EXECUTIVE SUMMARY   

I.

INTRODUCTION
Sri Lanka has made substantial gains in reducing poverty since Independence. These gains are reflected in the impressive human development indicators, which distinguish Sri Lanka from other low-income countries.  

Despite a legacy of impressive achievement, poverty levels in Sri Lanka remain high. Furthermore, little apparent progress has been made in reducing poverty in the early 1990s, despite considerable public support.  High, persistent poverty is simply unac​cept​able for Sri Lanka. There is an urgent need to redefine strategies for reduc​ing poverty in all its many dimensions.  

The great importance that Government and its development partners attach to poverty reduction, the sense that past strategies had not delivered desired results and the need to search for new and more inclusive efforts to reduce poverty motivated the Government to prepare a Poverty Reduction Framework.  A consultative process was mounted, to obtain the full participation and insight of civil society, the private sector, the donor community and the Government agencies involved in the poverty reduction effort.  

A Poverty Profile. Between a fifth and a third of the population can be classified as poor, depending on whether or not poverty is measured with a low or twenty percent higher poverty line. 

Poverty is predominately a rural phenomenon with nearly 90 percent of the poor residing in rural areas. Farmers cultivating small plots of land with few off-farm sources of family income and casual workers account for a large share of the poor. 

There are distinct regional dimensions to poverty. In 1996, the provincial poverty level ranged from 37% of the households in Uva province (worst) to 14% of the households in Western province (best). While data is incomplete, there is also reason to believe that poverty levels in the Northeast are amongst the highest in the nation.  Acute poverty is intimately linked to insecurity in the conflict zones. 

There are also sharp disparities in poverty levels amongst and within the different districts. Consumption poverty incidence ranges from 10% in the Colombo district to 49% in the Moneragala district.  Those regions disadvantaged in terms of economic and social infrastructure tend to exhibit a high incidence of consumption poverty.   Where economic infrastructure and high-quality social services are lacking, commu​nities tend to be trapped in poverty.   

Social exclusion is a problem experienced by those displaced by the conflict, the urban ultra-poor, those in village expansion colonies, social outcasts, squatter settlers in the remote areas, some poor fishing communities and estate workers.  The poor economic situation of the socially excluded is accompanied by isolation, powerless​ness and an inability to access resources controlled by the state and the private sector. 

The Framework for Poverty Reduction is based on an assessment of the extent, causes and consequences of poverty in Sri Lanka.  This Framework is not intended to be a comprehensive guide to action on all fronts or a detailed set of sectoral or sub-sectoral development strategies. Instead, the aim is define the main pathways for a broad-based poverty reduction effort. Three major pillars constitute the strategic founda​tion for future poverty reduction efforts:

1. Creating opportunities for the poor to participate in economic growth; 

2. Strengthening the social protection system; and,

3.   Empowering the poor and strengthening governance.

II. CREATING OPPORTUNITIES FOR PRO-POOR GROWTH

Poverty can be substantially reduced if the poor are provided opportunities to partici​pate in the nation’s growth process. New strategic initiatives are needed to harness engines of pro-poor growth to enhance livelihoods, increase incomes and ensure access to essential services among the poor.  In this context, the new poverty reduc​tion strategy would lay significant emphasis on seven priority areas:

1. Building awareness and consensus that peace can make a vital contribution to poverty reduction; 

2. Expanding productive employment by maintaining a stable macro-economic envi​ronment;

3. Improving market access by linking poor regions to dynamic markets; 

4. Raising productivity and broadening market access for the small and medium-scale enterprises;

5. Creating opportunities for the poor to benefit from structural change by fostering broad-based rural development, competitive industrialization, service sector de​velopment and sound urban settlement;

6. Improving access to quality education and healthcare; and,

7. Innovative environmental management to enhance the sustainability of the pov​erty reduction process.

A lasting peace will bring an end to the terrible hardship experienced by those fami​lies who have experienced displacement, death and disability arising from the con​flict. The poor are well aware of the terrible cost of the civil conflict.  As part of its commitment to a lasting peace, the Government will continue to build public aware​ness and understanding of the importance of peace to poverty reduction.  

A set of stable, consistent and predictable macro-economic policies underpin private sector led growth and development. The Government is fully committed to a set of fiscal, monetary, trade, sectoral and structural policies that will support sustained pri​vate-sector led economic growth and employment creation. Better priority setting, results-oriented expenditure management and careful program monitoring will help reveal opportunities for enhancing the impact of public spending.

One of the Government’s main challenges is to effectively link poor regions to rapidly growing domestic and international markets. Linking poor regions to dynamic mar​kets will be accomplished by a spatial integration strategy that focuses on six main pro-poor transport and communication initiatives:

· upgrading the port network;

· building a national highway system and integrated road network;

· enhancing the performance of the bus system;

· modernizing the railways;

· improving access to telecommunications; and,

· upgrading the commercial agricultural marketing infrastructure.

Future public investments will be aimed at a selection of strategic infrastructure initiatives coupled with, wherever possible, private sector participation. Institutional and policy reform is needed, together with stable funding and due attention to infrastructure repairs and maintenance. 

Small and medium-scale enterprises (SME) are the backbone of the manufacturing sector and cut across all sectors and regions of society. Bridging the gap between lo​cal and global SME practices is one of the key challenges if new opportunities for the poor are to be created in these firms. SME development can be fostered by ensuring that these firms do have access to stable sources of long-term investment finance.   Fostering internet connectivity and the adoption of modern management and automation skills can help the SME boost productivity, increase commercial knowledge and penetrate new markets.  

Structural change, or the gradual shift from an economy based on low-productivity subsistence-orientated agriculture to higher-productivity services and industrializa​tion, is the primary means by which economic development contributes to poverty reduction. The main challenge for Government is to enable a process in which the poor are “pulled” by the positive forces of structural change, rather than being trapped in low labor-productivity agriculture or “pushed” prematurely into low-productivity service and manufacturing sector activity.  Towards this end, rural development will be revitalized by:

· technological transformation in agriculture;

· rural infrastructure development, with particular emphasis on rural electrification;

· fostering water resource management for competing uses; and,

· bolstering off-farm employment through the use of community-based develop​ment of domestic water supplies and rural roads,  and micro-finance promotion. 

With structural change will come increased migration to existing and new urban settlements. Urbanization can be a powerful engine for poverty reduction if it is based on thriving industrial and service sector activity. The Framework defines strategies for pro-poor urbanization based on: 

· promoting industrialization in areas of clear comparative advantage;  

· fostering new inroads in service sector industries, coupled with tourism;

· improve urban amenities, better land tenure and provision of more land for low-income urban housing development;

· greater private participation in water supply to broaden access; 

· community-based development of water distribution and sanitation services in poor neighbourhoods; and,

· local government capacity and finance to manage urban infrastructure and service delivery.

Improved access to quality education and healthcare is needed to raise productivity and enhance living standards. A larger role for the private sector in the provision of both health and education services is envisioned, enabling the Government to focus its resources on improving access and service quality in poor communities. More will be spent to upgrade the quality and relevance of basic and secondary education services in the poorer regions. To mobilize resources for quality improvement, education outlays will need to be rationalized.  Access to higher education will also be increased to promote human resource development and foster social harmony.  In the health care sector, priority will be accorded to preventive programs, a selective number of district-level hospitals will be upgraded and efforts will be made to overcome chronic nutritional deficiencies. Decentralized school and hospital based management systems will be introduced to enhance efficiency and promote stakeholder participation.

Environmental degradation is both a cause and consequence of impoverishment.  New and innovative community-based solutions are needed to enhance the quality of natural resource management if poverty is to be reduced without compromising the nation’s fragile resource environment. Rationalizing the land management institutions and introducing more market-oriented instruments, including land titling, is essential to improving the use and sustainability of land resources. Greater community involve​ment will be fostered to reverse coastal degradation and ease strains on fragile forestry resources. High-pollution industries will be encouraged to re-engineer manu​facturing processes and, over the long run, relocate to more suitable regions. Cleaner cooking fuels will be encouraged particularly for the rural homes, cleaner automotive fuels will be introduced and safe road conditions will be fostered---all of these measures will significantly reduce the public health burden that pollution and congestion exert on the health of the poor.   

III. STRENGTHENING THE SOCIAL PROTECTION SYSTEM 

Where markets fail, the Government and civil society must step in. An effective so​cial protection system becomes ever more important as the poor come to increasingly depend on private sector growth to raise incomes and improve welfare.  

The Government already provides an extensive array of social protection services aimed at assisting the poorest groups. The main challenge is to refocus the social protection service to meet the needs of the poorest households, to build on those interventions that have been most successful and to phase-out activities that have not proven to be effective in helping poor households escape poverty. Social protection services should be delivered in a way that encourages the poor to integrate as fully in society as possible, without inspiring dependency, complacency or the erosion of individual and community initiative.  

There is an urgent need to substantially increase social welfare spending and access for the conflict victims, disabled, orphans and the low-income elderly and widows.   The main strategic priority is to better protect those displaced by the conflict, the disabled and destitute children and the elderly-poor.  Wherever possible, community care or other community-based solutions to the provision of assistance for the most disadvantaged and vulnerable groups will be adopted. 

Helping poor households cope with catastrophic risk is absolutely central to breaking the vicious cycle of poverty.  The Samurdhi programme aims to do this, but suffers from a number of targeting and administration difficulties.  In the future, the main emphasis in the Samurdhi programme should shift to social insurance, in a variety of forms, in place of household cash grants.  Better beneficiary targeting can be achieved using categorical measures of impoverishment (e.g. housing status) and community based assessment.  Enhanced supervision of Samurdhi financial institutes is needed to ensure that these are sound. Active community involvement in Samurdhi rural infra​structure development will ensure that such projects reflect community aspirations and are constructed to reasonable technical standards. 

Special attention must be devoted to the plight of the internally displaced households in the Northeast and in the border villages.  Many of the households in the conflict region have fallen into abject poverty and suffer from conflict-related trauma.  Relief and rehabilitation efforts in the North and the East will be improved to ensure that the innocent victims of the conflict are not plunged into irreparable deprivation. 

IV.
    EMPOWERING THE POOR AND STRENGTHENING GOVERNANCE

Poor groups must operate in partnership with local government, decentralized public service agencies and community based organizations to demand quality service and to mount appropriate community development initiatives.  For this to come about, the poor need to be empowered and given a voice in the decision-making processes so that they can articulate their concerns and access quality services.  At the same time, those public institutions that are well-governed are far more likely to be effective in responding to the needs of the poor than are those that are not. Capacity is needed within government to establish appropriate poverty reduction policies and for an efficient and accountable public administration to carry them out. 

Better institutional governance can contribute to the empowerment of the poor. Public sector institutions need to have the capability to plan and set their policies in ways that are consistent with good governance practices. Towards this objective, public institutions will be encouraged to prepare rolling management plans, introduce result-based monitoring systems and adopt professional performance appraisal systems.

Institutional governance reform must also be complemented by better macro-governance.  Efforts to improve macro-governance will focus on measures aimed at tightening financial accountability and increasing public awareness of the conse​quences of waste, fraud and abuse of public funds. This involves a wide range of measures such as overcoming procurement delays, strengthening internal controls and audits, improving the timeliness of public accounts and enhancing financial transpar​ency. 

Shifting the focus of authority from central to local government offers a promising route for empowering the poor since this will bring decision-making closer to the poor themselves. Future decentralization efforts needs to assign greater fiscal responsibility to lower levels of government while addressing the financial imbalances that are a byproduct of unequal regional development. Greater transparency in the use of gov​ernment resources at the local level is necessary to ensure that local public spending does, in fact, reach the poor.  

At the local level, a wide range of community-driven development initiatives can serve as a platform for empowering poor communities to chart their own course out of poverty.  Public support will be needed for initiatives that are truly rooted in the aspirations of the poor.  Experience suggests that community-driven developments are most successful and sustainable when the poor are asked to contribute directly to the initiative and are full-partners in managing community assets. 

Bringing the rule of law within the reach of the poor is another way of enhancing governance and empowering poor communities. Efforts to broaden access to community-staffed mediation boards and reduce the volume of work in the courts can help to restore the faith of the poor in the legal system.

Gender discrimination exists and is associated with gender stereotyping in the labour force, wage discrimination, and the adverse effects of alcoholism and spousal abuse on women. The Government is committed to mainstreaming gender considerations into all anti-poverty efforts and to developing special public health programs in the areas of alcoholism and spousal abuse. On the economic side, the primary emphasis in micro-finance and small-enterprise credit programs will be women’s groups. 

Socially excluded communities have chronic and multiple disadvantages in housing, infrastructure, health, education and other services, making it difficult for individual households to escape poverty on their own. Assets, in the form of land, temporary employment, shelter, and other forms of financial support will need to be redistributed to the socially excluded to catalyze the process of empowerment. This, plus efforts aimed at fostering viable social groups, can raise the level of private and social capital to the point at which the socially excluded can re-enter the economic mainstream. 
IV. FROM FRAMEWORK TO ACTION

Major strategic choices have been made in this Poverty Reduction Framework. A decade may be required to realize all of the initiatives. The actual resource envelope available for poverty reduction efforts will depend on a number of variables that are difficult to predict, such as the realization of a lasting peace, the willingness of the private sector to support infrastructure investment and the international economic environment.     

Knowledge gaps certainly remain, particularly in terms of strategies for addressing the post-conflict requirements of the Northeast and the decentralization process, which is still unfolding.  Accordingly, the poverty reduction strategies outlined in the Frame​work will be revised when changes in conditions and knowledge merit. 

Support from Sri Lanka’s development partners will be required to help finance and assist in the implementation of the measures outlined in the Framework. Depending on policy concerns and comparative advantage of perspective donors, assistance for specific slices of the Poverty Reduction Framework will be secured. 

Concerted and co-operative action by a wide range of stakeholders will be needed to transform the vision and strategies outlined in this Framework into meaningful action. Government is but one of many actors involved in the poverty reduction process and its resources are limited. While Government will exercise leadership in poverty reduction measures, its support will be limited by fiscal constraints. The Government will also actively encourage the involvement of the private sector, NGOs and community groups to achieve the objectives outlined in this Framework. Public support for poverty reduction measures will be implemented in phases to ensure that fiscal limits are not breached.  
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