holistic policy environment that fosters migrant
and dependent welfare and investment of their earnings: The
policy level engagement on migration has been largely focused on the
significance of remittances and has been geared to encourage the
growth of remittances rather than encourage employee welfare and
channel remittances to be invested in development.

The Mahinda Chinthanaya lays greater emphasis on the skilled
employment sector even though a larger proportion of migrant
remittances is from less skilled employees. The growing demand for
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skilled labour in the Middle East and European countries has driven
the government to focus more on skill building in the fields of nursing,
shipping and computer science.

More needs to be done to harness remittances more effectively and
institutions and actors in the process cannot provide a clear way
forward. Hence more engagement and debate amongst state and non-
state actors is necessary if this is to be developed into a clear plan.

Protection schemes need to include workers in other countries and not
only Middle Eastern countries, as well as internal migrants, especially in
the context of changing global trends. Legislation and penal codes need
to be made more responsive to migrant welfare and protection as well
as holding actors responsible.

Include internal migration into the policy debate: Attempts to
manage internal migration through a policy framework is necessary
despite its complicated nature.

Bring in migrant voices into the policy debate: The voice of the migrant
worker, internal or external, is missing in policy formulation. The
experience — good and bad seem to have a limited incorporation into
policy direction and practice. The reintegration of the migrant — both
successful and unsuccessful — is important but limited in a country that
has a growing number of migrants. In the case of migration to the UAE,
some migrants completely bypass agents and find better employment
opportunities through their own social contacts. There is a need to
recognise and strengthen these opportunities!®.

Invest in improving the availability of information and research on
migration: Advocate for greater sharing of information and data on
migration and its implications in addition to using evidence to influence
policies within the sector.

5.2 Utilising remittances for development

Focus on improving inflows of individual remittances: There is
a need to examine the package of benefits and incentives that are
available to migrants. Remittances are entitled to tax exemptions but
this is not sufficient given that most migrants do not fall within the
tax net. Incentives such as health insurance schemes, loan schemes

18 Taken from presentations made at Policy Workshop on Migration, Vulnerability and
Security, organised by SPARC and the University of Sussex, August 2008.
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for housing and educational assistance are all geared to encourage
migration and promote the welfare of migrants. They do not really link
to the maximisation of remittance flows through formal channels nor
focus on investing inflows of remittances (MARGA 2006).

Focus on investing remittances for community benefit: Most
migrant households spend most of their income locally. This opens up
the possibility for businesses in the migrant-sending area to benefit from
remittances. However, to do so, these businesses must have access to
the infrastructure and inputs needed to increase their supply of goods
and services (Taylor 2006).

Taylor (2006) notes that infrastructure development (roads,
communications), marketing, education, and technology and other
extension programmes can be used to complement and create incentives
for households to invest. These types of programmes can complement
remittances by improving infrastructure and raising the productivity of
household assets. The effectiveness of these programmes depends on
the extent to which investments in migrant-sending areas are more
profitable and less risky. They must also loosen the constraints that
keep households from responding to these incentives, including getting
resources (including remittance-induced savings) into the hands of
people who will invest them.

Improve information services for migrants: Migrants are in need
of better information services and training in remitting money which
should be available at the pre-departure stage (MARGA 2006). This
could be coupled with information on investing their remittances that
encourages saving and investment upon the migrants return.

5.3 Protecting migrants and their families

Improve migrant protection mechanisms to make employers
and recruiters accountable: Bilateral agreements with recipient
countries can facilitate this and address irregularities related to non-
payment of agreed wages, long working hours and lack of leisure,
harassment and abuse. Developing migrant insurance programmes
with contributions from employers should be encouraged.

There is a need to consider issues of fees, protection from agents and
sub-agents, and trafficking. Sub-agents have minimal regularisation
and monitoring, so awareness creation amongst local law enforcers to
be able to identify cases of trafficking is important. Sub-agents work for
a number of agents and are not held responsible for their actions. Once
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they receive their commission, they are not responsible for the welfare
of the migrants.

Protection systems that are in place should be strengthened
to cover all migrants and migrant sending regions: currently
contracts need to be signed in the presence of the SLBFE officers, the
worker and prospective employer. Contractual agreements are explained
by the SLBFE to the worker. These systems to increase migrant protection
are in place in Colombo and some regional centres®.

According to Remnant and Abdul Cader (2008) the SLBFE should offer
advice on suitable childcare provision and on how to ensure remittances
are used for the benefit of the child. The Ministry of Education also
has an important role to play in encouraging teachers to monitor the
performance and behaviour of children of migrant mothers. There is
currently a lack of co-ordination and consistent support available, but
some cases of good practice exist, where NGOs or local government
organisations have mobilised support for children in migrant mother
families.

Local and international rights groups argue that a travel ban on
women with young children is not the solution and have urged for the
government’s involvement in tackling the social consequences of young
women migrating. According to the Migrant Forum in Asia (2008), the
government needs to develop programmes aimed at better preparing
migrants and their families, providing social support services to families
left behind, implementing policies to encourage women’s employment
in the country, and promoting and developing programmes to raise
awareness on shared parenting and child rearing, particularly the needs
of fathers and other caregivers. It is clear that the plan considers only
social problems that have been created in migrant mothers’ households
as well as due to the discontented life they spend without their families
(Migrants News Monitor 2007).

Ensure returnee migrants are not forgotten: Opportunities
for migrant reintegration activities should focus on developing and
enhancing existing/learnt skills rather than trying to involve returnees
in new forms of livelihood generation activities. Assistance for returnee
migrants should be considered in the light of the current global crisis
and be tailored to involve external migrants and internal migrants.

19 Ibid.
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MICROFINANCE

Executive Summary

The paper begins by clarifying the difference between rural finance and
microfinance. The former encompasses a range of financial services to
the rural sector, while microfinance focuses exclusively on small loans
with no collateral except group guarantee.

The three elements of micro finance - savings, credit and micro
insurance contribute to improving the living standards of the poor
through enabling a cash flow to meet basic needs and providing greater
security at times of stress. Recent studies on the impact of microcredit
have found that the middle and higher income quintiles have increased
their level of income, assets and housing through microfinance, but that
for the poorest households, the impact of micro-credit was mainly to
increase consumption levels.

Rural finance was initially extended to farmers farming irrigated land, and
was subsequently expanded to include farmers without irrigation and
non-farm enterprises. A large survey on rural finance shows that most
people, including the poor, do not have difficulties in accessing credit,
even if they haven't yet resorted to taking a loan. They do however face
difficulties in finding collateral and in dealing with the documentation.
Low interest rates and long processing times also constrain rural people
from saving.

The sources of microfinance for rural people are state banks, local and
international NGOs, the cooperative movement and special government
agencies such as Samurdhi. The Government also has a range of formal
credit lines targeted at the rural sector. However, the paper points out
the lack of financial sustainability and market driven cost structures as
the major weaknesses of all microfinance initiatives in Sri Lanka. There
are several agencies providing technical and capacity building support
to microfinance institutions. Capital funds for lending to Micro Finance
Institutions (MFIs) however are seriously restricted.

The paper also suggests that despite the existence of a large number of
microfinance agencies with significant outreach, there are many areas
of the country that microfinance has not reached. These include the
north and eastern provinces, and the plantation sector. The geographic
locations where it is most difficult to access credit include the North
Western, Uva and Eastern provinces.
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The paper critiques the limited portfolio of products in the MFIs, and the
focus on loans for income generation that is a hangover from the early
experiments of the Grameen Bank and others. As a result, many poor
families are unable to access credit from the MFIs for emergencies, health
purposes, purchasing household goods or improving their homes. The
emphasis on credit for income generation means that many borrowers
are small entrepreneurs; casual wage labourers have little access to
credit. Another limitation is the lack of credit plus services.

Microfinance in Sri Lanka is largely provided through a society based
model, which isjustified as bringing in social and economic empowerment
but it has been shown that this approach is the single most important
reason for the poor quality of microfinance services in Sri Lanka. Most
societies end up inactive. The simple group model adopted by MFIs in
countries like Bangladesh and Pakistan is more appropriate.

Poor people can benefit greatly from micro insurance, especially health,
life and agricultural insurance. The insurance market in Sri Lanka is very
underdeveloped and is at the same stage that micro-credit was 25 years
ago, defined by limited outreach, very high transaction costs, absence
of viable operations, few large-scale commercial operators, extensive
government intervention and lots of scepticism about the future. A
few MFIs are providing credit-life insurance but the main insurer is
the Agricultural and Agrarian Insurance Board (AAIB). AAIB provides
insurance for all crops, all types of livestock and all farm machinery and
equipment. To secure the harvest, AAIB has introduced an insurance
scheme for the storage of paddy. The organisation has also instituted
the only pension scheme available for farmers.

The paper concludes with some recommendations for development
agencies, to focus on policy dialogue, build the capacity of MFIs and
scale up microfinance operations, rather than just provide a credit
line.
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1. What Constitutes Microfinance for Small Farmers
and Non Farm Businesses in Sri Lanka

Microfinance (MF) includes savings, credit and other financial services
available from the formal banking sector, co-operative sector as well as
the semi-formal microfinance sector. The formal banking sector itself has
both commercial banks as well as development banks such as Regional
Development Banks and a portion of their portfolio is microfinance. This
paper will confine itself to savings and credit required by small farmers
and non farm businesses. Micro insurance will also be discussed whilst
remittances are dealt with in another paper.

At the outset of the paper the difference between “rural finance” and
“microfinance” must also be stated. Rural finance commenced in the
1950's with state banks giving credit to farmers in development schemes
with irrigated land and later in other irrigated areas. It basically means
savings and credit in rural areas for farmers as well as other rural citizens.
It includes larger loans for rural enterprise and farm equipment. Most
of these loans are disbursed under personal guarantee or with physical
collateral or both.

Microfinance, on the other hand, refers to collateral free group based
loans for individuals and always refers to small loans. The most
important aspect is that the loans are based on group guarantee and
do not require either individual guarantee by tax payers or government
servants or asset based collateral.

This paper covers both rural finance and microfinance with a focus on
small loans of both types.

2. Contribution of Microfinance to the Increase in
Quality of Life of Poor

Here, the contribution of microfinance to four key aspects related to
poverty, basic needs satisfaction, impact on individuals, the community
and the natural environment, is analysed.

Microfinance has been recognised as an effective tool for combating
poverty around the world during the last two decades. Table 2.1 below
shows the different levels of contribution by key microfinance products
into the different components to these four aspects.
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Table 2.1 Impact of MF for improving livings standards of poor

MF Contribution to improving living standards
service
Basic needs Individual Community Natural
level level environment
Savings Future needs Greater Interaction
Emergency: security with
other liquidity community
needs
Credit Cash flow/ Engagement  Interaction Protection/
Income with degradation
Emergency: community
other liquidity
needs
Micro Health Greater Interaction
insurance Disability Security with
Oblige social ~ community
responsibilities

There have been many recent studies on the impact of microfinance.
Tilakaratna et al. (2005) found that overall, micro-credit has enabled
households to improve their income, assets and housing conditions. But
the magnitude of the impact was found to vary across different income
groups. While the middle and higher income quintiles have increased
their levels of income, assets and housing through microfinance, for the
poorest households, the impact of micro-credit was mainly to increase
consumption levels. The recent GTZ - ProMiS study (2008) found that
40% of households who accessed credit felt that their standard of living
had improved as a consequence. However, here too more households
in the higher income quintiles (45%) felt that there was an impact
compared to the lowest quintile where only 30% felt that income had
increased. However, using data from a sample survey conducted in
the Hambantota and Moneragala districts in 2003, Colombage (2004)
found that there was no significant difference in the growth of income
generated from the micro enterprises of clients of microfinance
institutions and other micro entrepreneurs.

One successful microfinance intervention in Sri Lanka with documented
impacts on poverty is the RERED project which promoted Solar home
systems for rural households. This project provided solar home systems
for electrification of 98,738 households by the middle of 2006. The
main benefit has been improving quality of life through better lighting,
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enabling children to study longer under better lighting, and facilitating
the work of women. Nearly 19 million liters of kerosene have been
saved from the first quarter of 2003 till the 30th of September 2006.
This is the equivalent of 54.5 million kg of Carbon Dioxide (CO2). The
savings from reduced kerosene consumption would increase and the
improvement in the home environment and health as a result of less
CO2 in the air that family members breathe in would be a continuing
benefit from the Project (Mid term review — RERED project).

3. Who are Microfinance Clients and What do they
Want?

The initial target group of microfinance was farmers engaged in irrigated
agriculture, primarily around the main tanks and irrigation projects
including settlement projects. It was subsequently extended to dry
zone farmers including those who are engaged in rain-fed agriculture
and are dependent on minor tanks, and now includes off farm economic
activity and other types of livelihoods, including paid employees.

Over 70 % of Sri Lankans live in rural areas that are primarily bound by
an agriculture economy. Different sub groups can be identified within
this segment. They are:

e Paddy Farmers

e Vegetable and other horticulture farmers

e Small Producers

e Small traders

¢ Small businessmen in the service sector

e Fishermen

¢ Smallholders of tea, rubber, spices and other cash crops
e Livestock owners

e Farmers and non farm businesses in the North East

e [Estate workers

e Those who need loans and financial services for other needs
such as housing, education, and emergency needs.

The GTZ — ProMiS report based on a huge survey on the demand
for microfinance published in 2008 and titled “Outreach of Financial
Services in Sri Lanka” found that 84.4% of those surveyed did not
find any barriers to accessing microfinance though not all of them had
necessarily taken credit. The survey identified collateral requirements
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and excessive documentation as the main barriers to accessing credit.
Regarding savings, the main barriers identified by customers were low
interest rates and the long processing time. A summary of expectations
of clients is given in table 3.1.

Table 3.1 Expectations of financial institutions

Expectation %o of HHs
Low interest rate on loans 59.8
Simple and quick loan application procedure 44.7
Easy access/proximity 40.3
Can obtain individual loans 32.7
No collateral requirement 25.1
Customer-friendly bank staff 17.7
Flexible repayment 14.0
Loan size tailor made to needs 13.2
No restrictions on loan use 12.1
Provision of advisory services/technical advice 7.2
No need to repay loan 3.1
Mobile banking services 2.9
Others 2.5
No response 24.8

Source: Outreach of Financial Services in Sri Lanka - GTZ 2008

The specific improvements they wanted are given in table 3.2

Table 3.2 Suggestions for improvement

Suggestion % of
HHs
Transaction procedures should be simplified 57.5
Number of documents required should be reduced 38.4
Information on available services should be improved 37.2
A customer-friendly atmosphere should be promoted 32.0
Cost of banking transactions should be reduced 22.4
Bank branches should be established in close proximity to the 17.9
clients
Time taken for processing of transactions should be reduced 16.7
Banking hours should be extended 11.9
Number of business days should be increased 6.3

A wider variety of products e.g. money transfer, insurance, training, 4.2
etc should be offered

Other 3.1
Source: Outreach of Financial Services in Sri Lanka - GTZ, 2008
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4. Current Sources of the Supply of Microfinance

The results of the last in-depth study on the supply of microfinance
done by GTZ- ProMiS is still not out and so an estimate done by CGAP-
CLEAR study in 2005 is used as an authoritative source. This study
identified 15 donors active in funding the microfinance sector in Sri
Lanka. Among them, two donors, namely Concern Worldwide and
Relief International, have already closed their operations. The other
13 still operating are ADB, CIDA, ETIMOSE - an Italian microfinance
Agency, EC, GTZ, JBIC, KFW, NORAD, PLAN, Stromme Foundation,
UNDP, USAID and WB. These are only the agencies which have an in
country office. In addition, agencies such as IFAD, NOVIB and Berendina
Stichting also funded microfinance. Some of these donors are no longer
very active in the microfinance sector. There are a few new initiatives
to provide MF related technical assistance such as ACTED (Agency
for Technical Cooperation and Development) and there has been an
increasing trend of commercial borrowing - locally and internationally
- during the last one to two years. Commercial borrowing is important
to the microfinance sector as donor money is not adequate to meet the
demand for microfinance services.

Most of these agencies still remain active with less funding than in 2005.
Still, most MFIs depend on the National Development Trust Fund which
had 111 partners by mid 2008, 59 of them NGO partners. Stromme
Microfinance Institute has 30 NGO partners. ECLOF having over 30
partners is another international source of funding for this sector.
Though there are a lot of agencies in Europe and the USA lending for
microfinance, only a very few have lent in Sri Lanka and that too to very
few MFIs. These include ETIMOS - the Italian agency and the only one
to have an office in Sri Lanka, Rabo Bank, Deutsche Bank, Cordaid, and
ASA which is based in Bangladesh. Some of these were not active at the
time of CGAP CLEAR review. Most of them still find it difficult to work in
Sri Lanka due to the stringent exchange control regulations the country
still has on remittances of loan repayments.
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Table 4.1 Liquidity by institutional type

Liquidity by key actors*

Amount of Loan portfolio
deposits outstanding
RDBs 10,240,920 12,909,525
Sanasa Development Bank 2,309,506 2,069,080
Co-operative Rural Banks 22,276,954 8,144,916
NGOs/Companies 2,083,931 2,139,695
Samurdhi 11,761,000 3,692,000

*In " 000 LKR
Source: CGAP survey 2005

The deposits and outstanding loan portfolios of a few of the key
microfinance actors are given in Table 4 above. Regional Development
Banks (RDBs) cover all regions except for the North and East. Donor
agencies such as the World Bank, ADB and IFAD provide credit lines
for specific target groups through specific projects (e.g. the Dry Zone
Livelihood Support and Partnership project of IFAD which has a credit
line meant only for very poor dry zone farmers and non farm businesses
in chosen dry zone districts). These credit lines are given at a subsidised
rate of 4% to the country in order to go towards access to credit for
isolated communities who are not touched by the formal network.

Co-operatives, primarily Rural Banks have 1,476 branches all over
Sri Lanka including the North and East and the Thrift and Credit Co-
operatives have over 5,000 societies again spread throughout the
island. Samurdhi with over a 1,000 banks island-wide is the largest
government programme with an outreach to large numbers of rural
customers who were not in the formal sector before. NGOs led by
SEEDS, WDF Hambantota, BRAC and around ten national level NGO
MFIs such as CCF and Arthacharya Foundation, Vision Fund, Agro Micro
and Sewa Finance and over 300 others at district level also provide
credit to small farmers and the rural community. Even private sector
agencies such as Ceylinco Grameen Credit, and LakJaya, have a huge
outreach in populated areas.

Despite a draft Act that has been around for over three years stating
that NGOs must create separate MFIs thus separating microfinance
work from other work, this has actually happened only in three INGO
programmes (World Vision, Berendina and CCF) and three local NGOs
(Sarvodaya, Agro Mart and Sewa Lanka) with only a few more like
Arthacharya Padanama and Pragathiseva Padanama planning to create
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separate MFIs. LOLC, which was mainly involved in micro lending for
solar home systems for electrification, has also established a separate
MFI recently. However, outside of these, agencies such as WDF and BRAC
(INGO) have programmes that initiated specialising in microfinance.
This shows that still very few players in the NGO sector at national
level have a specialised microfinance programme. NGO MFIs such as
SEEDS and WDF Hambantota are operationally profitable. However,
weaknesses in operational efficiencies in these organisations cast doubt
on their overall sustainability in the long term. The sustainability of
other programmes is even more unsure.

From the private sector we have Ceylinco Grameen Credit and
Lakjaya also specialising in microfinance. The Samurdhi microfinance
programme and PAMP/Isuru from the government and TCCS from the
Co-operative sector stand out as specialised microfinance programmes.
But the sustainability of Samurdhi, the largest microfinance programme
in the island, is very questionable as it depends on a huge government
subsidy that pays the salaries of over 10,000 workers in this programme.
Subsidization of microfinance in such a far reaching programme has
affected the sector and the market. The government subsidies are
the key reason why banks are reluctant to enter this sector, the key
exception being Hatton National Bank with their well known “Gami
Pubudu” programme and of course Regional Development Banks with
Isuru (IFAD/CIDA funded) and PAMP Projects (JBIC funded).

From a more formal microfinance point of view the main existing credit
lines are:

e Second Perennial Crops Development Project - Government
Funds — This is for commercialisation of perennial crops.

e Tea Development Project — Government funds — To assist the
enhancement of tea smallholders’ income by developing the
necessary infrastructure.

e New Comprehensive Credit Scheme — Funds of participating
banks together with an interest subsidy by the government -
Provision of working capital for small farmers and for purchase
of agriculture commaodities under forward contracts.

e Krushi Navodaya Scheme — Funds of participating Banks and an
interest subsidy of the government - Provision of medium term
loans for activities in agriculture and animal husbandry.

e Matale Regional Economic Advancement Project — IFAD — To
raise the income of rural and non farm families in Matale by
providing funds for small and medium enterprises.
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e Sabaragamuwa Provincial IRDP — Government funds — Upliftment
of living conditions of the people in the project area by promoting
income generation activities.

e Dry-Zone Livelihood Support and Partnership Programme — IFAD
— Poverty alleviation and income generation amongst the poor
families in selected dry zone areas.

e Smallholder Plantation and Entrepreneurship Development
Programme - IFAD and USAID - Improving livelihoods of
marginalised smallholders of tea and other perennial crops in Uva.

e Small Farmers and Landless Credit Project Revolving Fund —
Formerly IFAD and CIDA — Setting up effective credit delivery
systems to channel formal credit for income generation of rural
poor

e Poverty Alleviation Microfinance Programme — JBIC (as above)
(Central Bank 2007)

However, one major defect of the microfinance sector is that, as of
now, there is not a single microfinance programme which is known
to be financially sustainable with market driven cost structures. WDF
Hambantota can be shown as financially sustainable when inflation and
subsidy adjustments are taken into account. However, there are large
numbers of underpaid staff which is a challenge for long term existence.
SEEDS which is 22 years old shows profitability after charging all finance
costs. But SEEDS has a very poor Portfolio at Risk of 17.5% for 30 days
as of June 2008 and a repayment rate of only 89.5%. Most other NGO
MFIs show only operating profits. None of the government programmes
such as Samurdhi have attained anything near sustainability. This
situation shows how weak the sector is and how only government and
donor subsidies have assisted the sector to get off the ground.

5. Constraints and Gaps in the Current Supply of and
Demand for Microfinance

Despite the significant outreach that Sri Lankan microfinance has,
due to the large network of bank, co-operative, Samurdhi and NGO
branches, many remote areas in most rural districts suffer from lack
of supply. This is due to the fact that most branches are located in
towns or city centres and even microfinance agencies do not work in
very remote areas with no road access because of the time and cost
involved in forming groups. There is also the perception that such areas
do not have much economic opportunity, and are populated by the

164



MICROFINANCE

poorest. The smaller organisations operating in very rural areas, like
the Wilgamuwa and Naula Women’s Development Federations which
are independent small MFIs, face difficulties in growth due to lack of
resources and skills.

Two other major areas where microfinance is lacking is the plantations
sector and the North and East of Sri Lanka as shown by the North East
Study on Microfinance conducted by GTZ in 2003 which is applicable
even today.

Currently two INGOs, Plan International and Stromme Microfinance
Institute, and the bi-lateral GTZ with its ProMiS project, work on capacity
building in the microfinance sector. ProMis focuses on a number of
MFIs, such as the Microfinance Practitioner Association and capacity
development of the Private sector for MF related training and consulting
whilst Plan International focuses on SEEDS and the Microfinance
Practitioner Association. The Stromme Microfinance Institute provides
technical assistance to its partners. ADB with its Rural Finance Sector
Development project tried to strengthen NDTF, the Apex lending agency,
Samurdhi, Regional Development Banks and Rural Co-operative Banks.
It also helped in the formulation of the draft Microfinance Act and also
brought in CGAP training capacity to Central Bank Training Institute.
The National Development Trust Fund (NDTF) also does some capacity
building work for its partners.

In terms of capital funds for lending by MFIs, the NGO and certain private
sector MFIs undergo serious difficulties. As mentioned elsewhere in the
report even foreign borrowing and equity investments are restricted
and need case by case approval from the Central Bank.

A major gap from the demand side is the abundance of income
generating loans and the paucity of lending for other credit needs.
The microfinance revolution initiated by Grameen and implemented in
other parts of the world focused primarily on income generation loans.
Thus even in Sri Lanka the most prominent loan product available
from SEEDS, SANASA, Isuru and such initial microfinance projects and
programmes was the income generation loan. Here too most loans were
of two or three fixed terms such as six months, one year or two years.
The absence of other loan products resulted in the poor getting repeat
loans without commensurate expansion of their economic activity. e.g.
the same village shop that initially got Rs.10,000 now gets as much as
Rs.150,000 even though it has not grown much more than two or three
times. Much of the credit was not used for the purpose for which it was
taken, but MFIs ignored this as long as loans were repaid.
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It took more than 15 years for the microfinance sector to move from
this position and it is only now that a few microfinance agencies have
realised that “one product fits all” is not a good way to market credit. It
is only now that at least a few agencies do market research and product
development. Even then most poor families do not have access to micro
loans for emergencies, health purposes, purchasing household goods
or electrifying their houses.

Another outcome of this emphasis on income generating loans is that
a vast majority of the borrowers are economically active, self-employed
or micro businessmen, and the poorest who are wage labourers, and
primarily agriculture wage labourers, do not have access to credit.

Another gap identified in the ProMiS/GTZ survey was the absence of
“Credit Plus” services. The survey showed that only 5% of those who
received microfinance had actually received credit plus services in terms
of skills training, marketing and technology assistance. Only Samurdhi
and SEEDS supplied this service to a reasonable level whilst other MFIs
and banks were very poor in providing credit plus services.

The ProMiS study showed from a provincial level analysis that the
North Western, Uva and Eastern Provinces had the least access to
financial services. From a district-wise analysis, average borrowing per
household was shown to be least in Puttalam, Polonnaruwa, Badulla
and Ratnapura. Least savings per house hold were in Badulla, Vavuniya,
Trincomalee and Batticaloa. The estate sector was the weakest in
access to microfinance services with 25% of families not being able to
access savings or credit. The unsurprising fact that the East is short of
microfinance services was shown by the finding that districts such as
Trincomalee have only 60.7% families accessing financial services whilst
in Matara it is as high as 95% of households. However these findings
must take into account that the sample size in a province ranged from
110 in the Northern Province, and 176 in the North Central Province
to 858 in Western Province while that of a district ranged from 30 for
Vavuniya, and 58 for Polonnaruwa to 357 for Colombo.

Sri Lanka commenced serious microfinance programmes such as
SEEDS, Isuru, TCCS expansion and Janasaviya as early as the mid
1980’s. However, countries which began much later such as Pakistan
have qualitatively much better MFIs such as Kashaf and Bangladesh
too is way ahead of Sri Lanka from the quality and quantity points
of view. The key reason for this situation is the society based model
used by SEEDS, TCCS, ISURU, WDF and even Samurdhi. This is also
popular amongst smaller NGOs. Some justify this approach as bringing
about both social and economic empowerment. But the results of 20
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years of work have shown that this model is the single-most important
reason for the poor quality of the microfinance sector in Sri Lanka.
SEEDS experience shows that approximately 50% of the societies that
commenced microfinance activities have become inactive. The situation
in SANASA societies is similar although the information is not available
in a transparent manner. Most of these societies do not measure even
the repayment rate, which is a ratio that is easy to calculate though it
is not a very sound indicator of efficiency. They do not know the quality
of the portfolio, which is the best indicator to measure quality, leave
alone measuring it. Therefore, this model does not enable the best
practices of the sector to be used; it depends on the poor and changing
governance of society leadership. Even now, annually, a large number of
SEEDS and TCCS societies wind up due to poor leadership, governance
and management. In contrast to this, the simple group approach,
followed by most Bangladesh and Pakistan MFIs including ASA, BRAC
and Grameen, has seen better results. A few Sri Lankan MFIs including
Ceylinco, Grameen, Lak Jaya, Child Fund and Berendina Microfinance
Institute have started following this model. When restructuring existing
programmes or introducing new programmes, development aid should
be careful to introduce models which work in rural settings with high
success rates, easy and quick expansion potential, and financial and
long term sustainability.

Most MFlIs, large and small, moved for automation in the recent past.
GTZ-ProMiS supported eight MFIs including three RDB's with the
banking software called ‘Micro-Banker’. Other, locally developed banking
software such as SENOVA and SOTFWATH and RAJEEDA are also used
by many small and medium size MFIs. While this effort has improved
the cost effectiveness of the service, it should be noted that there are a
large number of known and unknown issues faced by users. An example
of an unknown issue is that loan loss provisioning is not featured in
most of these software programmes. The major reason is inadequate
microfinance related technical know-how, in MFIs as well as software
companies, to accommodate these concerns such as understanding
MFI accounting principles and practices and the need for loan tracking
systems. If these concerns are not addressed immediately there is a
danger of inaccurate FIS and MIS being used at MFI level. There were
efforts for designing tailored software for larger MFIs which has not
brought positive results over the last 2-3 years due to more or less the
same reasons.

A summary of strengths and weaknesses of the Sri Lankan microfinance
sector was carried out in the CGAP study in 2005.
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Strengths

e Diverse institutions and services (Government, Bank, Co-
operative, NGO and Private)

¢ Significant savings culture — Review team estimated that there
are 15 million savings accounts in MFIs

Challenges (or weaknesses)

e Lack of transparency — The CGAP team had great difficulty in
getting quality acceptable information

e Fragile institutions — Lack of sustainability in MFIs

¢ Widespread involvement of public sector with heavy subsidy on
operational costs

e Lack of specialisation in financial services — Only six NGOs have
so far separated microfinance work from other work and even
programmes such as Samurdhi have mixed credit plus work and
credit.

6. Issues Related to Micro Insurance

Micro Insurance is defined as “protection of low-income people against
specific perils in exchange for a pre-specified payment determined in
proportion to the likelihood and cost of the risk involved and made in
advance” (Churchill 2006). Poor people work in hazardous jobs, live in
marginal, hazardous lands, do not have food, sanitation, clean water
etc which makes them more susceptible to death, iliness and injury, and
most importantly, makes them less able to cope with the consequences
of death, illness and injury. The frequency and financial impacts of these
risks are greater for the poor than it is for the non-poor population.
Their low ability to cope with these risks makes them very vulnerable.

In India, research has shown that the reason for people who were
above the poverty to have subsequently fallen below the poverty line
by as much as 25% is ill health in the family. The poorest are not self
employed but are labourers. All labourers cease to have any income if
they fall ill or have to care for a family member who is sick. Among the
self employed poor too health insurance is critical where other family
members cannot do the small business or service when the main person
is ill. Health insurance can therefore address one of the most frequent
causes of poverty, ill health. Micro insurance also provides a solution to
two other important causes of poverty — death and disability.
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In most developing countries like Sri Lanka, insurance is not a
developed market. Insurance penetration in Sri Lanka is only 1.6%
(Fernando 2007). Thus very few poor people have insurance. The
characteristics of the micro insurance market today is similar to the
microfinance market 25 years ago, defined by limited outreach; very
high transaction costs; absence of viable operations; few large-scale
commercial operators; extensive government intervention and lots of
skepticism about the future. Poor and low-income people can benefit
from a range of insurance services, especially health and life insurance,
and agricultural insurance.

The biggest expansion is in credit-life insurance with a few MFIs offering
this relatively simple service. This primarily benefits the MFI as it covers
the amount of the debt of the client to that MFI. Second biggest is
probably life insurance, including accident disability and the third is
health insurance. Agriculture insurance, especially crop insurance, is
another product in demand. But as stated earlier not even 1% of the
rural poor is covered by insurance. From the demand side there is an
intense need, but relatively low demand due to the fact that poor people
have a limited understanding of the potential benefits of insurance, and
some even display negative attitudes. The lack of appropriate products
for the poor is also a major limitation.

Another major constraint is high transaction cost and a mind-set among
mainstream suppliers which is skeptical about profit potential in micro
insurance. Another limitation, as in microfinance, is supply-driven
products and complex/inappropriate policies. However, limited delivery
channels are probably the biggest constraint. Another constraint is
limited reinsurance opportunities (Fernando 2007).

But despite this there is an emerging understanding of the importance
of micro insurance as a poverty alleviation tool. This was partly triggered
by microfinance agencies, but now donors as well as the private sector
are seeing the potential in this market. The Sri Lankan government has
also seen the importance of micro insurance.

The most important of the products currently available in Sri Lanka is
government introduced “crop insurance” provided by the Agricultural
and Agrarian Insurance Board (AAIB). This board was established
in 1973, through the Agrarian Insurance Act, under the Ministry of
Agriculture, to provide insurance and assurance to farmers, their crops
and harvest, livestock, agricultural equipments, and machines, as well
as their life and health.
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AAIB has introduced crop insurance schemes for all crops, for all types
of livestock and for all farm machinery and equipment. To secure the
harvest, AAIB has introduced insurance schemes for the storage of
paddy. The organisation has also instituted the only pension scheme
available for farmers.

Outside of this there are a few other private agencies that provide
micro insurance. MFIs such as SANASA (Sanasa Insurance), Samurdhi
and HNB Assurance/SEEDS have their own in-house credit insurance.
An innovative scheme was introduced by Rabo Bank in Netherlands
partnering a local NGO named All Ceylon Community Development
Council. The product was named Yasiru and has been in existence since
2000. The NGO now has twelve other NGO partners whose clients are
insured with them. However, it is not called insurance since it is not a
legally acceptable insurance product. They have 12,203 policies with
twelve NGO partners (8,132 female and 4,071 male). Another newer
legal product was developed by SEEDS and HNB Assurance. However,
despite two years in operation only 136 people from all the SEEDS
clients have taken this policy.

7. What Can Be Done to Improve Access to Microfinance

Development agencies specifically IFAD should pay attention to the
recommendations of the study on “donors of microfinance” done by
the 2005 CGAP CLEAR study referred to earlier. It made the following
recommendations for donors to strengthen their programmes:

Short Term Recommendations

e Assess the quantity and quality of financial services available
(already undertaken by GTZ - ProMis)

e Define and apply minimum conditions for donor funding -
Recommendations are good management, focus on poor
populations, transparency, growth potential, size, level of
specialisation in microfinance, staff capacity and vision

e Determine the right balance between funds for capital and
capacity building — this is an important recommendation which
gives large capital lines but gives only small amounts for capacity
building. Capital is required for MFs, especially for NGO and
private sector providers. The few alternatives available at the
moment, NDTF, PAMP, ETIMOSE and ECLOF, have limitations
with regards to fund availability. NGOs and the private sector do
not have the legal right to mobilise savings which is a reliable
source of funds at a reasonable cost.
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Medium Term Recommendations

e Focus support on existing promising institutions and not on
projects - This is also very important as some development
agencies has not focused on MFI institution building in the past
but has given credit lines. The only major institution building
so far is at village level except in the Isuru project where after
the project was over they formed Federated societies at district
level. But, as discussed earlier in the paper, this approach of
forming societies for microfinance is not a sustainable solution
with a high rate of society failure after the project or credit line
ends.

e Provide performance-based assistance in a transparent manner
- Once an institution is chosen, the funding agency should use
performance based contracts with funding tied to (i) growth
and outreach (ii) portfolio quality (iii) progress towards self-
sufficiency

Long Term Recommendations

e Facilitate MFI consolidation and scale up
e Emphasis on private institutions for credit delivery

One major new development is the proposed plan to amalgamate the
six Regional Development Banks into one single Development Bank.
This is now under study by the Ministry of Finance. This gives an
opportunity for development aid to help create this new entity based
on best practices. The setting up of the institute can also include
research into new products required by the markets, market gaps,
staff strengthening, and creating new systems and procedures. New
credit lines based on identified market gaps and rural needs can be an
important boost to the new organisation. It is also possible to look at
bank-NGO partnerships as was done in ISURU and PAMP projects.

Developing projects with a strong “Credit Plus” component is one area
on which all development aid must focus. Due to the institutional bias
towards “credit” and the existence of a developed industry in rural
finance and microfinance, most projects stress on credit. But as most
studies show, the problems faced by the rural poor of Sri Lanka cannot
be solved by credit alone. A significant number of people who have
accessed credit claiming it is for income generating purposes are in fact
using it for consumption and asset development. This is due to the lack
of opportunities to expand existing businesses. A significant number
do not access credit for income generation as they do not have skills
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to create products that have a market. Projects that commence with
skills development, and marketing assistance and then use credit to
supplement such services is what the poor require and not just more
and more access to credit. However, experience shows that microfinance
and credit plus or business development services (BDS) are two services
which the same group of people may not be able to manage.

Clients” unwillingness to pay the BDS costs is a major challenge.
However, innovative approaches to addressing these issues are being
experimented with by many organisations. It is important to increase
the utilisation of loans for the intended purpose. Material credit will
be an effective approach to address this need. However, it is better
to provide credit in cash or a cheque to the borrower and organise
borrowers to purchase inputs in bulk in order to avoid the potential
risk of weak repayment due to the poor quality of inputs and other
associated reasons.

Another area that development agencies including IFAD can focus on
in a project is “Capacity Building for Microfinance” Regarding capacity
building, NDTF does some work but is not very strong. Stromme
develops the capacity of its credit partners, and ProMiS is a GTZ project
involving a number of NGO’s and RDB’s. ADB, through its Rural Finance
Sector Development Project, tried to develop the Central Bank’s Training
Institute as a credible training institute but this has not brought forward
the results envisaged. SEEDS and a few other agencies, both private
and public, also conduct training programmes in the microfinance
sector. The University of Colombo commenced a Diploma Programme
in Microfinance in October 2008. Another diploma programme will be
commenced by the Institute of Bankers of Sri Lanka (IBSL). But overall,
the sector does not have adequate quality training and capacity building
institutes. In fact, there is no place available for most MFIs to go to
when they seek capacity building assistance. GTZ-ProMiS is in the right
direction as they are developing the capacity of private suppliers.

With regard to microfinance policy and capacity building, a major
achievement by the industry in the recent past was forming the Lanka
Microfinance Practitioners Association (LMPA). The LMPA has members
comprising of national, regional and local level MFIs mainly in the NGO
and private sector. The other stakeholders of the industry, such as BDS
providers, policy makers, trainers and consulting companies, are also
associate members of the LMPA. The LMPA can be taken as a focal
point for MF capacity building and the policy related work of some
development agencies in order to make it a more meaningful service
to the industry.
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But the most important task in capacity building is the task left undone
by the ADB Rural Finance Sector Development Project. The main areas
where attention is required are:

¢ Making Samurdhimicrofinance self sustaining with no dependence
on the government

e Making Co-operative Rural Banks independent of the Multi
Purpose Co-operative Societies and making them viable

e Strengthening the National Development Trust Fund to be an
independent, autonomous, strong, apex organisation capable of
funding as well as providing strong capacity building assistance
to MFIs

e Re-structuring Regional Development Banks

Unless these are done, the entire sector, as well as a large number of
depositor funds, is at risk.

The Microfinance Act has been in the draft stage for over three years
keeping the industry in an abyss. This is a major blow as NGO MFIs
still cannot mobilise savings from the general public. This situation is
aggravated with the mushrooming of illegal finance companies, resulting
in a reluctance to save in legal member based CBOs and even in rural
level TCCS and other co-operative societies. Development agencies,
specifically IFAD should lobby with other donors to ensure that the
Microfinance Act is either approved or that a self regulating mechanism
is developed. The donors must also assist the government to develop
the capacity to monitor MFIs or more ideally help the sector to form a
self regulated system of monitoring.

Another key shortcoming from a policy perspective is the lack of a National
Microfinance Policy. This has resulted in a great misunderstanding of
the role of microfinance with senior government servants as well as
politicians constantly stressing on low interest rates as the key need
of the sector. It has also resulted in the frequent write-off of farmers’
loans. Some dialogue on this has been initiated by LMPA.

Geographically and from a poverty point of view, the North East is a
very important area that development agencies including IFAD must
move since they have not yet done any substantial work in the area.
All studies, including the North East Microfinance study of 2002 and
the more recent GTZ ProMis study, have given adequate evidence to
show how behind the North East is in terms of access to finance. There
is never a perfect time, nor any clear data on when relief work will be
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over and development work will begin. Development agencies must use
the opportunity now created in the East where frontal war is no longer
taking place and major LTTE camps do not exist. Whilst other agencies
such as the World Bank have been implementing development projects
in the North and East for over a decade, some development agencies
including IFAD have been more conservative. One area in which they
can help is the development of the Regional Development Bank for the
East. In the North, a project which strengthens the Rural Co-operative
Banks may be an option, as in the past the north was very strong in the
co-operative movement, especially their Rural banks. In addition to the
North East microfinance needs to be strengthened in Puttalam, Badulla,
and Moneragala.

In addition, one of the poorest regions in terms of outreach of
microfinance is the tea plantations sector inhabited by those of recent
Indian origin. A microfinance programme together with a project to
convert them from labour to smallholders even on a pilot basis may
be valid due to the increasing reluctance of labour to work in estates
in the current form. Support for new and appropriate products and
greater access to rural credit for smallholder agricultural farmers
is also needed. Technology to develop new products and capital for
piloting such products will be useful. Awareness raising among farmers
about existing microfinance institutes is also required and will be an
effective support to the existing MFIs to improve their outreach. Social
mobilisation, helping group formation etc will be activities supported for
outreach expansion.

Donor assistance should also focus on insurance, including crop
insurance, for farmers and the poor in general. Attention should be given
to strengthening the Agrarian Insurance Board which is the primary crop
insurance and farmer pension providing organisation. Micro insurance
for life and health of the rural poor should also be developed together
with MFIs and private insurance providers as strategic partnerships.

One of the major defects is the lack of capacity of MFIs to measure the
impact of their work. Donors could include assistance to develop this
capacity and should always include funds for collecting baseline data
on income and other key indicators of borrowers so that the impact of
change can be measured later on.
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Executive Summary

This paper describes the different levels of institutions - government,
private sector and non-governmental - that impact on the livelihoods
of rural people.

Government institutions have a significant reach into rural areas,
especially the Department of Agrarian Services, that runs the Govi Jana
Kendrayas that serve as a one-stop shop for farmers in many divisions
in Sri Lanka, and provide the lowest link with farmers. However, the
ability of these organisations to provide dynamic support to the farmer
is constrained by a number of factors, such as the lack of funding,
lack of skilled or qualified personnel and politicisation. Agriculture is a
devolved subject, and while the provincial departments of agriculture are
technically stronger, the lack of coordination, and unhealthy competition
between them and the central government agencies, limit the way in
which they can optimise their skills. Livestock extension has better
penetration mostly because it is ‘informally privatised” with farmers
paying extension officers for their services. The Samurdhi programme can
be credited as enabling microfinance to spread significantly at the rural
level, even though its targeting of welfare benefits might be somewhat
misplaced. One of the least publicised sectoral institutions, but one that is
providing an important service to farmers, is the Agriculture and Agrarian
Insurance Board (AAIB). The AAIB covers the whole island and in 2007,
950,000 farmers were paying premiums for pensions and 55,125 farmers
took crop and product insurance. Currently subsidised by the government,
the AAIB has a goal of becoming self-reliant in two years, and is therefore
developing a range of new products for farm insurance.

The paper discusses the proliferation of peoples’ organisations in Sri
Lanka, to which a large number of rural women and men belong. These
organisations are very often dominated by elites, and it is not unusual
to see that the same people are office bearers of the different societies
that prevail in a village. Many of these societies, with the notable
exception of the Death Donation Society and Samurdhi, exclude the
poorest people. Community based organisations play a significant role
in water management around irrigation schemes, and in savings and
credit. These organisational forms pre-date the current development
assistance phases of Sri Lanka’s history, and reflect the usefulness of
the organisation to local people. The ‘seetu’ system — a revolving credit
form where members contribute a fixed sum and then draw from the
collective pool — also continues to be popular as a savings and credit
mechanism despite the growth of microfinance institutions.
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Private Sector involvement in the rural sector is primarily related to the
services/products that they sell and the products they wish to purchase.
There is no market for a privatised general extension service, given that
the government is subsidising these services. But the government itself
is unable to adequately provide these services for the various reasons
mentioned above.

New institutions and institutional arrangements have been developed
to resolve some of the marketing issues that the farming sector faces.
These include experiments with forward contracting, collection centres
set up by food retailers such as Cargills and Keells, and outgrower
relationships where farmers grow products with clear specifications for
a defined market, and enjoy a buy back guarantee from the marketer,
or exporter.

Donor assisted projects have attempted to build institutions by
strengthening participation and developing capacity of rural political
and technocratic institutions. The impact has often not lasted beyond
the life of the project.

The paper describes some key strategies for revitalising the rural
institutions and suggests that development agencies works on building
institutions in the north and the east, strengthen organsiations like
the multi-purpose cooperative societies, the Agriculture and Agrarian
Insurance Board, and Samurdhi, all of which have the potential to be of
considerable support to the rural poor.
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1. Introduction

Rural Poverty stems from a multitude of factors ranging from the lack
of access to capital, land, education including vocational training,
market information and technology. It is also a result of poor roads and
telecommunication facilities, uneven markets, inadequacy of irrigation
water, poor soil, poor governance, and weak or faulty institutions.
Personal qualities such as the lack of an enterprising nature, laziness
and lack of ambition also contribute to poverty.

This paper will deal with the role that rural institutions should play
in promoting rural livelihoods and analyse the effectiveness of rural
institutions in meeting this objective. It will discuss how rural institutions
affect the quality of life of farmers, off-farm businessmen and women,
by providing the services essential to making a decent livelihood. It
will suggest a few areas where development assistance can enhance
the effectiveness and efficiency of rural institutions. North defines
institutions as “the humanly-devised constraints that structure political,
economic and social interactions” (North 1991:97). Thus non-state
institutions also include social institutions, values and norms. Therefore
even ethnicity and gender which are still very pronounced in Sri Lanka
are also important institutions that affect poverty.

2. Farmers’ and Rural People’s Expectations of Rural
Institutions and the Quality of Service Provided by
Rural Institutions

Some of the key services that rural people expect from rural institutions
are as follows:

e Extension and advice on new technology, cropping patterns,
agribusiness etc.

e Quality inputs such as seeds, fertiliser, farm equipment, animals
etc.

e Ease of registration of businesses and freedom to operate them
e Access to markets
o Information on prices, trends and markets

e Easy access to savings, credit, insurance and other financial
services

e Processing opportunities
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But the services on offer leave much to be desired. The government
institutional frame work to serve the poor is complex and weak
and its performance is poor. This is primarily due to the lack of co-
ordination amongst the institutions, politicisation, lack of funds, and
poor motivation of staff. A clear role identification amongst each of
the actors is required. The fund raising ability of local government
is weak. There is very little partnership with the private sector and
research institutions. The private sector, on the other hand, works only
in economically successful areas and neglects distant and remote areas
where more poverty exists.

Key co-operative institutions such as Multi Purpose Co-operative
Societies (MPCS) and Rural Banks are on the decline due to lack of
business and politicisation. Rural Banks are jeopardised due to weak
MPCSs controlling and misusing their assets, including deposits. Thrift
and Credit Co-operative Societies (TCCS) are also on the decline due
to greater focus by the movement on the Sanasa Bank. Samurdhi! is a
highly subsidised and politicised job bank.

NGOs, especially in the south, are also on the decline due to a lack
of funding. Key sectors, such as microfinance, are in a situation of
uncertainty because the government has not gone through with the
draft Microfinance Act and so NGOs are unable to access savings to
replace lost access to donors.

The local government, especially the Pradeshiya Sabhas, are weak due
to lack of funding, politics and corruption.

Private sector institutions are playing an increasingly important role in
agriculture and energy in rural areas. More markets are being developed
and many small market centres have evolved into bigger markets.

The plantation sector needs to move from its dependence on Plantation
Management to mainstream service supply. Plantations also suffer
from lack of empowerment and the dependency attitude inculcated in
the workers. The decline and insufficiency of the capacity of support
systems and institutions that serve the plantation workers, especially
health, housing and sanitation, have resulted in the inability of the
sector to grow, compared to rural and urban sectors. The East, as well
as the army controlled areas of the North, need re-vitalisation of the
entire rural institution network. The need to revive rural institutions in
the East and other war affected areas is paramount.

! Government national programme for the poverty alleviation
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Another major area which needs attention is the lack of partnership
between government agencies, the government, NGOs, and the private
sector. In the absence of this, each actor with limited resources is
trying to serve the public with little or weak results. Sections that follow
explain, in more detail, the quality of service provided by some selected
key rural institutions.

3. Ideal Scenario

The ideal scenario for Sri Lanka is where farmers get all the services
they want in terms of advice, training, technology, and new planting
methods, on a fee basis for those advanced farmers who can pay and
at subsidised rates for poorer farmers. Also, an ideal scenario implies
that all inputs such as seeds, fertiliser, good quality animals and other
inputs are provided at market prices for those who can afford them.
Credit at market rates based on group collateral should be available for
those who cannot afford to make direct cash payments for these goods
and services. In an ideal scenario the rural roads will be good, and
transporters will come close to farms or there will be good collection
centres close to the farm. The ideal scenario will also have a good
transport, collection and packing system with less wastage. The ideal
scenario involves less middle men, more direct access to retail markets
and less in-between buyers. In the ideal scenario farmers will not be
pressured to sell immediately after the harvest for a low price, but
there will be credit given for the stock which they can sell at better
prices later. The ideal scenario will have agriculture and import policies
which encourage the local farmers by imposing a duty on imported
farm produce. In the ideal scenario there will also be effective crop
insurance programmes which take away the risks of crop-loss due to
bad weather or disease.

There will also be effective Farmers’ Associations, which will buy inputs
in bulk, sell in bulk, have a sound savings and credit system and even
undertake some storing and processing of produce and link with private
sector companies to sell produce. In the ideal scenario over 50% of
farmers will sell directly to the private sector not just less than 10% as
it is now.

In an ideal scenario, strong farmers’ organisations with the immediate
support of the Irrigation and Agrarian Department will renovate and
maintain all tanks in perfect order. In an ideal scenario, government
departments will work in close co-ordination with each other, politicians
will not treat departments as job bank and potential areas to make
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some money but will, instead, see how best they can serve them. In the
ideal scenario, the quality of life of farmers and off-farm businessmen
will improve due to the assistance given by rural institutions to make
a decent living. Farms and non-farm businesses will improve with the
enhanced income received by farmers and off-farm businessmen and
produce better quality products and services due to the better quality
service provided by sound rural institutions.

In an ideal scenario farmers will have risk mitigating tools such as crop
insurance and will also have the security of pensions.
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4. Reality - types of rural institutions that affect the
livelihoods of small farmers and rural poor, and the
key target groups served by rural institutions

Figure 4.1 Role of institutions in linking rural producers, inputs,
services, and output channels

SERVICES
e Extension
e Machinery/ Equipment
e Credit
e Marketing
¢ Transport
e Communications
INPUTS
e Seed OUTPUTS
o Fertiliser e Storage
e Agro-chemicals \  Processing
o Water / ¢ Value addition
¢ Information e By/Waste products
e Enables all to e Improves negotiating
participate strength
e Better access to e More influence to
inputs, information, improve their working
markets and services environment
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Most governmental services to the rural population are currently
decentralised to the local government, starting with provincial
government. These include:

e Agriculture extension

e Agrarian services

e Livestock

¢ Village roads

e Market sites (Polas)

e Registration of small businesses
Some key services which are still under central government control

are Samurdhi, Tea Small-Holder Authority, Grama Sevaka and Divisional
Secretary services.

Other service providers include key co-operative institutions such as MPCS,
Rural Banks and Thrift and Credit Co-operatives, and NGOs and CBOs of
various types, some formed by the villagers themselves (such as Funeral
Aid societies), some by the government (Samurdhi Society, Farmer Society
etc.), some by the Co-operative Movement and some by NGOs and donor
projects. These include a range of microfinance institutions.

Private sector institutions that provide services to the rural sector
include those organisations that supply seeds and other inputs, farm
machinery, and equipment, farm machinery repair shops, buyers of
produce, transporters, credit suppliers and processing institutions.

Social institutions such as caste, gender, ethnicity also have a major
bearing on rural poverty.

This paper deals with rural institutions that support livelihoods in the
rural sector such as:
e Small farmers in paddy, vegetable, and other horticulture products

¢ Small holders of cash crops such as tea, spices, rubber and other
crops

e Livestock and poultry keepers

¢ Non-farm businessmen and women
e Artisans

e Unskilled labour
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Rural institutions play a key role in the livelihoods of dry zone farmers,
farmers around irrigated tanks, people of the North East, and tea
plantation workers. The more remote the area, the more important
government services become due to the lack of penetration of
market forces. For example, the dependence of remote rural villages
in Moneragala or Badulla on co-operatives is far higher than in more
economically active areas.

Currently, the lowest level government servant who interacts with
rural as well as urban people is the Grama Sevaka. One such official is
appointed to each Grama Sevaka division. His or her role includes:

e Signing applications for identity cards

¢ Certifying knowledge of the person and his or her residence for
official and security purposes

e Giving approval to cut defined trees
¢ Signing electoral lists

4.1 Department of Agrarian Services

This is a department headed by the Commissioner of Agrarian Services
with branch offices in every district. Below the district offices they have
units in the Govi Jana Kendraya, which is headed by an officer of this
department titled Divisional Officer, and is a combined office for all
the departments dealing with farmers. The Govi Jana Kendraya has
representatives from the following offices:

1) Agrarian Department

2) Provincial Agriculture Department

3) Provincial Livestock Department

4) Agrarian and Agriculture Insurance Board

The Agrarian Services department is the lowest level of contact with
farmers through its Agriculture, Research and Production Assistants.
The department also has an engineer at the district level. The units at
which contact is made are the small irrigation tanks which come under
this department’s management. Creation and management of Farmer
Organisations also come under this department. The lowest level staff
member above the Grama Sevaka who affects, or should affect, farmers
and the rural population is the Agriculture, Research and Production
Assistant (ARPA). In Anuradhapura, for example, there are 593 ARPAs.
They are basically Ordinary Level Examination passed members of staff
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of the Agrarian Department. They are trained in short courses and are
expected to be the direct link between farmers, farmers’ organisations
and the government service.

One of the key local institutions that the government helped to build and
keeps links with through the Agrarian Research Production Assistants of
the Agrarian Department are Farmer Organisations. In Anuradhapura,
there are 1442 registered active farmer organisations formed mostly
around 2150 small irrigation tanks. They are responsible for collective
water management, and many carry out basic maintenance but expect
government or donor/NGO projects to do any significant repairs. Most
of them also have some savings and credit programmes but these are
implemented so badly that most do not have an adequate credit fund to
meet the credit needs of even 20% of the farmers in the area.

The ideal scenario we would expected for this department is that it
would be staffed by Agriculture and Engineering graduates and by
Diploma-holders in Agriculture at ARPA level. They would have a close
rapport with the Agriculture department and Irrigation department and
get technical assistance and technology from them. Each ARPA would
be responsible for a certain number of tanks and farmers’ societies
and they would be rewarded on the achievement of good results by
these societies, for example the volume of savings and credit, loan
repayment rates, quality of maintenance and water management. The
staff would be well trained in social mobilisation and microfinance.
They would develop a close rapport with farmers through sound social
mobilisation and create strong self-reliant farmers’ organisations. In an
ideal scenario, farmers would get quick resolutions to any problems
with irrigation water, on-field advice on crops and inputs, and access
to credit.

In reality, however, most of the staff are not qualified in engineering
or agriculture. They are given very little training and a small salary
and hence are not motivated. In fact ARPAs are only qualified in the
ordinary level examination. Even the most senior officials, such as
Assistant Commissioners, are not agriculture graduates but come from
administrative services. Their most important task has been reduced
to the distribution of subsidised fertiliser. Due to inadequate budgets
and technical capacity the department is neither able to renovate an
adequate number of minor tanks, nor conduct a strong microfinance
programme for farmers. Due to poor social mobilisation most farmer
organisations are not strong or cohesive. Most farm organisations also
have a very small fund which is inadequate to meet the credit needs of
the farmers. Hence, unless there is a major review and re-organisation
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of the department, it is more a job bank than an institution useful to
farmers.

If the government is interested and donors are brave enough to take up
the challenge, this departmentis one which can make a major contribution
to the lives of farmers if reviewed together in close partnership with the
technically superior Provincial Agriculture Department and Provincial
Irrigation Department.

4.2 GoviJana Kendra

This is the office which is at divisional level in all farming districts and
is closest to the farmer. In addition to the agricultural officers it houses,
it also provides space for a state bank and for an official from the
Agriculture and Agrarian Insurance Board who visits once or twice a
month from the district office. Depending on the space, a few other
agencies, such as Department of Animal Production and Health also
house themselves in the office. For example, the Tirrapane office houses
some of the IFAD Dry Zone Development Project staff.

In a farming area, such as the Tirrapane division in Anuradhapura,
there can be as many as 33 staff members attached to the Agrarian
Department in one Kendraya. Of this, as many as 28 are Agrarian
Production and Research Assistants. The Anuradhapura district has 40
Govi Jana Kendrayas. The Agriculture department has only two officers
working in the Kendra office, one of whom is a Agriculture Instructor
(AI) and is also a graduate in agriculture. The Al basically deals with
agriculture extension, both at the office and in the field. But the DO and
ARPAs normally deal with legal and other service provision activities
such as, rehabilitation and maintenance of minor irrigation structures,
supplying of seeds, planting material and fertiliser for farmers,
participating in FO meetings, awareness raising on agriculture related
work etc. The DO and APRAs meet weekly at their office and discuss
their programmes. The Al also joins them when it is required. Besides
this, the DO and AI keep close communication.

In addition, there is also an Agrarian Service Committee (Govijana Seva
Karaka Sabhawa), which is represented by five government officers
including the DO, Al, and a representative from the Divisional Secretary
office, a representative from the Coconut Cultivation Board, Cashew
Corporation or such agencies relevant to the division, and ten Farmer
organisation representatives (from ten farmer organisations). They
meet monthly and discuss matters related to agriculture development
activities.
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In theory, the Govi Jana Kendraya is a very useful one-stop office for
farmers and farm-related activity, especially of an agricultural nature.
The division of labour between the Agriculture Department for providing
technical assistance and the Agrarian Department for ground level
extension makes sense. The intention of coordinating the work of the
few important departments that affect farmers is also good.

But in practice, the lack of co-ordination and co-operation between
government departments, which ails the government sector everywhere,
takes its toll. The Agriculture department thinks itself as elitist for two
reasons: because they are staffed with strong agriculture-related
professionals and also because of the politicisation and weaknesses of
the Agrarian department which makes it difficult for it to carry out an
agreed programme. It is critical that the entire institutional structure be
reviewed and a formula which gives greater benefit to the farmer from
this huge expense now spent on staff and overheads devised.

4.3 Provincial Agriculture Department (PAD)

Agriculture is a devolved subject under the 13th amendment to the
constitution and has been the responsibility of the Provincial Councils
since the 1990s. There is a Provincial Office in each province and
Agriculture Officers named Agriculture Instructors are stationed in every
Govi Jana Kendraya. Thus, every Agriculture Officer is responsible for
about 2000 to 3000 hectares.

Inanideal world this department, together with the Agrarian Department
and Irrigation Department, would be transferring the most modern
technology and agribusiness skills to the farmers.

But in reality they do not have the time or the facilities to meet even a
hundred farmers a month. In 1999-2000, only about 13% of households
reported having received technical assistance from a government
extension officer (World Bank 2003: 28 - Table 3.6). But in many cases,
lack of motivation of the staff is also a major barrier.

Another barrier is that public agricultural extension services are
organised along traditional commodity lines and use little knowledge
of advanced production and management techniques associated with
higher value agriculture. The fact remains that neither the research nor
the extension system is geared to respond to the needs of the more
commercial agribusiness sector (Abeyratne 2006).

Another important shortcoming is the poor co-ordination between
agriculture extension and agriculture research done by the Central
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government, and also with the Agrarian Department at field level. The
staff also lacks modern agribusiness skills needed in order to provide
the same to farmers. Donor-funded projects such as NEIPA, IFAD Dry
Zone Project, JICA's PEACE and NGO projects, come to the rescue of
farmers as well as the department by forming farmer and community
groups as well as by paying the travel costs of the Agriculture and
Livestock officers. But this is not a sustainable solution and donors and
the government should look at more sustainable ways of making the
department able to meet its mandate and ensure that farmers gain from
the expertise of these officers. Alternative sustainable ways of providing
agriculture extent must be experimented with and institutionalised.

4.4 Provincial Livestock Department

The department has a provincial office and offices for each district as
well as veterinary officers for each division with significant livestock
population. But this department also has an officer below the veterinary
officer called the Livestock Development Instructor (LDI) who is in
the field more often. Farmers are in the Sri Lankan habit of paying
such officers when they visit and carry out some service. Hence, like
most government services, this field is also informally privatised. This
practice ensures that more of the livestock department’s services reach
the farmers than that of the agriculture department which does not
have an equivalent close position to the farmer.

4.5 Central and provincial level irrigation

This is also a key institution in the lives of the farmers. Central
Irrigation is responsible for the main tanks, and Provincial Irrigation for
the medium and small tanks, while they also have the support of the
Agrarian department.

In an ideal scenario this department would be able to renovate and
maintain all tanks with maximum farmer participation. Instead, most of
the budget is dedicated to salaries and overheads and very little funds
are left to renovate and maintain tanks.

4.6 Samurdhi

This is the most politicised of all rural government institutions, with
field level staff members brazenly used for political purposes prior to
elections. The department carries out a monthly cash payment to the
poor, conducts a microfinance programme based on the savings of the
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poor, and does infrastructure work and other “credit plus” work. It has
banks as well as village societies in virtually every village. Over 30%
of the island’s population are members. Samurdhi must be credited for
the mass expansion of microfinance in very remote and poor areas.
However unless the government, together with donor aid, does not re-
structure the programme it will be a major liability to the country due
to its unsustainable nature.

4.7 Agriculture and Agrarian Insurance Board

Established in 1973, the department is one of the less publicised
departments, doing an important service for the rural farmer. 950,000
farmers pay premiums for pensions and in 2007, 55,125 farmers took
crop and product insurance. Paddy, poultry, maize, cattle and goats
were the most popular items insured. The department has its head
office in Colombo and has offices in 26 districts, nearly covering the
entire island. The officers in the district office work closely with the
Agriculture and Agrarian Departments, visiting the Govi Jana Kendra
office once a week to meet farmers. The department has a strong team
of senior executives, including insurance and agriculture specialists.
It is, at the moment, subsidised by the government with salaries of
around Rs.34 million a year paid by the state. However, they have been
asked to become self reliant in two years and are attempting to develop
new products such as life insurance for farmers as well as for the self-
employed.

In general, the staff of all these extension agencies need a complete
transformation from merely giving extensions for subsistence agriculture
to becoming agencies that provide education, technology, business
skills and market requirements for agribusiness.

5. Local Government and its Role in Assisting the Lives
of Farmers and the Rural Poor

Decentralisation can be defined as the transfer of responsibility for
planning, management, and resource mobilisation and allocation from
the central government and its agencies to: field units of the central
government, ministries or agencies; subordinate units or levels of
government; semi-autonomous public authorities or corporations; area-
wide regional or functional authorities; or non-governmental, private or
voluntary organisations (Rondinelli 1981).

The nature of decentralization varies according to the scope, functions
and the degree of responsibility for and discretion in decision-making
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that is transferred by the central government. Due to its complexity, it
is necessary to distinguish between the major types of decentralisation
that have been adopted in developing countries. They can be categorised
into four types. l.e. de-concentration, delegation, devolution and
privatisation (Rondinelli 1981).

The elements of decentralisation and devolution/establishment of local
institutions can be traced to the pre-independence era (before 1948).
The country was divided into nine provinces and 19 districts. Below the
district level, the structure reflected the traditional spatial administrative
organisation with a hierarchy of Headmen. The Government Agent
was in charge of the province and was directly accountable to the
Governor. From being initially entrusted with revenue collection and
the maintenance of law and order, the Government Agent soon came
to be in charge of practically every aspect of life in the province. It was
largely through the Government Agents that the British consolidated
and maintained their authority all over the country.

The government has, since 1987, introduced a number of new
administrative, budgeting and institutional changes with the intention
of promoting decentralisation and people's participation in planning
and development interventions. The system of each district having
a Government Agent was virtually dismantled under the Provincial
Councils Act of 1987 while the 13th Amendment to the Constitution
in 1987 established Provincial Councils. With these changes, three
formal levels of state administration came into operation i.e. the Centre
- with the President, Prime Minister and Cabinet of Ministers; Province -
Provincial Councils; Divisions - Divisional Secretary, Pradeshiya Sabhas,
Urban Councils and Municipal Councils.

The Provincial Council supervises divisions and local authorities. At the
divisional level, there is also an elected Pradeshiya Sabha operating under
the Pradeshiya Sabha Act of 1987. Administration at Divisional level is by
a Divisional Secretary (DS) in charge of the Divisional Secretariat. The
Divisional Secretary reports to the Chief Secretary on devolved subjects
but maintains the functions of Assistant Government Agent (AGA),
representing the Government Agent (GA) for non-devolved subjects.

The Government has decided that administration should be decentralised
to divisional level. The objective of this proposal is to ensure that the
delivery of services to the people is undertaken at the level closest
to their place of living. This is to ensure that all operational activities
presently performed by the line ministries of the central government,
provincial councils and the district administration which directly affect
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the people are carried out at the divisional level. The functions of line
ministries, departments and provincial councils with respect to these
activities will be confined mainly to planning and policy making.

At a micro level, the Pradeshiya Sabha is the most important agency
affecting the life of the villager. The Pradeshiya Sabhas were established
under Act No.15 of 1987. The Pradeshiya Sabhas Act, is an act to provide
for the establishment of Pradeshiya Sabhas with a view to providing
greater opportunities for the people to participate effectively in the
decision-making process relating to administrative and development
activities at a local level. Generally, Pradeshiya Sabhas have been
constituted for rural areas.

The area of authority of a Pradeshiya Sabha, according to the provisions
of the Pradeshiya Sabhas Act No.15 of 1987, should be co-terminus
with the area of an Assistant Government Agent's Division. However,
there are exceptions to this general principle. The extent of the area
varies according to the population. In more developed areas the extent
of a Pradeshiya Sabha is relatively smaller. At present there are 258
Pradeshiya Sabhas covering the entire country. It is the lowest elected
body on party lines. This body has to register all business activity
in its governing area and is therefore an important link for all farm
businesses. It is also the body that maintains and manages the local
markets (Polas), which are an important part of rural life. They are also
responsible for village roads.

However, the biggest problem suffered by most Pradeshiya Sabhas is lack
of income, both in tax revenue or grants from higher bodies, to provide
the services villagers require. Most village markets suffer from the lack of
basic facilities, such as proper roofed buildings, water and toilet facilities,
and many other defects. But even more problematic to the villager is the
poor state of village roads. Pradeshiya Sabhas have the right to borrow
and repay through undertaking public ventures such as developing
markets, but most do not have the awareness or skills to do so.

The basic specific functions of the lower level local governments of Sri
Lanka can be classified as follows

0] Mobilisation of the local public for their own welfare and
development

(i)  Formulation of ward-level development plans and its
integration with divisional development plans

(iii)  Formulation and implementation of projects that would not
require funding from outside sources
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(iv)  Settlement of local conflicts and disputes

(v)  Development of programmes and projects to obtain the
participation of youth, women and depressed groups, such as
the disabled and the poor

(vi) Submission of recommendations to the upper level local
authority on construction work by contractors

(vii) Undertaking minor contracts for state and private sector
organisations in the village

(viii) Submission of information and recommendations to the local
authority for the preparation of the budget

(ix)  Collection of essential data and information relating to the area
and the supply of such information and data to institutions
that require them

(x)  Formulation and implementation of social development
programmes for the welfare of community life in the ward

(xi)  Protection of state property within the ward

(xii) Identification, survey and development of natural and human
resources within the area to be used for the generation of
income and employment

(xiii) Preparation and implementation of programmes to highlight
the cultural and natural heritage in the area

(xiv) Launching and directing other programmes of benefit to the
local public

(xv) Acting as the mirror of public opinion in the ward.

When one analyses the effectiveness of the present system, although
provincial councils and lower level local government institutions are
very keen to implement rural community development programmes
to promote the living standards of their rural poor, they face many
constraints in this regard. Inadequacy of funds, lack of development
orientation and lack of clear understanding at all levels hampers
local government efficiency. There is no major difference between the
constraints faced by the provincial council and the lower level local
governments. Unequal distribution of revenue earned by the local
governments is the major problem of the system at present.

In Sri Lanka, the sources of revenue of the local government have
traditionally been taxes on production and expenditure, which consist of
turnover taxes, assessment rates, license fees, and other taxes, stamp
duty, sales and other charges, interest on profits and dividends, and
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other revenue. Local governments continue to face financial constraints
in the delivery of services to the people resident in their respective areas
of authority. Lack of sufficient financial resources is perhaps reflected
most in the quality of service provided by the local government. Hence
continuous financial assistance is necessary for recurrent expenditure
as well as for the capital expenditure incurred by the local government.
Each level of governance depends on the higher level for funding and
the provincial government is at the mercy of the central government
for its funds.

The challenge for the government and development aid is to change
the local government, especially the Pradeshiya Sabha, from being
more regulation-oriented to being a facilitator for rural livelihoods.

6. AreRurallnstitutionsBasedontheSelf-Organisation
of Farmers and Are Other Rural Villagers Meeting
the Ideal Scenario?

The ideal society would be one which is member-driven not leadership-
or committee-driven, which has commenced or is at least now driven
by the members themselves, which is not limited to one activity such as
credit but does all key activities related to livelihoods depending on the
key livelihood of the group. The ideal society would be transparent, self
reliant and involved in lobbying and generating funds from members
and their own activities.

Sri Lanka’s rural areas are proliferated with people’s organisations. Over
70% of rural households belong to one or more such organisation. Well
over 50% of households belong to more than one organisation. The
history of such social mobilisation goes back to the 1970s when the
Change Agent Programme and similar programmes were commenced
by the Rural Development and Training Institute (RDTI).

The origins of these organisations vary and include the following:

e Programmes commenced voluntarily by the village people
themselves — these include the popular Funeral Societies where
nearly everyone is a member, a few of the Farmers’ Organisations,
Dayaka Sabhas (temple societies) etc. These, however, are less
relevant to livelihoods. However, an informal arrangement to
save money, named Sittu (Rosca), where groups of individuals
known to each other contribute an equal sum of money monthly
or periodically and one person gets the sum each month is still
popular despite the large number of microfinance agencies.
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e Institutions commenced by governmental bodies. E.g. Rural
DevelopmentSocieties, SamurdhiSocieties, Farmers’Associations,
Fisheries Co-operatives, and Women’s Organisations. Most of
these originated under government Acts or regulations.

¢ Institutions formed by the Co-operative movement such as Thrift
and Credit Associations, Cooperative Shops, Multi-Purpose Co-
operatives, Rural Banks etc.

e [Institutions formed by donor-funded Projects such as Isuru
societies, Water Users’ Associations, Gemi Diriya companies etc.
Some projects have also formed societies for specific economic
activities.

e Institutions formed by NGOs - the majority of rural development
based NGOs have created CBOs under their name and of these
SEEDS, Seva (Sevalanka), Agro Mart, and Lak Jaya Societies are
the most prominent. Two of the oldest societies formed by NGOs
were the Kantha Samithi formed by the Lanka Mahila Samithiya
and the Sarvodaya societies.

e [Institutions formed by private companies such as groups like
Ceylinco Grameen Credit which were established mainly to give
credit.

Despite the proliferation of Community Based Organisations, most CBOs
in a village have the same leadership. This is due to the tendency of
some persons to be accepted and respected as leaders of the community.
It is also because a few persons in the village like to take leadership
positions, and it naturally goes to them. Most CBOs, other than funeral
societies and Samurdhi, generally exclude the poorest. This is partly
due to the poorest being labourers and not having time for meetings
and also due to caste and other factors which exclude them. Finally,
most CBOs are controlled by the committee or a few office bearers
rather than by the general membership. This is due to the infrequent
meetings of the general membership, and strong decision-making
powers of the executive committee or leadership. These are areas that
should be taken into account and corrected in future projects.

However, the most prominent weakness is the top down nature of most
of these societies. It is the project donor or government who wants the
society. It must be formed and one must be a member, and one must
attend meetings to get benefits. Then, as long as benefits last, people
will come and as soon as it stops the society will collapse. Either a
society must be formed by the villagers voluntarily, like funeral societies,
or the society must have an activity such as savings and credit where
they will voluntarily participate.
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CBOs play an important nation-wide role in two aspects of livelihood. One
is in water management in irrigated areas, normally done by Farmers’
Associations and initially popularised under irrigation schemes such as
Gal Oya, and the other is in savings and credit groups, popularised by
nearly all of the different originators listed above. The key reason for
other Community Based Organisations to be less effective is lack of
clear purpose, thus lack of cohesiveness. On the other hand, irrigated
water management is a ‘must’ during the season and people have to
keep to some communal arrangement. Of course, this was established
long before independence and such arrangements would have existed
even thousands of years before. On the other hand savings and credit
are also very effective in keeping a group together. This was initially
popularised by SEEDS and TCCS (Sanasa) in the 1980’s and now many
government ministries and departments, numerous donor projects,
banks such as regional development banks, a large number of NGOs
and even the private sector have formed such societies or groups.

This analysis suggests that, on a broader framework and at the national
level, the host of other community organisations related to livelihoods
have not been sustainable. The reasons for this are that:

e most were donor funded projects or NGO related CBOs and
lasted only till the project lasted

¢ most were controlled by the committees with little commitment
and involvement by the members

e most were single activity based and this activity was donor or
NGO supported and when the activity stopped the group withered
away

e there was not enough incentive, motivation, reason and
cohesiveness for people to meet and work together

On the other hand, activities such as savings and credit or water
management are critical and people come for meetings and find enough
incentive to do so.

Another major defect is that, due to the proliferation of societies
because of every single project, department and NGO forming new
societies, people are wary of such activities. Most villagers are now
members of three or more such societies and borrow from one to repay
loans taken from another. They have become astute in exploiting them
and in most cases no longer feel they own them. This is the general
feeling towards Samurdhi societies and many Farmer Societies as the
government has virtually commanded their commencement in each
village. Now the trend is worsening as the government itself wants to
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commence a society in each and every village! Draft legislation is in
place for the same. This is similar to what prevails in the North East
where every village has a CBO and the same constitution.

Some in the microfinance sector now feel that the reason for the poor
quality of the sector in Sri Lanka, compared to Bangladesh or even
Pakistan which started this work ten years later, is the emphasis on
forming societies and giving bulk loans through village societies as
done by SEEDS, Seva Finance etc. In other South Asian countries the
emphasis is on forming informal groups rather than village societies.
Even the Thrift and Credit Programme (Sanasa) is weak, with many
village societies collapsing annually due to the stress on society
methodology. Samurdhi societies too are weak, but continue running
with the compulsory savings based on the free grant programme. SEEDS
too had over 500 Sarvodaya societies, which commenced savings and
credit programmes but did not continue with them. This is due to issues
with the leadership such as constant changes, and lack of knowledge
in financial services and management. On the other hand, microfinance
agencies such as Lak Jaya, Child Fund, Berendina, BRAC Sri Lanka and
even Ceylinco Grameen Credit are having much greater success due to
following the informal group methodology as in Bangladesh.

Many programmes such as Isuru, South Asia Poverty Alleviation Program
(Nuwara Eliya), and Forut have gone beyond village level CBOs to form
Federations. But these too are limited to the project purpose and do not
go beyond project activities to undertake lobbying or other community
activities.

Development aid can look at what the government is now recommending
and try to make it more democratic and relevant to the people. However
development aid should not promote any more village organisations
and should try to work with what exists and, if at all, only promote
economic activity based groups such as Vanilla Growers Groups, Poultry
Farmers’ Groups, Livestock keepers’ groups, etc.

However there is a new proposal by the government to create uniform
government sponsored village organisations titled Janasaba with one
for each Grama Sevaka division. They will have a standard constitution.
The idea is to ensure that one overall society is responsible for the
development work in a specific geographical area. They would then
expect all new donor or NGO funded projects to work through this
society. One of the objectives is to stem the proliferation of CBOs by each
and every government department, NGO and donor project. However,
the danger is that these become bottom level political institutions.
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Furthermore, all institutions which have been top down, especially
those set up by the government, do not survive for long unless some
major benefit like Samurdhi is available.

However, amidst this, there is a minority in farmers’ organisations,
community based organisations and Federations which is strong
primarily due to dedicated leadership. But a fairly new and more
productive way of organising is by product group such as milk producers
who supply to companies such as Nestle, vanilla growers, cut flower
growers, ornamental fish producers who supply to export companies in
Colombo, seed producers’ associations, and so on. These have much
more common interest to keep the members together and be cohesive.
Future projects should focus on such groups as well as their links to the
formal sector.

7. Are Existing Rural Institutions Assisting in Creating
the Ideal Scenario Regarding Extension and Input

Supply?

As of now there is very limited private sector involvement in providing
extension, advice and training. What is available is limited and related
to the products they sell (inputs) or what they buy back (e.g. tobacco
bought back by CTC and gherkins bought back by Hayleys). The
private sector does not venture into commercial extension work on a
general basis due to the subsidised services by the government. They
confine their work to providing hybrid seeds, agriculture machinery and
chemicals, biotechnology products, veterinary supplies, and confined
extension work to these areas only. The government, both central and
provincial, has offices and training centres in nearly every administrative
division or district and has qualified staff manning them. But they are
unable to work adequately in the field due to lack of transport facilities,
budgets, and the lack of qualified staff as detailed earlier in the paper.

Thus, there is a huge gap in the services available to farmers. Frequent
donor projects try to experiment with different models to fill this gap.
For example, contracting service providers from private and NGO sectors
to provide this service. But this lasts only while the project lasts due
to the subsidies provided by the project. Hence any new development
assistance aid project, which attempts to resolve this problem must
have a clear basis of making the work of such private sector contractors
sustainable and commercial after a few years of subsidy. This will require
a 12-year time frame and a subsidy for around 3 years.
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Alternately developmentaid should try to replicate the models functioning
in countries such as India where public sector, fee-based extension
service for seasonal crops is available. Upgrading of Government
extension services is unlikely to be sufficiently responsive, or cost-
effective for such programmes. Contracting extension services out to
private companies and self-financing NGOs is likely to be a more tailored
strategy to cater to regional resources, crops and market specialisation.
The procedures to be developed for the partial commercialisation of the
agricultural research system could be applied to the extension system as
well (Abeyratne 2006). Interventions must separate advanced farmers
with irrigated water, good skills and adequate land from farmers who
depend on rain water, who have less skills and who are far away from
main roads and city centres.

8. Marketing of Rural Produce and the Institutions
Required to Improve them

One of the major problems faced by Sri Lankan farmers is the low farm
gate price given for their produce. In some years paddy is sold even
below the production price. Vegetables and fruits generally get around
20% of the retail price and move through many intermediaries prior to
reaching the consumer. Farmers have no security as to the price they
will eventually get. They also do not know the best way to produce for
the market, in terms of what crops to grow as there is a tendency for
all farmers in one area to grow the same crop such as tomatoes, lime
or beans and then create a huge glut in the market resulting in poor
prices.

One successful institutional arrangement was Forward Sales Contracting
(FSC) piloted by the Central Bank in 1999. A FSC is a legally binding
agreement requiring a farmer to deliver an agreed quantity of a
commodity at an agreed price to the contracting buyer on an agreed
future date. The bank facilitated such contracts by bringing the buyer
and seller together and disseminating information on the cost of
production. They have the dual benefit of assuring farmers of a fixed
price and a ready market for their produce whilst providing buyers
with greater certainty in supply and cost of primary commodities. The
programme initially covered paddy, chillies, big onions, maize, sesame
and some other crops in Moneragala and a few other districts. Between
December 1999 and August 2001, a total of 6239 contracts for a total
value of Rs.228m were signed (World Bank 2003). As stated by the
Director of Regional Development of the Central Bank, the FSC system,
starting with three companies in 1999, grew to 111, and has now fallen

203



OPPORTUNITIES FOR THE PRODUCTIVE POOR

to 19. This is largely due to farmers not fulfilling the agreement and
selling to others at better prices if the market price is better.

Another recent phenomenon is the collecting centres that large
supermarkets such as Cargills and Keells have commenced in rural areas
to collect paddy, livestock, fruits and vegetables directly from the farmers.
Over 7000 farmers sell to Cargills alone. The company purchases from
farmers in 22 districts and is reported to be purchasing 1.8% of all fruits
and vegetables, 5% of paddy and 35% of all livestock produce. This by-
passes the main layer of middle men with producers selling directly to the
retailer. Farmers are reportedly getting 20% more than the market price
for such produce. Farmers are also motivated to produce products of a
minimum quality standard in order to get this higher price.

Large private companies such as Hayleys, Aitken Spence, CIC
Agribusiness and Ceylon Tobacco have a different mode where farmers
produce products to a definite specification and have a clear market;
some even have an export market. In this mode, inputs, technical
advice and buy back guarantee are provided by the buying company.
But still, very few products are produced in such a vertically coordinated
manner. In fact, the production of fruits has stagnated due to market
preference for imported fruits such as apples, grapes and oranges.

However there are pilot projects with good results in limited geographic
areas. One often cited example is the effort to diversify products for
produce of System “H".

Box 8.1 Effort to diversify products for produce of System “H"”

A review of farmer constraints in system ‘H’ of the Mahaweli Scheme
revealed that the lack of access to markets was a major problem. To
address this problem the World Bank funded the Mahaweli Restructuring
and Rehabilitation Project and appointed a private sector development
specialist to facilitate greater private sector participation in system H. The
specialist, together with Mahaweli, organised seminars and discussions with
private traders to identify their commodity requirements and to determine
ways for Mahaweli farmers to meet these needs.

The first outcome of this meeting was an agreement between a private
company and farmers to buy and supply soya beans during the next season.
Prior to the shift in crop, 80% of farmers in the block grew rice in 50% of
the irrigable land and the balance was devoted to other crops. Total cropped
area was 1900 hectares. However, after the shift, due to savings in water
the irrigated cropped area increased to 2,700 hectares. The gross value of
their produce increased from Rs.3.5m to Rs.7.5m. Since then twelve other
supply agreements with private companies have been negotiated for the
supply of gherkin, maize, passion fruit, black gram, vegetables etc.

Source: World Bank 2005
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But the above case study shows a one-off attempt by a project in an
irrigated area to link farmers with the private sector.

9. Lessons from Other Development Assistance
Projects with Institutional Development

Many Integrated Development Projects, Rural Economic Advancement
Projects and other rural development projects have institutional
development as an objective in addition to all other normal interventions
such as rural infrastructure and income generating assistance. If
one looks at the post evaluation of the Regional Rural Development
Project, Kandy (1987-2000), this project’s strategy was to depend
on institutional development as a principal means through which the
development goals of the project could be achieved. The institutional
development component of the project comprised three analytical
concepts: instituting participatory development methods at village
and divisional level, strengthening rural regional development through
support to the provincial council, and promotion of regional economic
growth through private sector development.

However, the evaluators did not find any sustainable impact in the
project’s attempt to institutionalise participatory methods at divisional
level, nor did it improve planning methods at provincial council level,
despite project inputs like GIS and other tools (Bastian 2005). The last
of these was successful from a policy perspective as this was included in
the next stream of rural development projects which came to be named
Rural Economic Advancement Projects. However, here too at project
level, the private sector’s role was not as expected. The evaluators
concluded that it was better if the project focused on interventions
more desperately required by the poor, such as improvements to rural
infrastructure.

Even the Rural Economic Advancement Projects in Matale and the South
show that using contractors to provide services to farmers and off-
farm businesses continued only while project subsidies were in place.
The contractor agencies, such as ISB, SEEDS, SLBDC and others, go
in search of other projects to market their services as the farmers and
other rural people are not willing to pay for these services or cannot
afford to pay for these services.

Southern REAP did not adequately bring about the desired result of
strengthening the local government and showed a moderate increase
in income of a few Pradeshiya Sabha’s due to the new markets (Polas)
constructed by the project.
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The ADB Rural Finance Sector Development Project attempted to re-
vitalise Samurdhi as well as Co-operative Rural Banks but did not go far
in this attempt. The project formulated a Strategic Plan for microfinance
which was left unimplemented, and did a computerisation which was
poorly implemented. The main weakness of this attempt was trying to
separate out the microfinance programme in isolation and try to reform
that without reforming the entire mother organisation. This resulted in
conflict and pressure from other divisions to not carry out the proposed
reforms. The attempt to separate the Co-operative Rural Banks from the
main Multi-Purpose Co-operative Societies also met with failure since it
ignored the rest of the co-operative and focused only on savings and
credit. When microfinance is part of a large institutional framework it is
not possible to strengthen or re-structure microfinance alone.

10. What Policy Environment is Required for the Re-
Vitalisation of Rural Institutions?

The current policy environment and the constant changes in policy have
contributed to the weak state of rural institutions. Poor policies have
resulted in weak government services and inadequate private sector
partnerships. The frequent change of governments and subsequent
change of policies add to the confusion. In 2002 the policy was strongly
towards greater private sector participation, but since 2006, once again,
dependence on government service became the policy. If agriculture is
to be revived, both major political parties must agree on a common
policy and strategy. The table below gives a few key policy related
changes that are required to re-vitalise rural institutions and private
sector participation in agriculture and agriculture extension.
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Table 10.1 Policy changes required to re-vitalise rural institutions

Issue Short term Long term
Technology e Privatise remaining
Policy government  seed
farms, enter
into contracting
agreements  with
private sector for
production of seeds
if needed
National ¢ Undertake a ¢ Formulate and adopt an updated
Agriculture comprehensive National Agriculture Policy and
Strategy assessment of the Strategy to serve as a basis for
structure, funding, reorienting roles, organisational
and performance structure, funding and staffing of
of  the public public agricultural research and
agriculture and extension systems to be in line with
research extension new developments and priorities
systems and meet the changing needs of
an agricultural sector in a middle
income economy
o Strengthen database for the
agricultural  sector (e.g. land
use statistics; area, production,
yield, agricultural prices, market
infrastructure, rural enterprises
etc.)
Commodity e Draw lessons from
Marketing forward contracting
Policies programmes  and
integrate in scaling
up
11. What Donor Assistance can do Together with the

Government to Improve the Quality of Service of

Key Rural Institutions

The Local Government Reforms Commission, which was established
with the mandate to study the prevailing local government system in Sri
Lanka, has recommended several measures to be adopted to make local
self-government meaningful. It strongly highlighted the importance of
having a new development vision for the Local Government System in
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order to serve the community at the local level efficiently and effectively.
The commission has recommended the new vision to encompass the
following key elements:

Greater degree of local autonomy

Peoples' participation in the affairs of the local government
Public accountability

Self reliance and equity

Greater responsiveness to the needs of the local constituents
Development role of the Local Government

Efficiency, effectiveness and productivity

Development of a new local development culture

Rate payers’ charter

W o N R WM

It is necessary for donors to see whether the reform of local government
and development of non-farm business can be taken together in order
to assist rural people.

It is vital that some development agencies commence work in the East
and even in parts of the North where it is possible to work, as all other
donor agencies besides IFAD have commenced such work; the World
Bank and ADB doing projects as early as 10 years ago. The World Bank
has just committed US$ 300 million for reawakening the East. This
is also the area with the highest prevalence of poverty, deprivation
and vulnerability in Sri Lanka. It is also an area with great potential in
agriculture, fisheries and tourism. Though many people have nhow gone
back to their homes in the East, due to lack of government budget not
much assistance has still come their way to re-commence livelihoods.
They need to prepare land, get water sources, buy animals and have
access to credit to do these things. Rural institutions in the East are
still the old Rural Development Societies, Samurdhi and a few formed
by INGO and NGO projects. There is a need to strengthen the whole
gamut of such institutions preferably by learning from the mistakes and
good lessons from the Southern experience.

Samurdhi, which now holds Rs.12 billion in savings (Duflos et al
2005), a significant portion of the poor’s rural savings, needs serious
institutional re-structuring. ADB took some initial steps but they were
inadequate. It is vital that microfinance work is separated from other
work, that the staff is also separated and a viable separate microfinance
institute is developed. However, it is not possible to look at microfinance
in isolation, as erroneously done by the ADB, when one is re-structuring
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the organisation. The entire organisation must be studied and all its
divisions re-structured to become a more viable organisation with
sound microfinance and credit plus work. It may even involve laying off
redundant staff with a golden hand shake.

Another vital institution, which is unstable, is the Multi Purpose Co-
operative Society (MPCS) and, as a consequence, the Co-operative
Rural Banks (CRBs) which hold Rs.17 billion in savings. Currently CRBs
remain the only cash cow of the MPCSs and as a consequence are in
grave danger of collapsing due to misuse of deposits. Development aid
should step in to ensure viability of this institutional framework as well
as to save the depositors’ funds. These still remain extremely important
rural institutions. Co-operative Rural Banks can be converted into strong
microfinance agencies if this is done in conjunction with strengthening
the MPCSs. Alternatively, the government should be persuaded to assist
the separation of the CRBs from MPCSs if they want to safeguard the
depositors’ funds.

As discussed earlier, the Agriculture and Agrarian Departments need a
strong re-vitalisation in order to do a greater service to farmers. The
department needs initial support to attain financial self reliance. The
department also needs assistance for the following:

e Link all district offices with head office through better
communications - currently its email service barely works

e They need to improve their loan assessment techniques using
a Geographic Information System (GIS) as they still use eye
estimation!

¢ The department wants to improve a weather information system

e They need very basic facilities, such as a video camera in each
district office to assist in the estimation of losses

e The staff needs considerable training in insurance, pension and
agriculture related work

There is huge potential for growth in Sri Lanka’s exotic fruits, flora and
vegetable produce. As stated earlier, some private sector companies
are already directly linking with the farmers as out growers, or contract
growers as other means of getting quality products. A project partnering
government and private sector, where unused land is given for contract
farming and companies are given low interest loans or matching grants,
is an option recommended by the Chairman of the Fruit and Vegetable
Association. Together with the government, they have already identified
over 100,000 hectares of unused land for this purpose.
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Unless vertically coordinated production for value added items such
as pulp, juices, and jams both for local and overseas markets are
increased the fruit industry will stagnate. Development aid should look
at opportunities to work with the local private sector to enhance such
products rather thanjust giving direct assistance to farmers. Development
aid should also develop projects which provide more incentives for the
private sector to link directly with farmers. Farmers need training in
quality control, packaging and awareness of standards.

Though considerable donor attention has been paid to microfinance
institutes, less attention has been paid to the strengthening of
organisations offering “credit plus” services. It is vital that projects
strengthen the capacity of these agencies to be able to provide demand
driven services to farmers and non-farm businesses rather than merely
be used as tools during project periods as done now.
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Executive Summary

The links between the environment, agriculture and the poor are
set within the conceptual framework that looks at the links between
environmental wellbeing and human wellbeing. Within the framework,
human wellbeing is defined as being made up of several components
including basic needs, security, and choices that are dependent on the
environment’s ecosystem services to provide a range of goods such
as food, and land, and services such as water and nutrient cycling,
recreational value etc. The present scenario is that the continuous
extraction of goods and services is degrading the environment and
therefore threatening the ability of the natural system to provide the
goods and services necessary to sustain human wellbeing conditions.

The relationship between ecosystem services and human wellbeing is
also more complex due to social, economic and political factors such as
wealth, social networks, power etc. that exist in human societies. These
conditions lead to unequal access and control of natural resources that
in turn aggravates poverty while also leading to further degradation of
the environment.

Interms of agricultural systems, itis one that relies on the environment for
basic raw materials, i.e. land (soil), water, and climate for the production
of our food base. There is a trade-off that takes place between the
environment and the agriculture systems when natural resources are
converted and used for agricultural purposes. The prevailing agricultural
practices tend to focus on high input, and high yield, and have lead to
a situation where the environment is degraded while poverty among
agricultural communities continues to persist. Within these prevailing
conditions the predicted effects of the global climate change regime
also indicate further degradation of the natural system that in turn
reduces its ability to maintain human wellbeing. The brunt of these
effects are felt by those that are already poor, especially those reliant
on agriculture for their livelihoods, and among them the small scale
producers who have less ability to withstand external shocks.

Due to these conditions, the paper makes a case for due consideration
to addressing the relationships between the environment and human
wellbeing when designing poverty alleviation programmes if initiatives
are to be sustainable over the long term.

The following recommendations and conclusions have been set down
as necessary for programmes and projects undertaken to increase the
quality of life of the rural poor reliant on agriculture:
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e Due consideration must be given to existing environmental
degradation and the impending threats of climate change on
agriculture systems as they pose risks to food security and
poverty reduction. The threats also emphasise that business
cannot continue as usual and that there is a need to look for
interventions that are more aligned with the path of sustainable
development. Aligning interventions sooner rather than later can
allow for a greater ability to adapt and put in place models that
can be replicated.

e Poor farmers tend to be more reliant on degraded resources while
also being more vulnerable to environmental threats. However,
even if it is in their best interest, they are least able to take up
the challenge (unsupported) of sustainable agriculture systems
due to their lack of risk taking potential. Therefore, projects will
have to be geared to provide for supportive structures such as
incentive schemes and risk management schemes that can be
pilot tested for their suitability to increasing the coping strategies
of poor households.

e There are many good practices that are being applied or are
recommended that take into consideration environmental
protection, but they do not necessarily guarantee economic
benefits. Therefore creating markets and conditions that
encourage economic profits for more sustainable agricultural
practices are needed.

e There are numerous stakeholders and interested parties that are
working on sustainable development practices. There is a need
to build synergies and create win-win situations among these
players for more effective implementation and use of resources.

e Sustainable agricultural practices are also location- and crop-
specific. Therefore decisions on what practices to choose have
to be made more effective through assessing existing ground
level practices, carrying out more R and D including scenario
building for climate change threats, and field tests to verify the
effectiveness of these measures. This will allow for more informed
choices to be made when choosing an intervention type.

Supporting environmental aspects and gearing up farmers to face
the threats of climate change offers opportunities to build model/best
practices for producing and marketing products in line with the goals
and values of sustainable development.
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1. Introduction

Agricultural systems rely on the environment for basic raw materials,
i.e. land (soil), water, and climate for the production of our food base.
There is a trade off that takes place between the environment and the
agriculture systems when natural resources are converted and used for
agricultural purposes. The manner in which this relationship is played
out has implications for both the wellbeing of the environment and
communities that directly and indirectly rely on agriculture as an income
source and for its outputs (goods and services).

Thisthematic paper will explore the relationship between the environment
and human wellbeing in relation to improving the quality of life and
greater responsiveness to markets in the rural sector, especially of poor
rural communities whose livelihoods depend on agriculture. The paper
is based on a desk review of available local and international literature,
publications, articles and internet resources that include government
documents, civil society projects and programme information, academic
articles and multilateral agency documents. It also incorporates
stakeholder views and feedback that was received through the country
strategy (COSOP) formulation process of the International Fund for
Agriculture Development (IFAD).

This paper will begin with the basic premise of the causal linkages of
ecosystem wellbeing and human wellbeing that drives the argument
for the need for sustainable development (section 2), present the
environmental hurdles that prevail as well as the predicted threats of
climate change for the agriculture sector (section 3), explore some
policies that are relevant, look at the overall stakeholder landscape that
exists, and present practices that are being applied or are recommended
for environmentally sound agriculture practices (section 4) and
finally present the conclusions and recommendations for adopting
environmental protection strategies into programmes and projects
carried out by IFAD in the future (section 5).

2. Link Between Ecosystem Wellbeing and Human
Wellbeing

The human race is one of the many species that are sustained and
nurtured by the environment. The natural system provides services
such as food, water, and fuel; regulatory functions such as climate
regulation, disaster management, and water cycling; and cultural and
heritage value such as place of belonging, aesthetics, and recreation.
These functions provide goods and services that are necessary for
the survival and wellbeing of the human species. Human wellbeing is
made up of several components that are also intrinsically linked to the

219



OPPORTUNITIES FOR THE PRODUCTIVE POOR

environment, namely; security in the form of shelter, a pollution free
environment, and the ability to withstand natural shocks; basic needs for
sustenance and livelihoods; good health factors such as nourishment,
protection from disease, clean air and clean water; as well as social
needs such as education and choices (MA 2003). The diagram below
illustrates this dependency.

Diagram 1 Ecosystem services and human wellbeing
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As per the diagram, goods and services are used to fulfil human
wellbeing. The continuous extraction of goods and services changes the
natural systems that is made up of mainly finite resources (land, water,
plants and animals) or resources that require many years to replenish
(fossil fuels, rocks, gems). The problem arises when the demand for
ecosystem goods and services cannot continue to provide the services
without causing degradation of the environment. This in turn leads to
a situation where human wellbeing is affected (MA, 2003). Currently,
the quantity and speed with which resources are being extracted show
that the natural processes are losing their ability to support human
systems as well as many other plant and animal systems that are
sustained within the environment. The relationship between ecosystem
and human wellbeing is further compounded by socio-economic and
political factors such as wealth, power structures, social standing,
knowledge, skills and lifestyle choices that play a role in how natural
resources are used.

Poverty and the Environment

Poverty, as seen through a multi dimensional perspective, is not just
referred to in terms of income but also as being affected by access
and mobility, services, health, education and social networks etc.
A relationship also exists between the environment and poverty;
depending on the state of the environment it can aggravate the poverty
condition, while on the flip side poverty can also increase the pressure
on ecosystem goods and services (UNEP 2008).

The environment and poverty relationship as shown in diagram 2 can
be in terms of access and control of resources. The richer segments
of society have access to, and control a larger and healthier portion of
natural resources. The poor, a larger share of the population have to
make ends meet with less resources. The poor are also more reliant on
natural resource based livelihoods and these inequalities increase the
difficulties poor people face in finding productive livelihoods that can
fulfil their needs (UNEP 2008, WB 2007).
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Diagram 2 Access and control of resources
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A combination of social, economic and environmental conditions
converge to increase the vulnerabilities that affect people’s ability to
withstand external shocks. The poor are affected by individual shocks
of sickness, disability and unemployment as well as community wide
shocks such as crop failures and natural disasters (World Bank 2007).
The poor are also more vulnerable to environmental shocks as they
have relatively less access to capital, security and coping mechanisms.

If efforts are made to increase the quality of life of poor people,
especially poor agriculture communities, acknowledging and addressing
the links between the environment and human systems and poverty
should be a key component in development interventions. Giving the
environment due consideration along with economic and social factors
is a vital component of sustainable development.

3. Environmental Challenges in the Agriculture Sector
and its Consequences on Poor Communities

The agriculture sector as it functions today has created several multi-
dimensional conditions that have implications on poor communities:

1) Many who are engaged in the agriculture sector especially those
with small landholdings, do not derive a sufficient income from
it and fall into the category of rural poor. Some complement it
with incomes from the non-farm sector and through migration,
but there is a greater likelihood of those depending mainly on
agriculture to fall into the category of rural poor.

2) High yielding, resource intensive, mono crops predominate the
economics of the sector that is driven by profit. However, for
small farmers, food security may be as strong a driving factor
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as income generation. Further, it could also be the only available
livelihood option.

3) The environment, land, water, soil, seasons, and climate, are
critical to the agriculture sector but do not receive adequate
protection within the type of intensive agriculture that is widely
practiced. Therefore, these resources and services are being
degraded and in turn, lead to reducing productivity. The poor
farmers again are marginalised as they are being pushed to
use unproductive land or small land holdings that contribute to
further degrading of resources.

The prevailing conditions show that poverty among agricultural communities
continues to persist while the environment continues to degrade.

3.1 Environmental impacts of agriculture practices

The two major environmental threats due to agriculture in Sri Lanka
are land degradation, caused by improper land management and
agriculture practices, and improper water management, especially in
terms of irrigation systems and ground water extraction (MOENR 2003).
Another serious problem results from current agronomic practices that
rely on chemical additives to increase productivity. This has lead to the
contamination of land, air and water resources with impacts on health
and wellbeing.

Land degradation created by improper land management leads to soil
erosion that creates a series of effects such as less productivity due to
loss of top soil which in turn leads to greater use of chemical fertilisers
to compensate. The run-off causes siltation of water storage facilities
as well as pollution of water resources.

Table 3.1 Cultivated and forested land area in Sri Lanka 1980 - 2005
(1000 Ha)

Land Cover 1980 1990 1995 2000 2005
Type

Agricultural area 2319 F 2339 F 2326 F 2350 F 2356 Fm
Permanent 439 F 439 F 440 F 440 F 440 E
meadows and

pastures

Forest area 2350 Q 2216 Fm 2082 Q 1933 Q
Other land 2384 F 1774 Fm 1921 Fm 2031 Fm 2174 Fm

E = Expert sources from FAO (including other divisions) | F = FAO estimate | Fm =
Manual Estimation | Q = Official data reported on FAO Questionnaires from countries.
Agriculture land includes land under permanent crops and temporary crops (arable).
Source: FAOSTAT (online)
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Table 3.1 shows that the extent of land used for agriculture purposes
has not increased greatly over time. The table also indicates that forest
cover is reducing, which is an indicator of land pressure, as well as
reduction of the natural systems that support water and nutrient cycles
and soil erosion control. Further, the sector referred as ‘other’ which
has grown considerably shows that land pressure for settlements, and
infrastructure can also affect the land available for cultivation. This
indicates that land resources are limited and pressured to produce
greater yields. Under these circumstances attention to environmental
considerations have become secondary.

Table 3.2 GDP contribution from agriculture

1992 1997 2002 2007
Agriculture, value added to GDP (%) 25.9 21.9 14.3 11.7

Total economically active population 3,468 3,676 3,796 3,847
employed in Agriculture (1000
inhabitants)

Source: FAO stats (online)

Table 3.2 looks at the GDP contribution of the agriculture sector and the
number of people employed in the sector. This indicates that that while
the GDP contribution from agriculture is decreasing, the number of
those reliant on the sector is increasing. Therefore there is less income
and benefits from agriculture that need to be spread amongst more
people. The World Bank Poverty Assessment 2007 highlights that in
Sri Lanka, the slow down in agriculture growth has also slowed down
poverty reduction in agriculture dependent households and thereby
increased their vulnerability to external shocks and pressures.

The Ministry of Environment (2003) states that there are a million
hectares of sparsely used or fallow land in the dry zone that can be used
for economic benefits with sustainable land management practices.
However, the Ministry indicates that further research and development
needs to done to identify best practices for these areas.

Other social and economic issues such as available capital and plot
sizes of poor farmers also have a bearing on the application of better
land use practices (this issue is discussed further in the factor market

paper).

Water managementisanotherimportantissue with regard to environment
and agriculture. Agriculture is the biggest user of water with irrigated
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agriculture accounting for over 90% of water used (FAO stats) and the
largest user of water in the country (MOENR 2003). The major issues
highlighted by the Ministry of Environment in the Sri Lanka Strategy
for Sustainable Development (2008) in terms of water management
are related to water wastage, unequal distribution, water pollution
and water shortages in some parts of the country. Wastages during
transmission in irrigation schemes, siltation issues, lack of maintenance
of irrigation systems, excessive water use by paddy farmers, cultivation
of paddy in areas best suited for other crops, and excessive use due to
free distribution are some of the reasons highlighted. This report also
raises the issue of increased extraction of ground water in recent years
and the fact that it is an unregulated sector. Another problem faced in
terms of water resources is the impact on water quality due to chemical
run off.

Predicted changes in the future, especially with climatic conditions,
have pointed to water scarcity and quality becoming a more compelling
problem in the future (Jayatilleke 2008). The table 3.3 below illustrates
the issue of water availability for paddy production. It shows a drop in
production in the yala season in the dry zone provinces not just in terms
of rain fed (which is to be expected) but also for cultivation done using
minor irrigation schemes.

Table 3.3 Paddy extent (hectares) and water sources in the Maha and
Yala seasons

GROSS EXTENT SOWN (Hectares.)
MAJOR SCHEMES _MINOR SCHEMES RAIN FED ALL SCHEMES
2007/08 2008 2007/08 2008 2007/08 2008 2007/0 2008
MAHA YALA MAHA YALA MAHA YALA S8MAHA YALA
PROVINCE SEASON SEASON SEASON SEASON SEASON SEASON SEASON SEASON

WESTERN 1404 1580 4035 3901 21165 18220 26603 23701
SOUTHERN 22386 23051 7188 7451 24203 24103 53778 54605
SABARAGAMUWA 1840 1951 8856 8485 8815 8326 19511 18762
NORTH WESTERN 19761 20529 38484 37168 29390 25699 87635 83396
CENTRAL 11508 9929 18170 10638 8545 5110 38222 25676
UVA 17630 14493 17787 10203 15743 1768 51158 26462
NORTHERN 16319 9722 6590 3783 17218 4 40128 13509
NORTH CENTRAL 79563 77776 42120 25731 6563 107 128246 103614
EASTERN 80256 88049 4488 4820 17868 322 102611 93192
UDA WALAWE* 9527 10718 - - - - 9527 10718
MAHAWELI 'H' * 24178 17758 - - 24178 17758

SRI LANKA 284371 275555 147716 112181 149510 83659 581597 471396

* These are two large major irrigated paddy schemes that are not included in the
provincial data
Source: DCS, agriculture census (online)
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3.2 Predicted effects of climate change on agriculture

Looking towards the future, the environmental challenges of the
agriculture sector are further compounded by predictions of the climate
change regime (Kurukulasuriya and Rosenthal 2003, UNEP 2008) with
more severe effects on developing countries, small island nations and
the poor within these countries, especially those reliant on agriculture
(Mendelsohn and Dinar 2005, UNEP 2008).

Climate change is an over arching environmental change phenomena
that affects the ability of the ecosystem to provide the services and
functions as mentioned in section 2, in the form that is optimal for
human well being. Other local conditions, such as policies, access,
and institutional and technological needs also play a role in increasing
the complexity of the relationship between man and nature. For the
agriculture sector, climate change encompasses an umbrella effect on
the factors that drive the agriculture sector with the availability of water,
soil conditions, temperature, and weather and seasonality.

As described before, the degradation of natural resources further
confounds the problems of the poor, who are more vulnerable to the
negative effects of a degraded environment and are more reliant on it
to generate income and improve their standard of living.

"The preliminary studies of the rural poor suggest that they
are clearly vulnerable to changes in climate through its effect
on local agricultural productivity. Many of the rural poor live in
marginal areas with poor climates for growing food. Given the
importance of agriculture to the rural poor, climate is a major
existing problem for many of these people. Climate change
could seriously exacerbate this problem” (Mendelsohn and Dinar
2005).

For the Agriculture sector, this means gearing up to face known effects
of land degradation, and water use with the aggravations of climate
change.

In the first communication to the UNFCCC (2000), Sri Lanka states
that effects of climate change will be severe for coastal areas and to
different sectors! (including agriculture) in the national economy and
human health. Climate change threats that are seen as significant

1 Sectors mentioned in the UNFCCC 1st national communication (2000) are the Energy
Sector, Industrial Sector, Transport Sector, Agricultural Sector, Forestry Sector, Water
Resource Sector, Coastal Zone, Health Sector, Human Settlement and Public Utilities
Sector.
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for Sri Lanka are sea level rise, increased droughts and floods, and
increased variability in weather patterns that are predicted to affect a
large number of people dependent in agricultural activities. This will
cause severe coastal impacts, increase natural disasters and lead to
health implications (GOSL 2000, Munasinghe 2007, Mendelsohn 2005,
Jayatilleke 2008).

It is stated that climate conditions have changed over time in a manner
that increases risks to and unpredictability of carrying out agricultural
activities:

"The climate of the Island has gone through a change to such
an extent that the correct amount of rainfall does not come
at the correct time of the growing season. Variability of both
summer and winter monsoon rains and rains of conventional
origin has increased significantly during recent decades. As a
result, both extremes i.e. water scarcity and excess water have
become a recurrent problem in crop production in Sri Lanka”
(Punyawardene, 2007).

The Meteorology Department data indicates that some of the key
components of climate for agriculture, rainfall and temperature regimes
are changing. Monsoons are predicted to bring in more rain to the wet
zones, while dry areas will get less rain. The variability of rainfall will
also increase. Mean temperatures are increasing (and have been rising
annually at the rate of .01 - .036 C) with localised variations — i.e.
hotter in Nuwara Eliya (Basnayake, 2007). The changes in water cycles,
availability of water, climate patterns also will increase occurrences and
severity of floods, droughts, cyclones etc., which also have an impact
on agriculture systems and human wellbeing.

Some environmental impacts that poor farmers will have to face that will
affect agricultural production as well as their wellbeing are highlighted
in table 3.3.
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Table 3.3 Predicted climate change impacts for the agriculture sector
and its effects on wellbeing

Natural Impacts on the agriculture sector Impacts on human
resource well being
condition

Excess rainfall (in

Crop losses (quantitatively and

Reduction of food

wet areas) qualitatively) base, calorie intake
Wash off of fertile top soil in arable Increased risk of crop
lands failures
Siltation of agriculture lands, and Reduction in income,
waterways as well as Eutrophication threat to quality of
of downstream reservoirs and other water, availability
surface water bodies of drinking water
sources.
Increase in Crop failures due to flooding, water Damages, health,
disasters stagnation displacement,
reduction in income,
migration
Crop failures due to droughts Loss of income, lack
of water, migration
Water deficit Limited water availability for crop Limited water for
(mainly in dry production basic needs
areas)
Inability to plant several cycles Reduction of food,
income
Increased Unfilled grains due to spikelet sterility Reduction of harvest
ambient and reduction of
temperature income
Increased evapo-transpiration losses, Increased
soil moisture stress, salinity expenditure, reduced
harvest
Loss of harvestable parts of the crops
Increase of pest and disease damages
Increased expenditure, health effects
Increase of weed infestations Increased
expenditure, health
effects
More cumulonimbus clouds giving rise
to high intensive rains (>25mm/hr)
Sea level rise Increase of saline water in reservoirs Reduction of harvest

and reduction of
income, other food
sources/income (fish)

Loss of arable land area due to
inundation and increased salinity
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These factors will affect crops types, land holding sizes, and climatic
zones differently. The box below presents different opinions and
predictions of climate change effects on various crop types.

Box 3.1 Crop specific climatic issues:
Tea

Tea is an important export crop which is also an important income source for
small scale farmers. It is a crop that is suitable for sloped and marginal areas,
a perennial crop with a deep root system that does not require frequent land
preparation and also provides soil cover to prevent erosion, especially in the
up-country and mid-country areas.

The Tea Research Institute (TRI) says that drought conditions and higher
ambient temperature will negatively affect tea cultivation. Reduction of rainfall
by 100 mm per month was found to reduce the productivity by 30 — 80kg of
made tea per hectare, depending on the region and the soil fertility. The TRI
also says that more rainfall can increase soil erosion while longer periods of
rainfall will bring about fungi infestations (i.e. blister blight) that will reduce
the green leaf production. On the other hand, some predictions (Seo et al.
2005) show that greater rainfall will be beneficial for the productivity of tea.
See Annex 1 for summary of the Seo et al. (2005) study.

Paddy

Paddy is the main focus in Sri Lanka in terms of food security, and is a
source of primary and supplementary income source to a large group of
people. Paddy comprises irrigated, major and minor and rain fed production
systems. Intensive chemical input based paddy cultivation is one of the
highest contributors of Nitrous Oxide emissions, a green house gas that
causes climate change. However rice,,is also one of the crops that will be
most affected by climate change and one with major implications for Sri
Lanka’s food security and food habits.

As highlighted in the UNFCCC 1st national communication, increase in rainfall
or decrease in rainfall, especially too much rain or rain at the wrong time or
increased drought can lead to crop losses quantitatively and qualitatively.
Rain fed paddy will be worst affected by these fluctuating weather patterns.
The increase in temperature too can have effects on sterility (bol vee) and
yields while increasing pests and disease. Rice crops in low lying areas
will also be affected by salinity intrusion. The Seo et al. study (2005) also
indicates that rice yields will drop by 12 percent by 2050 and will affect poor
farmers in the dry zone, where incomes are lowest.
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4. Policy and Practice

This section presents the overall landscape of stakeholder involvement
and adaptation of sustainable agriculture policies and practices or
supporting structures currently taking place in Sri Lanka. It also presents
some key sustainable agriculture practices that are being tried out or
have been recommended for Sri Lanka.

4.1 Policy level activities

Sri Lanka’s broader environmental policy that aligns the country to
environmental protection as well as steers it onto the path to sustainable
development lies within the Ministry of Environment and Natural
Resources. The Ministry has a sustainable development strategy, as
well as a climate change secretariat set up in 2008 that is looking to
develop climate change mitigation, adaptation and clean development
strategies for Sri Lanka. However the adoption into action of these
strategies depends on the buy in from relevant ministries, departments
and other stakeholders.

It is the Agriculture policy, under the purview of the Ministry of
Agricultural Development and Agrarian Services that drives the
Agriculture Sector. The latest policy, revised in 2007, is infused with
elements of sustainable agriculture as a stated broader objective and in
the subsections of fertiliser (organic fertiliser) and pesticides (Integrated
Pest Management). It also refers to guidelines set forth in the Soil
Conservation Act, the Pesticide Control Act as well as in the Policies and
Acts of other Ministries such as the Land Use Policy. Policies and laws
that regulate the fisheries and aqua culture sector and livestock sector
are developed separately and address issues in those sectors.

With reference to agriculture, the Mahinda Chinthanaya does not put
special emphasis on environmental management in agriculture, but
promotes schemes that encourage farmers to adopt organic cultivation
and provide incentives to planters producing organic tea.

Numerous laws and acts are available to address various levels of
environmental safeguards in relation to agriculture and use of related
resources such as land, water, plant material etc. (see table 4.1). Some
of the key acts and ordinances that address the environment and relate
to agriculture are given below (this is not a comprehensive list):
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Table 4.1 Important acts and ordinances that address the
environment and agriculture

. Responsible
Laws What it covers institution
Agrarian Deals with the implementation of the Department of
Development national agricultural policy Agriculture

Act

Fauna and
Flora

Protection
Ordinance

Provides for conservation of protected plants
and animals, or those found within gazette
notices.

Department of Wildlife
Conservation

Forest
Ordinance

Consolidates laws relating to forests
including protected areas, forest plantations
and natural forest, and establishes other
state land where commercial use is
permitted as forest.

Forest Department

Irrigation
Ordinance

Deals with the environmental aspect of
water and land use in irrigated agriculture.

Irrigation Department

Land
Acquisition
Act

Provides for the acquisition of land by
the state for public purposes, including
environmental conservation and agriculture.

Ministry of Agricultural
Development and
Agrarian Services.

Mahaweli
Authority Act

Establishes MASL and deals with
environment and natural resources in
Mahaweli and adjacent basins.

Mahaweli Authority of
Sri Lanka.

National

Provides umbrella environmental protection

Central Environmental

Environmental  legislation and environmental safeguards. Authority
Act Sets up licensing procedures, environmental

standards and project approval procedures.
Pesticides Regulates importation, sales, production and  Office of Registrar of
Control Act use of pesticides Pesticides
(1980)
Plant Prevents the spread of wild plants, weeds Department of
Protection and plant diseases, and controls the Agriculture, Customs
Act introduction of new species.
Soil Provide for the conservation of soil Ministry of Agricultural
Conservation resources, mitigation of erosion, and Development and
Act protection of land against floods and Agrarian Services.

drought

State Land Prevents illegal occupation of and Ministry of Agricultural
encroachment encroachment on state land. Development, District
Ordinance Secretaries, Police.
State Land Provides for how state land and resources ~ Ministry of Agricultural
Ordinance (including lakes, rivers and streams) should Development and

be allocated, used and managed.

Agrarian Services,
District Secretaries

State Lands
Recovery of
Possession
Ordinance.

Provides for the recovery and repossession
of state land from illegal occupants.

Ministry of Agricultural
Development and
Agrarian Services,

District Secretaries,
Police.

Source: EFL 2006
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This table indicates that there are many regulatory acts and ordinances
in place and that they are under the purview of a range of departments
that operate on a national level as well as through the decentralised
local government structures.

In addition to these local policies Sri Lanka has also ratified international
conventions that have shown commitment to manage the natural
resource base including the Convention on Biological Diversity (1992)
and the Cartagena protocol on Biosafety (2000), International plant
Protection Convention (1952), United Nations Convention to Combat
Desertification (1994), United Nations Framework Convention on
Climate Change - UNFCCC (1992). The UNFCCC commitments for Sri
Lanka have specifically addressed agriculture related climate change
mitigation and adaptation and have addressed issues for the agriculture
sector (see table 4.3).

Within Sri Lanka’s policy and regulatory framework, the general direction
is towards sustainable development and enacting environmental
safeguards in the agriculture and fisheries sectors. The problem arises,
however, when trying to increase its application and importance as the
environment becomes a sub sector (except within the environment
ministry). Responsibilities are also spread among various departments
that can lead to issues of compartmentalised management or overlap
or disjunction among the varied interests and institutions. It also raises
the question of whether there will be a watering down effect that will
not be specific enough to bring about the needed changes if there are
too many different Acts and responsible units. In addition, at times
environment is seen as a hindrance to development (as in the case of
the EIA process) rather than a best practice and can also be constrained
by lack of options and expertise to tackle the issues.

4.2 National level activities

On a national level, it is mainly the government structure that exists with
wide enough coverage to support agriculture at policy, implementation
and research levels. The main national level structure supporting
Agricultureis the Department of Agriculture, while Fisheries and Livestock
have their own set of Departments and set of related bodies that
handle activities from policy to research and development to extension.
Within these units, duties and activities are compartmentalised and
better linkage and knowledge transfer mechanisms among the units
and departments are desirable, if the environmental research and
applications are to be streamlined and more widely available.
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The marketing chains can be considered the next largest group that
works on a national level connecting the farmer to the consumer;
involving farm and non farm service provision by private sector
companies, individuals, government groups etc.

4.3 Ground level activities

A wider variety of stakeholders can be seen actively engaged at ground
level to encourage the spread of sustainable agriculture practices.
Individual farmers, farmer groups and organisations are supported by
the government, private sector, and NGO and CBO groups to adopt
organic cultivation, salinity/drought resistant crops, traditional crops etc.
Farmers have also been adapting over time to try and align to changing
conditions using traditional techniques, experience and knowledge.

Rice, the staple for food security in Sri Lanka, has seen the most
adaptations in terms of seed varieties, water management, nutrient
cycling etc that is supported by both government and civil society
groups. Vegetable farming, spices and tea, on the other hand, have
experimented with sustainable practices including organic production,
which is driven mainly by market forces and stipulations. This is mainly
among the larger producers who are supplying to a niche market (mainly
export with some local high end business) and involve small farmers
through out-grower systems. The adaptations to paddy cultivation,
however, is more reactionary to changing climatic conditions, using
a blend of traditional knowledge and practices coupled with some
modern technical support (seed varieties, growing information). Table
4.2 presents a cross cut of activities showing the types of sustainable
agriculture practices that are being promoted or adopted among various
stakeholders.
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Table 4.2 Examples of the types of activities and types of Stakeholders
engaged in sustainable agriculture promotion and development

Sector Organisation Intervention

GO Department of Agriculture Breeding of crop varieties with
resistance to several biotic and
abiotic stresses, delineation of the
46 agro-ecological regions and crop
recommendations based on these
zones, promotion of crop diversification,
traditional crop varieties, organic matter
application, promotion of soil and water
conservation measures, and creating
awareness among officers in the
agriculture sector

Crop research institutes (rice, Crop specific research on productivity,
rubber, tea, field crops etc) management practices, drought/flood
resistance varieties etc.
NGO Lanka Jathika Sarvodaya Researching on traditional farming
Shramadana Sangamaya practices that help to reduce or tolerate
environmental changes
Practical Action Promotion of traditional rice varieties to
combat salinity
Sri Lanka Nature Forum (SLNF) Establishment of local organic
certification centre (SRI CERT)
Lanka Rain Water Harvesting Promoting rain water harvesting
Forum techniques in water scarce areas,

enhancing the agriculture biodiversity
of home gardens as agro-forestry
systems in marginal lands of the dry

zone villages
Private Bio foods Production, processing and export of
Sector organic products (tea, spices)
CBO Total Development Association Sustainable agriculture and soil
- TDA conservation in three villages
Eco Conservation Organisation Biodiversity conservation through
- ECO promotion of sustainable farming
Lanka Organic Agricultural Restoration of agro- biodiversity
Movement - LOAM through the dissemination of organic
agriculture
Gal Oya Valley Community Rehabilitation and protection of
Development Foundation - degraded farming lands onto self
GOVCDF sustaining farming lands

Sahajeewana Praja Sahabagithwa Introduction of sustainable agricultural
Padanama - SPSP practices in home gardens in the
Mahaweli scheme

Source: CEPA 2008
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There is a wide gamut of activities and players that in numerous ways
are working on promoting sustainable agriculture and climate change
related activities. Some engage in it as a primary focus (i.e Ministry) while
others as a sub activity or in an indirect way. The types of activities also
range from policy formulation, to research, awareness raising, business
creation, poverty reduction, environmental management etc. Therefore
there are diverse interests and agendas within these activities. Better
aligning of these activities, better coordination and complementary
activities between these organisations can help to bring about a more
effective implementation.

The ground level applications especially those done at NGO and CBO
level tend to be spread out in small pockets and documentation is not
readily available. These applications, if looked at in a cohesive manner
(even at a district level), would show a better picture of what is being
applied and what is working. This can be valuable especially in terms
of scale up and wider district, provincial or national level strategic
directions that can be promoted.

4.4 Practices in place and recommended for sustainable
agriculture

There are many different practices suggested that incorporate
sustainable agriculture practices for combating land degradation, water
management and climate change. Some of the suggested measures for
tackling climate change in Sri Lanka are as follows:

235



OPPORTUNITIES FOR THE PRODUCTIVE POOR

Table 4.3 Measures to combat climate change in agriculture

Mitigation Adaptation

a. Establish forests or any a. Increase agricultural productivity by
other vegetation (perennials introducing improved varieties and
and grass) on degraded or Improved management practices
non-forested lands.

b. Promote mixed cropping b. Increase productivity in the plantation
and agro-forestry instead and minor export crop sectors, and
of monoculture wherever diversify agricultural production and
possible. the food habits of the people

c. Cut down methane c. Change cropping patterns to offset
emissions from livestock any unpredicted weather changes by
with new feed mixtures. developing tree crop agriculture in

the Dry Zone; promote conservation
farming techniques in areas vulnerable
to soil erosion; develop tree-crop
agriculture on degraded agricultural
lands and promote agro-forestry on
lands over 60% slope

d. Introduce changes in d. Develop drought resistant rice/crop
irrigation and fertiliser use to varieties without compromising on
reduce methane emissions yields
from wet rice cultivation.

e. Minimize nitrous oxide e. Introduce better water management
emissions from agriculture by strengthening the institutional base
with new fertilisers and and increase the efficiency of irrigation
practices. by adopting water conserving

technology such as sprinkler irrigation
methods and drip irrigation systems

f.  Alter breeding criteria f. Introduce and promote water
for crop varieties with harvesting techniques
high carbon dioxide
sequestration.

g. Change soil conservation criteria and
land use patterns in landslide prone
areas

h. Initiate land use planning to ensure
the proper utilisation of land

i. Make farmers aware of climate change
and instruct them in ways of adapting
to it.

j.  Special attention should be focused
on the poorer sections of the farming
population because of their greater
vulnerability to climate change impacts

Source: GOSL 2000
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Many of these practices that are prescribed for climate change are
reflected in the land and water management practices for sustainable
agriculture. Some of the suggested sustainable practices that can be
applied to small scale farmers are looked at in more detail below:

Land management

Current practices of high input/output, mono crop type agriculture
practices are aggravating land degradation conditions while also
leading to climatic changes that are set to have negative repercussions
on long term food security. These farming practices have also not been
able to break the cycle of poverty faced by poor farmers. Putting in
place measures for improving land management and soil conservation
practices are seen as priority for maintaining productivity while it can
also offer small farmers some opportunities to move out of poverty.

Organic Farming

Organic farming, as defined by the FAO, is a holistic production
management system that does not use chemical inputs, looks to
minimise the pollution of the environment, and advocates for the health
and productivity of the dependent communities inclusive of people and
other plants and animals (Bandara 2008). The core principles that
have been adopted to guide the sector are: causing minimal damage
to the environment while also providing a safer toxin free product
for consumption. In Sri Lanka organic agriculture is said to emulate
traditional farming practices and those that can be adopted in Sri Lanka
more widely to gain food security, good profit margins and healthier
foods (Bandara 2008, Ebrahimi 2008).

A range of broad benefits are envisioned by organic agriculture practices:

Parameter Potential benefits

Agriculture

Increased diversity, long term soil fertility, high food quality,
reduced pests/disease, self-reliant production system, stable
production

Environment Reduced pollution, reduced dependence on non-renewable
resources, negligible soil erosion, wildlife protection, resilient
agro ecosystem, compatibility of production with environment

Social Improved health, better education, stronger community, reduced

conditions rural migration, gender equality, increased employment, good
quality work

Economic Stronger local economy, self-reliant economy, income security,

conditions increased returns, reduced cash investment, low risk Stronger

local economy, self-reliant economy, income security, increased
returns, reduced cash investment, low risk

Organisational/ Cohesiveness, stability, democratic organisations, enhanced
Institutional capacity

Source: Crucefix 1998
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In Sri Lanka there has been a small amount of conversions into organic
production, for rice, tea, spices and vegetables. There has been
support for this by the NGO sector as well as through the Department
of Agriculture that offers financial support, seeds, and technological
know-how to carry out the programme.

Table 4.4 Extent of land (has) sown with the use of fertiliser for
paddy

Type of Fertiliser 2001 2006
Chemical Fertiliser only 395,106 480,963
Organic Fertiliser only 1,664 3,243
Both Chemical and Organic Fertiliser 50,873 92,906
None 8,215 14,184
Total 455,858 591,296

Source: DCS Agriculture abstract 2008

There have also been interventions to bring about a local certification
process called Sri-CERT by a group initiated by the Nature forum as well
as a government supported scheme that will enable local small scale
producers to access a more affordable certification process. This can help
to bring recognition and increase markets for these organic products.

For small scale farmers who have not necessarily benefited from high
input/output farming, organic farming has the potential to provide for
their needs, while also contributing to food security and reducing the
damage caused to the environment. Some of the potential benefits are
perceived as:

e The reduction of input costs for small scale farmers as organic
farming does not involve the high capital investment, chemical
inputs, pesticides etc as that are required in conventional farming.
This can also reduce losses due to crop failures.

¢ Increased resilience to climatic conditions through the cropping
patterns and crop types utilised.

e Use of the farmers’ local and traditional knowledge that can be
applied more widely than in conventional farming that relies on
external inputs.

e Better profit margins as organic products are normally priced
higher than other products. This premium price is important for
small farmers to increase their household income.
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Some potential threats and weaknesses also exist:

¢ Organic farming requires more precision in land management
practices for which the technical assistance and information
needed may not be freely available.

e Market factors such as supportive trade policies, and certification
processes and wider demand are necessary to create a conducive
environment and absorb small producers.

e Supportive policies and incentives need to be in place.

¢ As profits and benefits may not be received in the short term as
the conversion needs time; incentives, and measures to buffer
the risk are needed to encourage the change over.

Source: Crucefix 1998 and Ebrahimi 2008

Switching to traditional crops

Another measure that can be considered is to return to traditional and
native crops and food sources that are resistant to climate fluctuations
— extended periods of drought, salinity, pests etc. There are many rice
varieties that are being tested while there are also some initiatives to
encourage local food crops instead of introduced food crops (such as
arthapal - potatoes) that are more conducive to local conditions.

Promotion of traditional rice varieties is being done at a local level and
Box 4.1 below presents a summary of an intervention put in place
among small farmers in the South of Sri Lanka.
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Box 4.1 Switching traditional rice varieties to tackle increased
salinity

Salt water intrusion in Sri Lanka's coastal rice fields is a problem that is
certain to get worse with impending threats of sea level rise due to climate
change. Practical Action's work has included farmer-led trials of traditional
and modern rice varieties which are saline-tolerant, temperature-resistant
and pest-resistant.

Forgotten types of indigenous rice can offer a home grown solution to
increasing soil salinity. There are around 2,000 traditional rice varieties in Sri
Lanka. Many are very high in nutritional value and have medicinal properties,
and most are resistant to extreme drought conditions, diseases and pests.
These varieties were traditionally grown using natural inputs such as organic
manure, and no chemical fertilisers or pesticides. Farmers with Practical
Action have worked on a number of trials on various rice varieties to see if
they could withstand salinity.

For rice farmers in Dehigahalanda, in the Hambantota district of southern Sri
Lanka, increased salinity in their water-logged fields was a grave problem,
with yields dropping steeply. Some were getting less than half the expected
yield. The farmers could not find a viable solution for the creeping salinity —
aggravated by the 2004 Indian Ocean tsunami and a lack of fresh irrigated
water. They feared that eventually their fields would be left barren.

Today they have managed to reverse the process. Sixteen local farmers
trialed ten different varieties of traditional rice through a programme of
the National Federation of Traditional Seeds and Agri Resources, supported
by Practical Action. For the first time, the farmers were given the choice
of 'variety selection' and asked to score the different rice types according
to duration of crop, plant height, grain quality and yield. Out of the ten,
four varieties scored highest and were then promoted through farmer
organisations as hardy, saline tolerant and high quality rice that were suited
for coastal rice paddies.

The inputs are low-organic manure and less chemical pest control. Although
traditional rice does not produce the yields of hybrid varieties, the profits
remain high as it is purchased at a higher price by the Federation and
there is high consumer demand today for these rice types. What's more,
the application of organic fertilizer has begun to ease the soil salinity
problem. "We were on the verge of abandoning our fields. The introduction
of traditional rice has given a new lease of life to us and these fields," said
Ranjith who is now a certified traditional rice grower and seed producer.

- Extracted from the Practical Action Website
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As in the case of organic farming, the benefits are that it is less chemical
intensive, less damaging to the environment, and incurs less production
costs. Greater resistance to unfavourable climatic conditions and the
possibilities of fetching a higher price are the other expected benefits
of organic produce. It can also reduce the introduction of alien species
and promote local food habits.

In terms of threats, issues of adequate yields, especially over longer
periods to provide adequate income to the farmer, have to be
established. While technical and raw material (i.e. seeds) support has to
be established, the threats of switching have to be buffered by policies,
incentives and risk managed schemes that are being put in place.

Multiple cropping systems

Multiple cropping is the practice of cultivating several different crops
in the same plot of land either at the same time or on a rotation
basis. This practice is common among small scale farmers who try to
maximise benefits and reduce damages due to crop failures through
this method. It can take the form of double-cropping, in which a second
crop is planted after the first has been harvested, or relay cropping, in
which the second crop is started amidst the first crop before it has been
harvested.

Home gardens

Multi-layered home gardens found in the hills of Kandy, are an excellent
example of poly cropping system that is traditional in Sri Lanka. It tries to
mimic a natural system in terms of the diversity and complexity of their
arrangement. These gardens play a supplementary role in the farming
system providing fruit, timber and high value spice crops, that generate
income as well as food sources for the household. These systems also
provide ecosystem services, especially biodiversity protection and
watershed management in the mid-country wet zone areas. This is
another home grown example of an agriculture system with socio-
economic and environmental benefits (Hitinayake n/d). Box 4.2 below
gives a further description of the Kandyan home garden model.
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Box 4.2 Kandyan home garden model

In the hilly regions of Sri Lanka (up country areas), homesteads are on
sloped land and paddy cultivation is not possible due to non availability of
water (under gravity). The farmers have made the best use of a small plot by
adopting an ideal soil and management system to suit the terrain.

The traditional Kandyan home garden normally has a three tier crop cover.
Tall trees such as coconut, arecanut, jak, breadfruit, mango, talpot, cloves,
nutmeg, tamarind etc., make the topmost tier and provide protection from
the erosive properties of the rain, in an area where high intensity rains are
common. The intermediate canopy layer is provided by shorter trees such
as lime, orange and other citrus trees, the maturing plants of cloves and
nutmeg, as well as vines of pepper, betel, yams, other medicinal herbs etc.
that use the trees as supports. These also allow for the water to trickle
down with less force. The 3rd tier is the ground cover made up of species
such as creepers, (gotukola, tampala, sarana etc.), and yams (batala-sweet
potatoes) etc. This ground cover helps the water to infiltrate the soil very
slowly, replenish soil moisture and maintain the ground water table at a
shallow depth.

Mechanical soil protection systems such as terraces and drains etc. are also
put in place to minimise soil erosion. Thus, although tilling of soil is done
frequently soil erosion is kept low. Organic matter such as fallen leaves,
along with cow dung and vegetative mulches, helps to maintain soil nutrients
and organic matter. This system shows a well developed soil management
routine that has evolved with years of practical experience and also provides
a range of products at different times that can be used as an income source
or for household food security

Source: Nikapitiya n/d.

Some of the strengths of these systems are that they:
e Reduce the risk of total loss from droughts, floods, pests and
diseases, due to multiple outputs.

e Optimise the production from small plots and farmers can cope
with land shortages.

e Improve soil fertility and pest control due to the combination of
crops and thereby reduce the need for chemical inputs

¢ Yield different types of products, resulting in a variety of products
at different times that can be sold or used in the household for a
balanced diet.
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The negative conditions are:

e More complicated land management since agronomic practices
like fertilising, weeding, etc vary for different crops. Mixed
cropping systems also require much more skill, knowledge, and
labour to manage effectively.

¢ Difficulties in introducing new technologies such as row planting,
modern weeding tools (especially in small land holdings), and
improved varieties.

e Inadequacy of knowledge and understanding and technical
support to manage such systems efficiently.

e Longer recovery period for initial investment and better income
cannot be guaranteed.

An example of a multi cropping system is one that incorporates food
crops with energy crops (dendro power). Growing fuel crops as a mixed
crop is proposed as a buffer to agriculture income while providing
shade (as in the case of tea), replenishing nutrients in the soil (nitrogen
fixing), and providing fodder (for livestock rearing) in one system.

The benefits of dendro are also seen as many: providing carbon sinks
and increased tree cover, revitalizing degraded lands, soil erosion
protection (seen as for ideal for Sloping Agricultural Land Technology
(SALT)), providing a source of home grown fuel source that will save
foreign exchange, providing means of livelihoods and services that can
spur economic growth in rural areas (BEASL 2009)

However, in reality the adoption of dendro power systems have been
slow, due to the extent of land area required, prices offered, technical
uncertainties, supply chain issues etc. In addition although dendro
power is being promoted only for degraded lands and as poly cropping
systems, if dendro power does become a lucrative enterprise due to
fuel shortages, there are concerns of large mono crops of fuel species
taking over agriculture land that can have effects on food security if
not properly managed. Therefore such a system would have to be
well balanced and supported by a policy framework. Box 4.3 presents
a study done on one of the few existing dendro power schemes in
Sri Lanka.
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Box 4.3 A socio-economic study on a dendro power project

Development of renewable energy sources has become a national priority
for energy security and the Energy Policy states that by 2015 at least 10%
of power generation should be through renewable sources. Dendro thermal
energy generation using biomass is being suggested as one renewable
option. This study looked to provide a full assessment of the socio-economic
perspectives of growing short rotation fuel wood crops (Gliricidia sepium) in
the 1 MW dendro power project in Walapane.

The study covered in 3 villages - Walapane, Nildandahinna in the Nuwara
Eliya District and Kandeketiya in the Badulla District. The former has a dendro
plant within the village, while the other two villages were selected at random
from a host of other areas which supply feedstock to the plant.

There was the expectation that energy plantations would be established
(managed by communities) but presently the supply has been entirely from
home gardens/private lands as Gliricidia has been planted as a support
for pepper and there was an abundance of it in the area. Large gardens
recorded high yields and better incomes while smaller land owners operated
on a subsistence level.

The majority of the farmers who participated did so for an additional income.
However, due to the difficult terrain and the labour days spent on processing
(cutting, chopping and drying) there was less willingness to participate.
The price paid to feed stock was also a deterrent. The principal participants
were men although women and children participated in the chopping, drying
etc. However, the young men/women did not consider this as a lucrative
livelihood option. The collectors were benefiting well from the project, their
average income being around Rs. 30,000.

Among the challenges of the Project, irregularity of feedstock supply, high
moisture content of the feedstock, insufficient storage space and poor
quality of the grid line can be mentioned from the Dendro plant side. From
the farmer’s side, the lower price paid for the feedstock and the difficulties
encountered in drying due to lack of space in their gardens were mentioned.
The collectors too experienced difficulties during the rainy period and the
festival months in procuring stable feedstock.

Source: http://www.nri.org/projects/biomass/conference_papers/walapane_case_
study.pdf

Water management

As water availability reduces, improving the management of
environmental factors in agriculture production has to factor in better
water management systems. This can be in the form of managing and
improving efficiencies of the irrigated water supply systems as well as
small-scale, farm based interventions, especially for poor farmers who
lack access to irrigated agriculture systems. Box 4.4 provides some best
practices as recommended by IWMI.
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Box 4.4 Recommendations for water management in agriculture

Get water to people: Providing water for smallholding farmers in marginal
or vulnerable areas through small scale technologies ranging from treadle
pumps to micro-drip kits, combined with micro credit and access to markets
is a proven strategy to fight poverty.

Increase water productivity: Improvements in water productivity at
farm level through smart field practices, such as conservation tilling, land
levelling to improve irrigation scheduling and breeding through resistant
crop varieties can make a difference.

Look at other options for agricultural water management: There
is great potential for improving crop vyields by providing supplementary
irrigation to rainfed systems through rainwater harvesting in farm ponds or
community managed dams. There is also the option of re-using marginal
quality water such as brackish water and treated or partially treated
wastewater for agriculture (In India, Pakistan and Africa, some farmers use
wastewater to grow cash crops).

Manage agriculture for multiple ecosystem services: Planning water
use in integrated systems for domestic use, crop growth, aquaculture,
livestock and ecosystems such as wetlands, offers scores for doubling or
trebling water value. For example, multi-functional paddy fields can grow
rice, and rear fish and ducks, thereby generating livelihood for small-scale
farmers while supporting biodiversity.

Extracted from a report by Prof. Frank Rijsberman, and Nadia Mannings, IWMI

5. Conclusions and Recommendations

Human wellbeing cannot be sustained without the goods and services
that are provided by the environment in which we live. Therefore
recognition of this fact and addressing these relationships when
designing poverty alleviation programmes is necessary if changes are
to be sustainable over the long term.

The environment resource base has degraded due to the present
widespread agriculture practices and cannot continue to sustain the
same type of systems, while the climate change phenomenon further
aggravates this situation that poses risks for food security and poverty
reduction. The threats also emphasise that business as usual cannot
continue and therefore dictates that interventions have to be on the
path of sustainable development. Aligning interventions sooner rather
than later can also have greater ability to adapt and put in place models
that can be replicated.

Small/poor farmers tend to be more reliant on degraded resources and
as their ability to withstand shocks is less, they are more vulnerable to
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environmental threats. However they are also least able to take up the
challenge (unsupported) of sustainable agriculture systems due to their
lack of risk taking potential. Therefore projects will have to be geared
to provide for supportive structures such as incentive schemes and risk
management schemes (i.e insurance) that can be pilot tested. These
can provide valuable information on the support services and structures
needed to scale up and improve the effectiveness of sustainable
agriculture/climate change adaptation interventions.

There are many good practices being recommended that take into
consideration the environmental threats, but they do not guarantee
economic benefits — therefore the market has to also be addressed.
Creating a demand through consumer preference and awareness and
building the markets for sustainable products is needed. The current
market that is a niche market must grow into the normal/average
consumer groups as well.

There are also numerous stakeholders and interested parties that are
working on sustainable development practices. There is a need to build
synergies and create win-win situations among these players for more
effective implementation and use of resources.

Taking up sustainable practices are also location and crop specific.
Environmental practices have to be mainstreamed into land management
practices and decisions as to what crop to grow where and what
conservation measures to use. For this type of decision to be made
more effectively, further work on gathering and recording existing
ground level information, more R and D and scenario building to model
adaptation to climate change, as well as cost benefits, field tests to
verify the effectiveness of these measures are needed. This will allow
for more informed choices to be made when choosing an intervention

type.

Supporting environmental aspects and also gearing up farmers to face
the threats of climate change, offers development projects a chance
to build innovative elements that can build model/best practices for
producing and marketing sustainable products.
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Annex 1. Predicting climate change impacts

A study has been done by Seo, Mendelsohn, and Munasinghe, 2005, on
climate change impacts on Sri Lankan agriculture using the Ricardian
climate prediction method. The model examines climate change
(temperature, rainfall) on the net revenue per hectare of the four most
important crops (paddy, tea, rubber, coconut).

In general, warming is expected to be harmful to Sri Lanka but increases
in rainfall will be beneficial. Applying the estimated regression results to
five climate scenarios, we estimate a range of effects from a loss of 20 per
cent to a gain of 72 per cent. The scenarios with losses had overall harmful
temperature impacts, with offsetting precipitation benefits. The scenarios
with gains had harmful temperature effects, which were dominated by
beneficial changes in rainfall. In the beneficial scenarios, there were
large increases of precipitation in beneficial months and decreases of
precipitation in harmful months (November). [The results from Sri Lanka
were compared] with other Ricardian analyses, using a uniform scenario
with a 2°C warming and a 7 per cent increase in precipitation. We find that
the Sri Lankan simple model predicts national impacts of —27 per cent
(loss) of agricultural output. A 3.5°C uniform increase predicts impacts
of —46 per cent. The Sri lankan results are predicted to be more severe
than the results found in other countries. This is surprising, especially
given the close proximity of India. Clearly more careful analysis of both
Sri Lanka and other countries is warranted.3 Note that the AOGCM-based
Sri Lankan results in this paper show a much wider range of variability
because they test a much larger range of climate scenarios.

Table A1 District level impacts (1,000 rupees)

HAD 3 CSIRO
District Impact % Change Impact % Change
Gampaha 19 61 -7 -22
Colombo 35 98 -3 -8
Kalutara 38 92 -1 -2
Matale 0 -1 -7 -20
Kandy 14 44 -5 -17
Nuwara 23 59 -3 -9
Kegalle 43 121 -2 -5
Ratnapura 33 85 -2 -6
Galle 30 73 -3 -6
Matara 17 52 -5 -15
Hambantota -3 -11 -10 -44
Badulla -4 -13 -6 -18
Moneragala -1 -2 -11 -25
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Batticaloa -13 -54 -8 -35
Trincomalee -3 -20 -9 -54
Ampara -14 -74 -7 -39
Anuradhapura -3 -15 -10 -46
Polonnaruwa -5 -28 -8 -48
Puttalam 2 7 -10 -46
Kurunegala 6 27 -10 -45
Mannar -6 -35 -12 -72
Vavuniya 1 4 -10 -51
Kilinochchi -1 -17 -11 -202
Jaffna -1 -12 -11 -121
Mullativu 1 9 -10 -62
Table A1 shows how net revenue in each district will be affected by
the change in climate. As before, the simple model is used for this
calculation. The impact column shows the change in net revenue caused
by the climate change.
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Opportunities and Challenges

The preceding chapters of this book identify a number of opportunities
and challenges for supporting the rural poor, within identified thematic
areas. Overall, the papers take a poor-centred, rather than sectoral,
approach which points to three broad strategic options that can
help reduce poverty in rural areas. These options focus on groups of
“productive poor” and the opportunities and challenges in supporting
their livelihood activities.

This approach of focusing on the poor is also in line with the overall policy
orientation of the Mahinda Chintana 10 year development plan that
looks at reducing poverty and inequality through targeting agricultural
investments to poor regions. Given the current global situation, it aims
to balance the orientation towards export agriculture and private sector
partnership with concerns of food security and production for local
markets.

This section provides a summary of the arguments presented in
the preceding papers, focusing on their implications for developing
intervention strategies for agencies such as IFAD who are focused on
supporting the productive poor in rural Sri Lanka.

1. Enhancing the Livelihood Options of Small holder
Farmers

Much of the agricultural activities in Sri Lanka are carried out by small
holder farmers, and there are many opportunities to enhance their
livelihood outcomes, through improvements to existing crops and/or
diversification and through commercialisation and improved linkages to
the market.

A range of small holder farmers exist, largely on the margins of the
market, and for whose households farming is a major source of income.
These include tea small holders in the mid and up country, spice
growers, upcountry vegetable growers and the small farmers who have
traditionally been engaged in highland (chena) cultivation, fruit growing
and rainfed paddy.

Tea Small holders

Tea small holders in the Uva and Sabaragamuwa provinces, and in the
Nuwara Eliya District are faced with declining productivity, exacerbated
by recent drop in world tea prices, and the reduction in purchases of
green leaf from the tea factories. Some small holders have already
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begun to abandon tea growing in favour of vegetable cultivation. Tea is,
however, more appropriate for strongly sloping marginal lands, since it
is a perennial crop that requires minimal land preparation and prevents
soil erosion, and a shift from tea to other short term crops is likely to
increase soil erosion. Support to the tea small holders needs to balance
the potential volatility of the global market for tea, and the potential to
reduce dependence on a single crop.

Improving the productivity of tea lands can be done through replanting
or crop diversification. Government policy provides for an annual
replanting rate of 2% which is not achieved. Government has also
currently put a cap on the expansion of tea growing. The viability of
continuing with tea production would also imply the ability/willingness
of tea manufacturers to continue to purchase tea leaf from these
small holders, even when there are fluctuations in world markets. The
possibility of providing insurance for crop failures and market slumps,
the replication of the “Tea Shakthi” model® with tea smallholders in the
mid and up country and provision of support to tea factory owners so
that they can engage the excess manpower and resources available in
tea factories during times of reduced demand for other ventures that
could provide backward linkages to the tea small holders and other
marginal farmers.

The diversification of tea small holdings in the mid and up country
through mixed cropping for dendro energy, fodder, vegetables, pepper
or other perennial crops is a less risky option, since it is easier to
stabilise household income than it is to control markets. Its viability will
depend heavily on the provision of extension services and marketing
opportunities.

Spice and vegetable growers

Constraints to the productivity of spice producers and vegetable
growers in the Central and Uva provinces (especially Uva) arise from the
shortage of planting material, and limited market opportunities. Limited
marketing opportunities also constrain small scale chena cultivators in
the drier parts of the Uva province. It is necessary to employ a multi-
pronged strategy to increase these small farmers’ access to market and
value added opportunities.

! The Tea Shakthi Fund was established in year 2000 under Act no. 17 of 2000 with the
aim of improving the economic and social well being of tea small holders. Includes
the operation of Tea Shakthi Fund, management of tea factories, production and
distribution of fertilizer, local sale of tea, and the Tea Shakthi Insurance Scheme
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Such a strategy can include supply-side issues such as improving the
quality of the produce; identifying products for the Sri Lankan urban
market; improving access to storage and introducing technologies to
reduce wastage in transportation. Opportunities for stimulating demand
for these products and providing access to marketing channels could be
created through developing Dambulla-style buying centres in a location
such as Mahiyangana (for produce coming from the Uva province)
making linkages with private sector retailers (e.g. Cargills) exporters and
agri-business, establishing mechanisms to protect forward contracting
systems, improving local/global market intelligence and supporting
value-addition rural industries at the district level.

The private sector and NGOs are playing an increasingly important
role in agribusiness and agro-industry, providing a range of services
such as research, extension, supply of inputs, processing and export of
farm produce. It is mostly the private sector that supplies hybrid seeds,
micro-irrigation technology, agrochemicasls, packaging material and
agricultural machinery; and carries out much of the food processing
activities. There is some experience of forward contracting in Sri Lanka
through projects supported by IFAD and others, which need to be
evaluated and good practice needs to be replicated. Also required is
a policy environment conducive to agribusiness, a functioning public
and/or private extension system and the market infrastructure i.e.
transportation, storage facilities. Organisations that would play an
important role in delivering such a strategy would be the Tea Small
Holders Association (TSHA) and other members of the National
Agribusiness Council (NAC), the Department of Export Agriculture
(DEA), as well as the various chambers of commerce, including the
Women’s Chamber of Commerce that focuses largely on women-owned/
managed enterprise.

Commercialisation needs to be carried out with care both to the
environment, as well as to the farmers’ ability to withstand shocks
that external market forces might induce. The less risky strategy of
targeting local markets must be balanced against increasing value
addition through exports. There is an opportunity to use the concern
for environmentally sustainable practices in the Agriculture Policy
for Sri Lanka, to obtain incentives to explore non-chemical intensive
production of vegetables and other avenues of organic farming with
a view to targeting a top-end market for organic food. Crop insurance
schemes could cushion farmers against international market failures,
and the provision of access to non-terminator seeds will minimize the
risks of crop failure.
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2. Increased Competitiveness and Access to Marketing
Opportunities for Small Scale Livestock Farmers

A second group of productive poor that poverty eradication strategies
should focus on are small scale livestock farmers, particularly farmers
involved in milk production in the districts identified as poor and
dependent on agriculture. A focus on this group is directly aligned to
government policy to increase national milk production. Inthe mid and up
country, milk production takes place along with other livelihood activities
such as vegetable farming. Often it is the women in these households
that look after the dairy. There is a relatively good infrastructure for
milk collection, artificial insemination facilities are readily available
and farmers can obtain high yielding crossbreds suitable for the local
conditions. Some integration of agriculture and livestock activities takes
place with the cow dung used as fertiliser for the vegetables. However,
these small farmers face some major constraints to optimising their
limited resources and milk production is far below potential.

To be more competitive and be better able to access marketing
opportunities, small dairy farmers need to improve the quality and
quantity of the milk produced. Farmers will need better skills, technical
and financial assistance that will enable them to improve their livestock
management practices. Partnerships with the private sector (e.g.
Nestle) and/or with government companies providing support to dairy
and livestock farmers (e.g. Milco, Prima) will be needed to fill the gaps
caused by weak extension services. Small scale agriculture producers
are being encouraged to produce tree fodder for the livestock sector.
Tree fodder seems to be an environmentally sounder option than grass
and could also contribute to the production of dendro energy. In some
areas, a shortage of milking cows of good quality could be a problem
and this also needs to be explored in collaboration with the state and
non-state institutions engaged in livestock development.

There are several national policies and programmes that are linked to
small scale dairy farming. They include the successful Kirigammana
(village of milk) project, Gemidiriya (project supported by the World
Bank), the Japanese funded PEACE programme to name some. The
Livestock Development Policy, the trade policies and the breeding
policy provide the policy framework for livestock development and milk
production. The breeding policy has not changed since 1989 and needs
to be reviewed and possibly revised. The political rhetoric on trade
favours reduction in imported milk foods and incentives to increase local
liquid milk production and consumption. Government agencies such
as the Livestock Development Board and the Department of Agrarian
Services are tasked with supporting the industry.
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3. Stimulate the Rural Economy to Increase Income
Generating Opportunities for Local Labour

A third area of focus is the need to stimulate the rural economy in
general, which includes rural industry, agribusiness, manufacturing
and service provision to the rural population in the areas where rural
households depend largely on farming and/or fishing. This is needed
because poorer households depend heavily on casual, non-agricultural
labour, and non-farm employment opportunities need to be created for
unemployed youth, seasonal workers (especially in fishing communities)
and migrant workers.

Developing rural economies has proved to be an effective pro-poor
strategy in other parts of Asia, notably China, where it has helped
reduce both poverty and inequality. As government investments in
infrastructure in the ‘lagging’ regions increase, accessibility will improve
and one of the key bottlenecks to investing outside of Colombo and the
western province will be removed. It will be easier to provide incentives
to encourage private sector industry to move into those areas. As the
demand for labour increases, it would be important also to establish
schemes to upgrade the skills of these groups of casual labour so that
they will have the human capital to be able to make the best of these
opportunities. This will also involve strengthening those community
organisations that represent the local labour, young people etc.

Local rural enterprise can also be promoted through the strengthening
of micro finance services, especially in the poorer districts, developing
innovative schemes such as job banks that link local labour to formal
sector labour market and finding ways of encouraging the investment
of remittances in local rural enterprise. This will also benefit women
who form a large proportion of the overseas migrant workforce.

To achieve this, government, and non-governmental institutions
engaged in the promotion of small and medium enterprises, including
the Ministry of Enterprise Development and Investment Promotion,
the Industrial Development Board, development agencies such as the
ILO, and local and international NGOs providing both micro finance
and enterprise development support, will need to be mobilised. Policy
dialogue with the Ministry of Finance and Planning, the Chambers of
Commerce etc., in order to incentivise private sector investment into
the rural areas is also critical.
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OPPORTUNI TIES FOR THE PRODUCTI VE POOR
4. Conclusion

The rural sector in Sri Lanka is affected by forces of urbanization and
development in other parts of the country. It is also the focus of much
of the government’s development agenda. The issues of the rural
sector are complex and many groups and regions require support and
interventions to enable them to move out of poverty. There are many
ways to develop strategies to promote rural poverty eradication and
the sectoral approach has been the dominant approach in the past.
The analysis presented in this publication provides a more poor-centred
approach.

The chapters of this book were written as background to the IFAD
consultations towards developing their country strategic opportunities
paper. IFAD has a focus on the productive poor, and seeks to leverage
a relatively small amount of funding to achieve sustainable impact
on poverty, and as such the papers were written very much from the
perspective of identifying the poor and their needs. The main groups
of productive poor the papers identify are: (i) small holder farmers;
(ii) small-scale livestock farmers; and (iii) rural wage labour. A humber
of opportunities to support the development of livelihoods of these
groups have been discussed, as well as the challenges facing them. We
hope that the analysis presented in this volume would provide a sound
basis for developing effective and innovative strategies to support the
reduction of poverty in rural Sri Lanka.
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