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Country Assistance Program for Sri Lanka

1. Recent Political, Economic, and Social Situation

1.1 Political Situation

1.1-1 Sparked by the killing of Sri Lankan government soldiers in Jaffna in July 1983,
anti-Tamil violence erupted throughout the country, particularly in Colombo, which saw
large-scale riots. Subsequently, ethnic conflict between the Sinhalese and Tamils
intensified, with the Tamil extremist organization the Liberation Tigers of Tamil Eelam
(LTTE) demanding a separate state in the northeast and military actions against the
government growing increasingly violent. After nearly twenty years of civil war, efforts
to realize a peace settlement finally resulted, through the mediation of the Norwegian
government, in the reaching of an indefinite ceasefire agreement in February 2002, and
full-fledged peace negotiations began in September of the same year.

1.1-2 Regarding Sri Lanka’s domestic political situation, the United National Party
(UNP), led by Prime Minister Ranil Wickremasinghe, emerged victorious in the
parliamentary elections held in December 2001. As a result, the political picture in the
country has been distorted as President Chandrika Kumaratunga comes from the
opposition People’s Alliance (PA) coalition. This is the first time for Sri Lanka, which
has firmly adhered to a democratic political system, to experience an actual
“government of cohabitation,” and this situation has exerted a great impact on the
government’s peace negotiations with the LTTE since September 2002.

1.1-3 The peace process subsequently showed steady progress, but capitalizing on the
fact that it was not permitted to attend a seminar on Sri Lanka hosted by the United

States government in April 2003, the LTTE stepped up its criticism of the Sri Lankan



government. Further peace negotiations were not only suspended, but the LTTE also
declined to attend the Tokyo Conference on the Reconstruction and Development of Sri
Lanka held in June of the same year (see 2.3-3).

1.1-4 At present (as of August 2003), although peace negotiations have not been
resumed, there is continuing contact between the Sri Lankan government and the LTTE

and other parties aimed at moving the peace process forward.

1.2 Economic Situation

In 2001, Sri Lanka recorded negative real GDP growth of 1.5 percent, the
country’s first economic contraction since it gained independence, as agricultural
production declined due to a drought, the performance of export manufacturing
industries sagged in line with the global economic slowdown, and the tourist industry
fell sluggish due to the LTTE’s terrorist attack on Colombo International Airport. In
2002, the favorable impact of the ceasefire agreement between the government and the
LTTE, the strengthening of the global economy, the stabilization of power supplies, and
other factors boosted economic growth, which was led by the services sector. With a
moderate rise in the performance of the country’s slumping manufacturing industries
and an increase in agricultural production favored by stable weather conditions, the real
GDP growth rate for 2002 expanded by 4 percent. However, unemployment,
particularly among young workers, rose slightly, and increases in commodity prices
caused by rising oil and energy costs and higher prices for imported goods have put
added pressure on the lives of Sri Lanka’s citizens as the country’s severe economic

condition persists. The government’s fiscal deficit, which increased in 2001 to 10.9



percent of GDP due to increasing expenditures, including an increase in military
spending and payments of subsidies to mitigate damage from the drought, fell to 8.9
percent of GDP in 2002 (although the government’s target was 8.5 percent) as a result

of the streamlining of the country’s tax system and the widening of the tax base.

1.3 Social Situation

Around 30 to 40 percent of the total population in Sri Lanka is considered
poor. Of that number, 90 percent live in rural areas, the reasons for the great number of
poor people living in such regions stemming from the instability of people’s incomes
due to the weakness of the agriculture, forestry, and fisheries industries—the main
industries in rural areas—and the lack of development of regional industries. Moreover,
poverty in the war-torn northern and eastern regions of the country appears to be worse
than in other regions.

Medical care and education are provided free in Sri Lanka. This policy
continues at present, even though the government is facing severe fiscal difficulties, but
the results of this policy are manifested in the 91.4 percent literacy rate, birthrate of 18
per 1,000 persons, average lifespan of 72.7 years (all figures for 1999), and other social
indicators. On the other hand, there are large disparities in the benefits received in urban
versus rural areas and in the fiscal burdens borne by different regions. In addition, the
provision of free social services may create circumstances that induce the lowering of

the quality and degree of services.



2. Development Issues
2.1 Current Development Plan

The government of Sri Lanka announced in December 2002 its “Regaining
Sri Lanka” plan, a policy guideline for revitalizing and accelerating Sri Lanka’s
economic growth that presents a framework for development for the next five years (see
3.2-2). This plan is targeting an annual economic growth rate of 8-10 percent through
the increase of domestic productivity, the strengthening of international competitiveness,
and the promotion of investment. Committed to the need to effectively reduce poverty,
the government is also aiming at improving the country’s macroeconomic environment,
reducing poverty, which is caused by its internal conflicts, broadening the participation
of all citizens in the country’s economic growth, investing in human resources
development to develop the latent capabilities of Sri Lanka’s people, activating

opportunities for the poor, and enhancing its governance capabilities.

2.2 Major Issues for Development
2.2-1 Creation of employment opportunities

With non-full-time workers included as workers in labor statistics and an
excess supply of workers in the public sector being created, the actual situation of Sri
Lanka’s labor market is very unclear, and the labor market itself is inefficiently
structured. Trying to come to grips as closely as possible with the realities of the labor
market, the Sri Lankan government is hoping to respond to the demands of the market
by attempting to create new job opportunities for two million people over the next

several years in its efforts to combat unemployment and activate the labor market.



2.2-2  Overcoming the fiscal crisis

As Sri Lanka experiences chronic fiscal deficits, the government is working to
reduce expenditures and increase revenues, while still attending to the needs of the
socially vulnerable, by making the public sector more efficient through, among other
reforms, the privatization of public corporations. In light of Sri Lanka’s fiscal condition
and debt-bearing capacity (Sri Lanka’s fiscal deficit is around 10 percent of GDP, its
debt service ratio [DSR] stands at 13 percent, and total external debt is 60 percent of
GDP [all figures for 2002]), it is imperative for Sri Lanka to strengthen its preparedness
and implementing capacity for receiving assistance and to improve its debt management
capabilities so that the reconstruction of the conflict-torn regions does not put an excess
burden on the fiscal condition of the government and on the economy as a whole. It is
also vital for Sri Lanka to make all efforts to put its fiscal situation on a sound footing
through decreases in military spending afforded by the maintenance of peace, increases

in tax revenues that will come with economic growth, and other means.

2.2-3 National recovery
Sri Lanka is promoting investment and striving for economic growth to
rebuild the entire country. To realize a lasting peace, the government is promoting its

3R process of Relief, Rehabilitation, and Reconciliation.

2.2-4 Raising incomes, boosting productivity, and expanding investment
Through the improvement of productivity in all industrial sectors, including

the public sector, Sri Lanka is seeking to attract investment, promote economic growth,



and increase national income.

2.3 Relations with Major International Organizations/Efforts of Other Donor
Countries and NGOs

2.3-1 Relations with international organizations

(a) The major donors to Sri Lanka are Japan, the Asian Development Bank (ADB),
and the World Bank, with shares of assistance of approximately 47 percent, 19 percent,
and 8 percent respectively. The share of assistance provided by U.N. organizations,
including the UNDP, UNHCR, UNICEF, FAO, WFP, and UNFPA, is around 1.6
percent. (The above figures, based on Sri Lankan government statistics, are calculated
on a disbursement basis for 2001.) Accordingly, cooperation among Japan, the ADB,
and the World Bank is particularly meaningful, and it is hoped that donors will
collaborate with each other by focusing on those areas in which each has a comparative
advantage.

(b) The ADB’s assistance priorities focus on six areas: agriculture and natural resources,
energy, private sector development, social sector development, transport, and
governance. Japan’s Japan Bank for International Cooperation (JBIC) has mainly
focused on providing co-financing for infrastructure projects, but recently it has also
been participating in discussions on reform of the power sector and been providing
financing through its program loans for power sector reforms. JBIC also concluded a
poverty reduction partnership agreement with the Sri Lankan government, and it is
currently extending assistance for poverty reduction and rehabilitation projects in the

northeast. At present, Japan is reviewing its future programs for Sri Lanka. (Japan



announced at the Tokyo Conference that it would extend a total of one billion dollars to
Sri Lanka over the next three years.)

(c) The World Bank’s areas of focus are the consolidation of peace (improvement of
infrastructure in the north and east in the areas of health care, education, and irrigation) ,
growth (improvement of legislation on labor and land market) and the promotion of
equality (improvement of access to public services for education, health care, and water
supply). The World Bank is currently planning programs for these areas and will extend
upwards of from 800 million to 1 billion dollars for them over the next four years. In
particular, in the area of public sector reforms, attention is being focused on the World
Bank’s formulation of its Country Financial Accountability Assessment (CFAA), which
is used as a basis for fiscal reforms, its Country Procurement Assessment Review
(CPAR), and its Public Expenditure Review (PER). In addition, the World Bank will act

as administrator of the newly established North East Reconstruction Fund (NERF).

2.3-2 Efforts of other donor countries

Other major bilateral donors are Germany (8%), China (3%), United States
(2.6%), South Korea (2.2%), and Sweden, Netherlands, and Norway (each under 1%).
(The shares of assistance from all donors are calculated on a disbursement basis for

2001 and based on statistics from the government of Sri Lanka.)

2.3-3 Conference on Reconstruction and Development of Sri Lanka
Japan hosted the two-day Tokyo Conference on the Reconstruction and

Development of Sri Lanka (Tokyo Conference) on June 9-10 with the participation of



51 countries and 22 international organizations. At the Tokyo Conference, the
international community demonstrated its unified and resolute commitment to the
promotion of the peace process in Sri Lanka, adopting the Tokyo Declaration on
Reconstruction and Development of Sri Lanka. As the biggest donor to Sri Lanka, Japan
announced that it was prepared to extend up to one billion US dollars (approximately
120 billion yen) over the next three years (which exceeds the past in the pace of
assistance). According to totals by the World Bank, donors as a whole at the conference
indicated they would provide a cumulative amount of approximately 4.5 billion US
dollars (540 billion yen) in assistance over the next four years, conditional on progress
of the peace process, to Sri Lanka, including the northern and eastern regions which

particularly suffered damage over the nearly 20 years of civil war.

2.3-4 Efforts of NGOs

Domestic Sri Lankan NGOs such as Sarvodaya and Sewa Ranka and
international NGOs such as Care International and World Vision are providing positive
and active inputs throughout the country, including in the northern and eastern regions.
In the north, Halo Trust, MAG and other groups are carrying out demining activities.
Among Japanese NGOs, the Japan Center for Conflict Prevention, Bridge Asia Japan,

and AMDA have also opened offices.

2.4 Evaluation of Japan’s Assistance to Sri Lanka
2.4-1 Beginning its foreign assistance based on technical cooperation with its entry

into the Colombo Plan in 1954 and commencing its provision of yen loans in 1958 and



grant aid cooperation in 1969, Japan has since been making constant efforts to develop
and improve its overseas economic cooperation. Japan has also been providing
economic cooperation to Sri Lanka, which voluntarily waived its claims for war
reparations from Japan after the World War II. Through its many years of assistance to
respond to the various development needs of Sri Lanka, Japan has contributed
significantly to Sri Lanka’s achievement and maintenance of high social development
indicators.

2.4-2 On the other hand, Japan’s economic cooperation began from its payment of
war reparations, and Japan has basically maintained a politically neutral stance
regarding the domestic political affairs in recipient countries. With the problem of
ensuring the security of personnel engaged in the actual implementation of assistance
also a concern, Japan adhered to this fundamental policy of neutrality in its assistance to
Sri Lanka. Hence, even as the restraints on the Tamil people continued with the making
of Sinhalese the official language in 1956, the subsequent concerted efforts to settle
Sinhalese in Tamil-populated areas in the north and east by successive Sinhalese
governments, and other actions, non-economic issues such as the settlement of the civil
war and the resolution of ethnic and social problems were separated from development
issues and treated as internal political problems that should be handled by the recipient
government itself. These problems were not considered as development issues that
should come under the purview of Japan’s economic cooperation.

2.4-3 Regarding Sri Lanka’s economic development, Japan’s economic cooperation
has steadily contributed to the achievement of the country’s strong social indicators and

the expansion of its economic activities through assistance for the improvement of a



wide range of economic infrastructure, human resources development, technical
cooperation, and so on. However, income-related policies aiming at the equitable
distribution of the fruits of economic growth to all levels of society had been treated as
issues that should be managed by the administration of the recipient country and had not
been included among those policy issues in which Japan should be actively engaged in.

2.4-4 A look back at the historical progress of Japan’s assistance to Sri Lanka,
however, suggests that at the present time, when an indefinite ceasefire agreement has
been reached in the country, the “consolidation of peace” is clearly one of the most
important issues that Japan’s official development assistance should take up. This
country assistance program considers the consolidation of peace to be an indispensable
part of the assistance program for Sri Lanka, and this recognition turns a new page in

the history of Japan’s assistance to Sri Lanka.

3. Japan’s Sri Lanka Assistance Policy

3.1 Significance of assistance to Sri Lanka

3.1-1 Since its independence from Britain in 1948, Sri Lanka has been a leading
country among developing countries in firmly adhering to the political system of a
democratic state. For Japan, similarly a democratic nation, Sri Lanka’s efforts in
pursuing socio-economic development under shared political values (democracy)
should be highly evaluated. The promotion of Sri Lanka’s social and economic
development through the extension of assistance can greatly contribute to the
consolidation of democracy and political stability in the entire South Asian region.

3.1-2 Sri Lanka is also known as a traditional friend and supporter of Japan. Right

10



after World War II, Sri Lanka voluntarily waived any right to receive war reparations
from Japan under the San Francisco Peace Treaty, and it was one of the countries that
greatly contributed to creating an international environment favorable both politically
and economically to the recovery and development of post-war Japan.

3.1-3 Moreover, Sri Lanka was the earliest country in South Asia to initiate economic
liberalization and structural adjustment reforms. Despite various complications, Sri
Lanka has been making continuous and repeated efforts directed at economic
liberalization and the opening of markets since the country changed its name to the
Democratic Socialist Republic of Sri Lanka in accordance with its constitution adopted
in 1978 and after the general elections held in 1977. Positively and actively supporting
these kinds of self-help efforts is very much in accordance with Japan’s ODA Charter,
and from this perspective, Japan’s assistance to Sri Lanka has great significance.

3.1-4  Within the region of South Asia, Sri Lanka possesses several special
characteristics from a geographic and strategic point of view. First, it is a connecting
point between South Asia and Southeast Asia. Situated in the mainly continental South
Asia and surrounded by the sea, Sri Lanka is a confluence of Southeast Asian cultural
influences (e.g., Buddhists make up a large majority of the population and rice is the
basis of the Sri Lankan diet), and hence it can play an important role in promoting
regional ties between South Asia and Southeast Asia. Next, although Sri Lanka asserts a
policy of nonalignment, its diplomatic axis, because of its geography, is set in its
relations with its neighbor India. Sri Lanka has entered into a trade pact—the
Indo-Lanka Free Trade Agreement—with India, and Sri Lanka’s establishment and

maintenance of good bilateral relations with the great power of South Asia, India, will
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lead to stability in the Indian Ocean, which directly translates into the securing of safe
sea lanes for the oil that Japan imports from the Middle East and thus should be
welcomed by Japan for the sake of its own security.

3.1-5 Sri Lanka’s social indicators (length of average life span, high literacy rate, low
infant mortality rate, etc.) are generally excellent and stand out among not only other
countries in South Asia but also all other developing countries. As long as evaluation is
based on these indicators, Sri Lanka appears to have reached levels approximating those
of advanced industrial countries. Thus, high outcomes from assistance can be expected
should the opportunity afforded by the indefinite ceasefire agreement be capitalized on
to consolidate peace and the quality of the Sri Lankan government’s economic

management be improved.

3.2 Desired Direction of Japan’s Economic Cooperation to Sri Lanka

3.2-1 Assistance for the “consolidation of peace” and the reconstruction process
(a) In spite of the fact that Sri Lanka has recognized important factors essential for
economic development such as the firm rooting of a democratic system, the promotion
of economic liberalization, social and cultural openness and flexibility, and the
achievement of high levels of social indicators, Sri Lanka’s economic development has
not reached a satisfactory level relative to the country’s latent potential. Compared with
South Korea and Singapore, Malaysia, and Thailand in Southeast Asia, countries which
were at about the same socioeconomic level as Sri Lanka in the 1960s, large economic
and income gaps have opened up between those countries and Sri Lanka. The main

reasons for these disparities can be found in the internal conflicts that have torn the
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country for over 20 years, the delay in reforming the bloated public sector, and failures
in the country’s development strategy. Sri Lanka’s development strategy has succeeded
in raising social indicators to high levels, but from the viewpoint of economic growth, it
cannot be said the strategy has always proved successful. Moreover, it has not equitably
distributed the benefits of economic growth to all levels of society.

(b) With the mediation of Norway, the two sides in the civil war, the Sri Lankan
government and the LTTE, agreed to an indefinite ceasefire agreement in February
2002, and peace negotiations were commenced in September of the same year. In light
of Sri Lanka’s tremendous latent potential, the cost of the civil war that rocked the
country for 20 years is incalculable. Not only was the country’s political and social
stability threatened, but it can also be said that the waste of human resources and the
damage to the country’s sound economic development very adversely affected the
evaluation of Sri Lanka in the international community. In the midst of all of the sudden
changes in the world since the September 11, 2001 terrorist attacks in the United States,
expectations in and out of Sri Lanka have never been higher as they are today for the
achievement of peace and the reconstruction of the country. The international
community is being called upon to seize this opportunity to work together to positively
contribute to the peace-building and rehabilitation efforts in Sri Lanka.

(c) Recognizing the assertive actions being taken for the resolution of the civil war in
Sri Lanka, Japan has decided to commit itself to a course of providing active support to
the “consolidation of peace” in Sri Lanka. It goes without saying that, from a long-term
perspective, a peaceful environment is a pre-condition for the effective and efficient

implementation of development assistance; but not only that, the assistance for the
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consolidation of peace is in itself also an effective form of development assistance. The
achievement of a lasting peace will not only allow the Sri Lankan government to reduce
its military expenditures and alleviate its chronic fiscal deficits, but it will also have the
direct and indirect effect of making it possible for the Sri Lankan government, under its
own self-help efforts, to commit more of its limited human and financial resources to
tackling a greater number of those development problems that are difficult to resolve.
Since in the consolidation of peace and rehabilitation process, there will be times when
both cautious and bold action are required, it will be necessary to respond promptly and
flexibly to the various problems facing Sri Lanka, while monitoring very attentively the
progress of the peace process.

(d) Moreover, in order to boost the peace process, it will be necessary to give
appropriate consideration to assistance for the underdeveloped southern region, where
there are voices of concern and opposition to the Sri Lankan government’s course in the
peace negotiations. As a regional imbalance in the provision of development assistance
can become a factor in enlarging regional disparities and creating antagonisms, ensuring
balanced assistance that keeps in view the development of all regions in Sri Lanka is
one indispensable condition for making the “consolidation of peace” possible.

(e) Although constant efforts are necessary for maintaining and securing the strong
momentum of the current peace process, which is being supported by a wide range of
groups and social strata in the country, including in the north and east, as actual political
negotiations are usually accompanied by uncertainty, various complications are
expected for the peace process in the future. Because of that, considerable time and

effort should be spent for promoting confidence-building between the negotiating
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parties. In supporting the peace negotiations, while Japan is being requested to clearly
express its commitment before a peace agreement is reached, in the actual
implementation of this support, which is based on the Tokyo Declaration, Japan will
have to carefully consider and respond to the substantial progress of the peace process.
Regarding the implementation of reconstruction assistance to the North and East, Japan
will firmly adhere to its basic principle of carrying out its assistance in accordance with

the pledges made to the Sri Lankan government.

3.2-2 “Regaining Sri Lanka”: the Sri Lankan government’s framework for mid-
and long-term development

On December 5, 2002, the Sri Lankan government adopted by Cabinet
decision its mid- and long-term policy for development outlined in a report entitled
“Regaining Sri Lanka: Vision and Strategy for Accelerated Development,” which is a
basic framework for development that covers the next five years. Running to 222 pages,
“Regaining Sri Lanka” is a fundamental explanation of Sri Lanka’s development
strategy. The document is composed of three parts: Part I: “Vision for Growth”; Part II:
“Connecting to Growth: Sri Lanka’s Poverty Reduction Strategy”; and Part III: “Action
Plan Matrices.” In the Preface, Prime Minister Wickremesinghe states that “there is a
direct, inextricable relationship between building a lasting peace and substantially
improving economic conditions.” He also stresses that “we must succeed in both areas
if we are to fulfill the aspirations of the people of Sri Lanka.”
(a) In Part I, the report stresses that, first, Sri Lanka must solve its massive public debt

problem by achieving an annual growth rate of 8-10 percent. Moreover, in order to
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accelerate growth, it will be essential for Sri Lanka to raise productivity in all sectors of
the economy by removing all barriers impeding the productive use of its resources. The
report then raises four challenges that Sri Lanka must overcome: (i) the creation of two
million jobs over the next several years; (i) overcoming the public debt crisis; (iii)
laying the foundation for economic growth by investing in reconstruction efforts in all
regions of the country; (iv) increasing people’s income levels by raising productivity
and increasing investment in all sectors of the economy, including the public sector. The
report then goes on to emphasize the role of the private sector for supporting and
driving economic growth.

(b) The “Action Plan Matrices” cover six areas: (i) macro policy framework; (ii)
employment labor and human resources development; (iii) financial services; (iv)
infrastructure development; (v) improving productivity, and (vi) public sector reforms.
(c) This Country Assistance Program covers a period of around five years. Based on
the “Regaining Sri Lanka” report, the Sri Lankan government’s basic framework for
development, the Program sets the course described below for Japan’s development

assistance to Sri Lanka.

3.2-3 Clarifying a vision for development: the process toward the creation of an
export-oriented and tourism cum environment-oriented state

(a) From the viewpoint of visibility and immediacy of effect, Japan’s positive
commitment to Sri Lanka’s peace and reconstruction process manifested through the
framework of Japan’s development assistance has been requested for the provision, at

first, of emergency humanitarian aid to the conflict-affected regions in the North and
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East. At the same time and in parallel, Japan will carry out an assistance program based
on a mid- and long-term vision for development that presupposes the model for the
future that Sri Lanka is aspiring to.

(b) The future of Sri Lanka’s economy greatly depends on the continual improvement
of Sri Lanka’s capability to attract and acquire foreign currency. The best policy for the
geographically small Sri Lanka to improve this capability is to establish its position as
an export-oriented and tourism cum environment-oriented state (ETES). In the
formulation of assistance plans on a project level, the lessons learned from the
experiences of Asian NIES and ASEAN countries that have achieved high economic
growth through the implementation of export-oriented industrialization strategies should
be effectively utilized.

(1) One vital area that needs to be incorporated into this assistance policy, which
should be carried out through bilateral policy consultations, is the planning of a bold
and systematic export-led development strategy and the aggressive seeking out of
foreign markets. Such an export-led strategy should be formulated sequentially, which
leads to the raising of the level of technology in Sri Lanka and the enhancement of the
added value of Sri Lanka’s products, with an eye on world markets. For this, the
dispatch of policy advisors and other assistance will be useful. From the aspect of
employment generation, an export-led strategy is also generally a very effective
development strategy. However, even if such slogans as “balanced growth” and “growth
for the creation of jobs” are touted, if a liberalized management of the economy is not
actually adopted, the creation of an inefficient economic system, the slackening of

growth, and the leveling off of employment opportunities may result, and social
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discontent toward the government’s plans may then increase. If careful government
intervention under this export-led development strategy is successfully carried out, it
will be widely understood and recognized that economic growth and the equitable
distribution of gains are not necessarily mutually exclusive.

(i) In conjunction with this export-led strategy, a strategy for developing the tourism
and environment sector is also expected to improve Sri Lanka’s capacity to acquire
foreign currency. Although it is a small country, Sri Lanka greatly abounds with tourism
resources. From some time ago, the Sri Lankan government has put considerable
emphasis on the development of tourism to utilize Sri Lanka’s advantages in the
international tourism market, but because of the long period of the civil war, the tourism
industry has not been able to reach its anticipated targets, and, depending on the region,
the country’s tourism infrastructure—hotels, resorts, the souvenir industry, etc.—has
suffered definite damage. With Sri Lanka’s rich store of natural attractions, pre-eminent
even by world standards, as a foundation, it will be desirable in the future for Sri Lanka
to promote environment-oriented tourism development, which puts priority on the
conservation of the environment, while also ensuring safety from the threat of natural
disasters.

(ii1)) More than anything else, at first the consolidation of peace and the beginning of
the reconstruction process must begin in order to move forward with the process of
developing an export-oriented and tourism cum environment-oriented state. Moreover,
it will not be sufficient for the government to promote only deregulation and
liberalization measures for the economy; from the viewpoint of the equitable

distribution of the gains from economic growth, the benefits of deregulation and
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liberalization must also be made visible to the nation’s people and widely shared by all.
For this, at the very least, the following four points are important:

First, the improvement of economic infrastructure in conjunction with systemic reforms
in order to enable Sri Lanka to realize an ETES.

Second, the active utilization of foreign investment and the promotion of technology
transfers from abroad in all sectors.

Third, the promotion and utilization of information technology (IT) to increase
productivity.

Fourth, capacity building focusing on educational reform.

(iv) From the experience of Sri Lanka’s past, it is recognized that the inadequate
distribution of the fruits of economic growth was a major factor that aggravated the civil
war and that the undercurrent of dissatisfaction and feeling of exclusion that only
certain groups (privileged classes or regions) profited from economic growth permeated
into the consciousness of many people in all levels of society and in all regions. The
ETES development process must deal with the causes of this dissatisfaction, which have
been festering within the populace for many years and been created by the widening
disparities and discrimination in Sri Lankan society, and it must also give due regard to
the fact this dissatisfaction can become the simmering embers for re-igniting renewed
conflicts in the future. From the viewpoint of the development of Sri Lanka in its
entirety, development assistance that is fairly balanced among all ethnic groups and
regions and based on the fundamental precepts expressed in Japan’s ODA Charter is
extremely important. In particular, it will be necessary not only to provide priority

assistance to the war-torn North and East but also to give consideration and appropriate
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support to the impoverished regions in the South that have lagged behind in their
development.

(v) In addition, it will also be important to carefully formulate and implement
poverty-reduction programs targeting not only the Tamils in the North and East but also
Muslims, Indian Tamils living in the plantation zones, Sinhalese who have been
abandoned to poverty, non-elite classes, women, and other socially vulnerable groups

that have not received the benefits of development up to now.

3.3 Priority Areas for Assistance (direction of assistance for the next five years)
As should be clear from the discussion above, there should be two pillars of
assistance to Sri Lanka: (i) assistance to support the “consolidation of peace” and
reconstruction, and (ii) assistance that is in line with the country’s long-term vision for
development. It should be understood, however, that these two issues do not constitute a
simply dichotomy. If peace does not take root, long-term development cannot evolve,
and, conversely, if the vision for long-term development is not realized, the
consolidation of peace will remain precarious. With the above in mind, Japan’s
assistance program to Sri Lanka for the next five years will be formulated and
implemented on the premises of (i) assistance to support the consolidation of peace and
reconstruction, and (ii) assistance that is in line with the country’s mid- and long-term
vision for development, while also taking into account Japan's commitment at the
Tokyo Conference, and paying sufficient attention towards securing an appropriate
variety of assistance projects which will contribute to a nationwide development and do

not risk exacerbating regional/sectorial imbalances (howevere priority will be given to
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projects that will have immediate effect such as humanitarian and rehabilitation

assistance).

3.3-1 Assistance for the consolidation of peace and reconstruction

To support consolidation of peace and reconstruction, what are required of
Japan’s official development assistance are to link both of (i) immediate and effective
humanitarian and rehabilitation assistance, and (ii) assistance to contribute to long-term
nation building, together. It will be appropriate to respond to these issues based on the
needs assessments carried out by the World Bank, the ADB, and various U.N.

organizations.

(a) Humanitarian and rehabilitation assistance

Humanitarian and rehabilitation assistance covers: the removal of landmines
and unexploded bombs in the northern and eastern war zones; promotion of resettlement
of returning refugees from India and internally displaced people; care for people
wounded in conflict, members of households headed by surviving wives, war orphans,
and other socially vulnerable people; provision of food; improvement of social
infrastructure (provision of safe water supplies, rehabilitation of public sanitation and
medical facilities, rehabilitation of primary education facilities, measures against the
spread of infectious diseases, etc.); educational assistance for people whose education
was cut short by the civil war; diffusion of education promoting peace and human rights,
and so on. Ensuring an environment in which people can live securely is the first aim

that should be achieved.
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For the consolidation of peace, an extremely important element is the building
of trust and confidence among the peoples of Sri Lanka. For this confidence-building, it
is important to make the results of assistance, no matter how small the scale of that
assistance is, immediately visible to people as dividends of peace. Promoting
collaboration with international organizations and NGOs (both domestic and
international NGOs) is beneficial for this. In addition, assistance should be provided to
improve the daily lives of the poor (recovering means of livelihood), and, at the same
time, assistance for rural and fisheries development that will lead to the recovery of the
agriculture and fisheries industries, the basic industries in Sri Lanka, is indispensable.
With many returning refugees and internally displaced people being compelled to
depend solely on the agriculture and fisheries industries to survive, assistance is vital for
the rehabilitation of agriculture-related infrastructure and facilities such as agricultural
land, irrigation facilities (repair and construction of reservoir facilities), warehouses,
and markets, and for the rehabilitation of fisheries-related facilities such as fishing ports
and fish refrigeration and freezing facilities. Extension services for disseminating
agricultural and fisheries techniques should also be reestablished. In addition, assistance
targeting the poor (assistance utilizing micro-credit for instance) and ensuring the access
of peoples in the North and East to financing organs cannot be neglected.

Moreover, it should be recognized that human resources development
(capacity building) of local administrators working in the North and East is also one of

the most critical issues for the effective implementation of development assistance.
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(b) Assistance for nation building

As the peace process makes favorable progress, the size of the military will be
able to be reduced in phases, the various types of urgent assistance will be able to
achieve their expected results and trust and confidence among the people will be
recovered. Depending on the degree of these progress which has been achieved,
development assistance for nation building should be promptly carried out. Capacity
building and the improvement of economic infrastructure are important initial targets
for assistance. Support for various kinds of vocational and management training that
focuses on the development of rural industries, the rehabilitation and improvement of
electricity supply, roads, ports, telecommunications, and other infrastructure that links

urban and local areas are priority areas.

3.3-2 Assistance in line with Sri Lanka’s mid- and long-term vision

In order to bring Sri Lanka’s mid- and long-term development vision to
fruition, two extremely difficult challenges—improving Sri Lanka’s capability to gain
foreign currency and achieving equitable development—need to be met at the same time.
The realization of both these objectives, while maintaining a proper balance between
them, will allow Sri Lanka to unleash its latent development potential. From this
perspective, Japan should place priority on three general areas for its development
assistance: (i) the improvement of economic infrastructure, (ii) raising the capability to

attract and acquire foreign currency, and (iii) poverty alleviation.
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(a) Assistance for systemic reforms and the improvement of economic
infrastructure

As it develops its economic infrastructure, it will be essential for Sri Lanka to
place greater importance on the balanced development of the northern, eastern, and
southern regions. The improvement of Sri Lanka’s economic infrastructure, if carefully
planned and carried out, will be beneficial not only for alleviating poverty but also for
reducing inequalities. In particular, the development of power sources is an urgent task.
In this regard, the efficient development of power sources—for example, the selection
of optimal sites that considers the development of Sri Lanka as a whole—is vital.
Moreover, as part of the development of a nationwide network, the improvement of
transportation and telecommunications grids that systematically connect the North/East
and the South, increasing the efficiency of international ports, and enhancing foreign
currency earning capabilities are all necessary. At the same time, in order to help Sri
Lanka meet these challenges, it will be important to provide support for systemic

reforms to remove various regulatory and other restrictions.

(b) Assistance for raising foreign-currency acquisition capabilities
(i) Assistance for export promotion

Specifically, assistance programs should be d