
ac&rEs,

s,Er52

Z-"\

gcoOlco zoOcO - 2024
oltlot Glcorolg$lru LdDtr -2024

Budget Speech - 2024

d66l 6po8.o, $q61, gc6€zo sJoc82srdo coo c5cdzo 96odd qoczu
qde) .l&!Dddtso, dd, A-noE nFn[ rudtug tDFor] OFrur6 OEIrctIo66.iI ento*$

Ranil wickremesingha, Minister of Finance, Economic Stabilization and National Policies



78th Budget Speech

2024

13th November 2023

Parliament of Sri Lanka



Budget Speech - 2024

A Prelude to the Stable Future

Preamble

Honourable Speaker,

The Lord Buddha has elucidated on a concept called."Samjeatikatlul' @alance
living). He explained this concept n the Vyagghapajja Sutta. The concept

elaborates on how to balance our budget.

The Buddha has advised against leading a pompous and extravagant life, while
receiving a low income. He explains that a mindful person would lead his life in
a way that his income is aligned with expenditure.

We should spend according to the income we receive. That is what tlxe Buddhist

economic philosophy demonstrates to us. But, for the majority of the 75 years

following the independence, our spending has often diverged from our generated

revenue. When I say this, one might think that the govemments of this country

spent lavishly and wasted money. Not just govemments. The country as a whole

has lived beyond its means.

' We resorted to borrowing or printing money to provide jobs, inctease salaries,

distribute free rice, offer relief, and maintain state-owned enterprises. We won

elections by making promises about giving govemment jobs, safeguarding public

resources, delivering relief packages, reducing commodity prices, and increasing

salaries. We became indebted to the country as well as to the world to lead

. pompous and extravagant lives by not aligdng revenue to dur expenditure.

lnthe Samajjapala Sutta, theLord Buddha has emphasized that we should borrow

for investment rather than for consumption. But we borrowed for consumption.

Ina Sutta in Anguttara Chaklca Nipatha specifically points out that it is very

dangerous to borow and pay interest in this manner.

Afiter 75 years of independence, we now find ourselves in a dAe situation as a

result of ignoring Samajeadkatha and the Buddhist economic philosophy. Our

economy collapsed completely, leading us to a status of bankruptcy.

We fought over meagre litres of petrol. Conflicts emerged over obtaining a gas

cylinder. We remained in darkness for ten to fifteen hours a day. Our

supermarkets began to sell firewood. Businesses collapsed. The tourism industry
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crumbled. ]obs were lost. Essential goods became scarce. There were queues

everywhere. All public transport failed. Schools were closed. We could not
conduct examinations. There was a food crisis due to the lack of fertilizer. The

situation reached a point where we felt as if we were left not with a country but
we were in a stat€ akin to hell.

No one stepped up to accept the challenge of rescuing the counky in the face of

this challenge. Instead, they gave up offering various excuses similar to those

given by Andare when confronted with the task of lifting the rock. Some

individuals tumed to astrology for guidance, while others imposed conditions

that could not be constitutionally accommodated.

It is under these circumstances that I assumed the responsibility of Ieading this

nation.

At the time I took over a patient who was dytng. A country that resembled a

living hell. A derailed economy that had been brought to its knees.

We began to work day and night following a formal and systematic plan despite

numerous obstacles and challenges. We strived to rescue the country from the

hellish conditions it was facing. Govemment employees demonstrated dedicated

hard work, contributing to our endeavors to salvage the nation. All our friendly

nations took care of us and offered relief.

At this juncture, I openly communicated to all of you that I will work hard to

revive the economy through a comprehensive reform programme and to liberate

the people from the economic hardships. I was not the only one who contributed

to this hard work and commihent. Every citizen of this country strived for this.

They were committed to achieve this. There were also certain segments who were

not a part of this collective effort and who tried to pull the country further

backward. Bu! we have now been able to stabilize the country to a certain extent,

dampening their hopes.

We successfully redirected the economy, which was derailed and collapsed, to

get back on track. Several temporary measures were implemented, including the

temporary suspension of imports, to achieve this. However, it is not advisable for

the economy to sustain such restrictions indefinitely. This is the moment to

implement enduring and sustainable actions. To propel the economy forward,

these actions must be undertaken. It is through these measures that we can fully
rejuvenate the economy, rescuing it from the brink of collapse.
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This is not an easy task. But we can do it. We can overcome this challenge by
embracing new concepts and following the path we have already embarked
uPon.

History has demonstrated that seeking solutions solely for political advantage,
deviating from the principles ol " Samajeeoikntha," is not a successful approach.

Why we would continue to do so when we are aware that such actions would be

unsuccessful?

You might tell fairy tales, but the progress of a country cannot be achieved
through such narratives. A counby cannot be developed by making false

promises. The country moved backward because of the electoral promises made
by political parties throughout time. We have witnessed that the ultimate result
of this is the country becoming bankrupt. Unfortunately, many segments of the
population have not come to realize this yet.

I beseech you that we should stop propagating lies for political motives. Lct's be
honest with ourselves. Le/s think about the country rather than about our
politics. Let's get together to uplift the country. Lefs think about the political
agendas when our country is strong.

Our country's situation is now better than what it was before one year. I am not
saying that the economy has completely recovered. It has become comparatively
better. We have aftained that position by facing difficulties, making sacrifices and
enduring various hardships.

We can certainly create a more favourable economic environment in the near
future if we gradually move forward in this difficult terrain. When we look back
at the past year, it is 100 percent confirmed that we are on the right track. The
people in the country, who once shuggled to obtain petrol, can now buy it
without being in a queue or without any limitations. The people who had to wait
in queues for weeks to obtain a gas cylinder can now purchase it with a single
phone call. People who endured power cuts for ten to twelve hours can now enjoy
uninterrupted power supply. The country where fuewood was sold from
supermarkets to retail shops has now completely transformed. This all means that
we are on the right track. Our plans are sound. Our strategies are effective. Hence,
let's continue the rest of the joumey even amidst difficulties.

As we progressed along this path, there were certain mistakes. We have
acknowledged this. We will humbly rectify those deficiencies and mistakes.
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The economy which was derailed was put back on track. But this achievement

alone is not satisfactory. |ust by this, we would not feel great relief or comfort.

Our difficult times have not ended. The entire counbry continues to grapPle with
various hardships in different aspects.

As we were able to reduce inflation up to a single-digit level, we could rescue the

country from the high inflationary Presflues. But, we still could not

correspondingly increase salaries and income to match the high cost of living
which increased due to this severe crisis. The increase in prices of fuel and

electricity adversely impacted all households. The increase in tax rates has also

shaken up individuats and businesses, both small and large. Production costs

have also escalated.

We are well aware of the difficulties faced by the people of this country. The path

toward a stable and developed economy is not beautiful. It is difficult, hard and

challenging.

Reviving an economy in a state of bankruptcy is a formidable task. However, if
we successfully navigate through this challenging period we can create a free and

decent society. Instead, if we continue to build sand castles by giving relief to the

people based on political motives, the country will again be bankrupt.

The success of the path that we have undertaken thus far lies on the economic

reform programme that we co unenced. This reform Prograrnme have laid the

foundation to progress, steering us away from economic turmoil such as the one

experienced in 2022.

Since 2013, the practice of revising the electricity bill in accordance with the

government expenditure on electricity generation has not been followed. Due to

this, the Ceylon Electricity Board suffered enormous losses. Until 2022, loans were

obtained from the two-state banks to offset these losses. Similarly, the Ceylon

Petroleum corporation which suffers unbelievable losses offsets its losses

tfuough the two state banks. This escalated to a critical situation where the

balance sheets of the two state banks are now in a very weak state. Govemment

has to provide funds to strengthen these banks. Where would we get such funds

from? The tax revenue levied from the public is used for this pulPose'

Loans are ob,tained from state banks to offset the losses of the state-owned

enterprises. Hence, the Government provides funds to the banks when they
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become weak to prevent them from collapsing. To find such funds, the
govemment will need to increase the tax burden on the people.

Some groups protest demanding a salary increase. Not only the public servants,
but the whole country suffers nowadays. We have to move forward day by day,
step by step toward a recovery from this difficult situation. It's a tough joumey.
On one hand, the strikes deteriorate the country's way forward. On the other
hand, the majority of the people are suffering.

I wish to mention about the salary increments. Salary increments cannot be done
on an ad-hoc basis. 35 percent of the Government revenue is spent to pay salaries
for the public servants. To increase salaries, the revenue of the govemment also
has to be increased.

Even without increasing the revenue, salaries can be increased. But how? We
have to print money. Or else, borrow from a foreign. country. Or else, impose new
taxes. That is agains t the " Samajea oikatlw" pfinciple. Such actions may again drive
the country downwards.

The ceylon Electricity Board spends a significant amount on power generation.
Therefore, we lifted all legal barriers to add low<ost mega-scale renewable
energy generation to its main grid network. The legislation process is ongoing to
restructure the inefficient ceylon Electricity Boar4 as an efficient institution.
Upon implementing the institutional changes to generate power efficiently, the
cost of power to the people will be eased.

some political groups are against restructuring the ceylon Electricity Board as an
efficient institution. They demand to reduce the power tariff at any cost. This will
lead us again to be trapped in the same vicious cycle. It is against the
" S am aj e aika tha" concept.

There are criticisms over increasing the govemment taxes. Why we were
supposed to increase taxes? we neglected to change tax structures and tax
restructuring for ages. This made the fiscal sector weak. To strengthen the fiscal
sector structural changes in the tax system were necessary.

Rs. 93 billion is spent each month to finance the salary bill of the Govemment. Rs.
70 billion is required to for the social welfare schemes such as Aszoesu ma, Elders
allowance, Pensions etc. Meanwhile, Rs. 220 billion is spent to settle loan interest
payments. The public expenditure spent on these requirements is Rs. 3g3 billion
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per month. The Government revenue collected within the first 9 months of the

year 20?3 is Rs.215 billion. The shortage is Rs. L68 billion. To meet this shortage,

it is compelled to obtain more loans.

How was this shortage financed so far? Through forergn loans. Through bank

overdrafts. When it is not possible to meet the shortage through these methods,

through money printing.

Until the Foreign Debt Restructuring is completed, the foreign financing and

loans we can obtain are constrained. Bank overdrafts amounting to Rs. 900 billion
have been obtained in the year 2021. Currently, the total overdrafts are brought

to a lower level of Rs. 70 billion. According to the new Central Bank Act, Money

Printing is not allowed. Therefore, if we can't increase the govemment revenue

by 10 percent to 15 percent we will end up with an economic hell again. If the

taxes are reduced that gap has to be filted with something else. This issue cannot

be resolved by simple and sweet Promises, as some SrouPs are proposing.

Our revenue target for this year is Rs. 3115 billion. Out of that, we have collected

Rs. 2,410 billion so far. This represents that we have failed to generate the targeted

revenue. We have to work hard to collect the targeted revenue.

We requested several times from the people who earn higher incomes, to open a

tax file. However, the majority of them did not proceed. The main reason is they

believe that there will be unnecessary troubles if they open a new tax file. Yes, It

is true. There are unnecessary complexities in tax collection. Taxpayers have to

obey the urmecessary influences of some officers. There are Payment methods

that make the payment of taxes a headache.

Likewise, we have identified several critical issues in our tax system. At present

the burden of taxes is placed only on a few slices of the society. Tax evasion

happens due to the long-lasting weaknesses and negligences of the tax collection

systems.

We have included several proposals to this Budget to rectify these issues. These

proposals cannot be implemented overnight. They should be implemented

gradually. we will be able to provide more tax concessions in the future when the

Govemment revenue is increased through these proposals.

Some people state that the burden of taxes on the people can be reduced by

reducing the govemmmt Revenue' However, the major portion of the
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government revenue,35 percent is spent on public servant salaries and social
weUare. The worKorce in the public sector is 1.3 million. We cannot remove them
from their jobs even though the number is excessive. If we do so it will lead to a
social issue. Therefore, these issues have to be confronted sersitively and
carefully.

However, we have to stop urmecessary expenditure. How much money is wasted
at the government instifutions? How much time is wasted? We have to avoid
these wastages. How much time, effort, and money are wasted when an ordinary
citizen goes to a government instifution for their necessity? We have to rectify
these deficiencies also.

The public suffers due to the loss-making state-owned enterprises. The loss of
these institutions is bome by the public. The political groups that call them
national treasures are piling up the burden of these loss-making state-owned
enterprises and pulling the whole nation backward.

Meanwhile, corruption and fraud are spread everywhere over the country like
cancer. We have inhoduced the laws and acts that avoid stealing the wealth of
the nation. There are allegations on some persons claiming that they have stolen
the wealth and resources of the Nation. However, we have to rethink the people
who stole the wealth and resources of the nation as well as the future of the nation.

several political groups stole the future of the nation by nationalizing successful
enterprises. Some groups stole the future of the nation by protesting against the
leasing out of unutilized properties such as Trincomalee Oil Tanks. Some groups
stole the future of the country by protesting against the apparel indusEy. The
future was stolen by developing the port. The list is lengthy. Remember. They
also steal.

The political groups who protested against every development project did not
allow the development of the Trincomalee Oil Tank Complex. They wanted to
allow the Nuwara Eliya Post Office to crumble down in the same manner they
allowed the oil tanks to corrode and crrrmble down.

Allocation of Nuwara Eliya Post office for the tourism industry is not an isolated
incident. It's a part of the Nuwara Eliya Development Plan. The establishment of
a university in Nuwara Eliya is also a part of the same Development plan. There
are several massive projects are being implemented in Nuwara Eliya.
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They did the same thing for the old post office located inside the Galle Fort. Now
that building has been cnrmbled down. If we allocated that building for the

tourism industry at the right time, we still have that historic landmark building.
And we eam foreign. exdrange.

I would like to quote a recent post on Facebook, posted by Mr. Susantha

Ariyarathne, an Economic Analyst.

The formula to protect national treasures is none other than harnessing the

maximum benefit out of them. Not protesting "Donlt touch National Treasures".

Then these resources will not become a burden to the others.

So far what we have done was hide behind the slogan "Protect National

Treasures" and avoid utilizing them. Making them a burden that the country

could hold.

Think. The political and economic concePts that we implemented in our country

have been failed. Please understand that. Make your neighbor understand that'

We have no journey ahead if we do not construct a ftesh political and economic

system.

The political and economic system that prevailed in the country has to be

completely upended. I pointed out this during my previous budget speech. As

Sugathapala de Silva wrote in his play " Marat/Sade, we must have a fresh

perspective.

The social convention deep-rooted in the counky was the Government has to do

everything. This is why the Government intermediate in every enterprise by

making them weak and taking them over. However, it is confirmed that the said

social convention is failed and outdated.

We have to conskuct our own economic and political system considering Past

experiences, global kends, and future challenges. A new social convention has to

be constructed.

The economy is being healed due to the correct procedures and methodologies

we followed during the Past year, building the foundation of this system. The

essential commodities .ue now available in abundance. Interest rates declined

from 30 percent p.a. to 15 percent p.a. Continuous power supply is ensured' There

is no shortage of fertilizer. The primary deficit of the year 202L was 5.7 percent of

the Gross Domestic Product (GDP). During the first half of the year, we were able
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to achieve a primary surplus. Amid the deep economic crisis, we were able to
increase the tax revenue by 50 percent in the first six months of the year. The
inflation which was sky rocketed up to 70 percent in September 2022 dectined to
L.5 percent in October 2023. Foreign reserves increased to USD 3.5 billion from
zero. The confidence placed in us by foreign countries was restored. However,
we have a long way to go.

We were able to achieve increasing progress during the past year because of the
honest sacrifices made by the majority of our people. Because of their courage
against various difficulties. The Govemment will gradually set the background
to ease these difficulties. We are devoted to providing more facilities and benefits
as our economy recovers and our economy stalilizss.

We cannot put ourselves back in the hell that our country was in 2022. Some
groups are kying day and night to put the country in that place and achieve their
political targets. We do not have any political target. The only target we have is
uplifting the country.

Some people denote this budget as an Election Budget. The reason is the
Presidential Election and the General Election is scheduled in the next year. Such
a Budget is designed to provide various concessions and salary increments
aiming at an election victory. This is what happened during the past 75 years since
the independence.

However, this Election Budget is different. This is a Budget that constructs the
future of the counEy. This is a budget that was prepared for the victory of the
county. A Budget that was prepared according to the Buddhist philosophy.
Several proposals have been included in this budget, based on the concept of
" Samajeewikathaa" concept to ensure victory for the country and the country,s
future.

I will now present the 2024 Budget proposals to this Parliament.
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l' Public sector salaries

Government employees have not received a salary increase since 2015. Therefore,

I propose to increase public sector salaries without affecting the fiscal balance.

There are about L.3 million (1,300,000) public sector emPloyees. Their families

have more than 5 million members. These govemment employees are currently

receiving a Cost of Living Allowance of Rs. 2800. We ProPose to increase their

Cost of Living Allowance to Rs. L7,800 by Rs. 10,000 tromlanury,2024.

The General Treasury begins to receive government revenue typically by

February and March. Therefore, we can only add this allowance to the monthly

salary from the month of April. We will take steps to pay the balance accumulated

from fanuary to March 2024 n installments within a 6 month period, starting

from October 2024.

2. Public Pensions

There are about 730,000 public pensioners. Currently, they are only receiving a

Cost of Living Allowance of Rs. 3,525 per month. We will increase the monthly

Cost of Living Allowance of public pensioners to Rs. 5,025 by Rs. 2,500. This

increase will be implemented from Aptil, 2024. Rs. 385 billion will be spent on

public pensions in 2024.

g. Widows' & Widowers' and Orphans' Pensions W&OP) scheme

W&OP scheme is a contributory pension scheme in which employees contribute

6-7 percent of their basic salary. The Government spends Rs. 65 billion annuallY

for the payment of the w&oP scheme. The total annual contribution from

employees for w&oP scheme is Rs. 38 billion. Hence, the contribution from the

public employees is not sufficient for the payment of the same. Therefore, I

propose to revise the deduction pefcentage from the salarv for this pension

contribution to 8 percent for all service categories from April 2024 onward. with

this adjustment, an additional Rs. 9 billion can be collected annually, and it will

ensure the continuity of the pension scheme for widows, widowers and orphans.

4. Food and lodging allowances

The allowance provided to police officers who travel long distances to attend

duties does not match with the current situation. Hence, instead of the allowance
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that is paid at present, I propose to pay a food and lodging allowance with food
and lodging allowance with appropriate adjusknent for three groups of officers
in the Police Department.

5. Distress Loans

Due to the economic hardships that prevailed in the country, several measures
were taken to carefully manage public expenditure. ln that process, the
entitlement of Public Servants for the Distress Loan given during unexpected and
unprepared hardships faced by them was subjected to some limitations. Hence, I
propose to provide the Distress loan facility for all the public servants effective
from January 01.,2024 as previously done.

6. Aswesuma programme

We started providing Aswesuma benefits with the support of development
partners including the World Bank. However, in the next year we will provide
benefits to the people from our own funds. In the previous years, we have spent
Rs. 60 billion for this programme. Now, it has been increased to Rs. 183 billion. In
the year 2024, it is expected to spend three times the amount spent on the social
security programs in the previous years for the Aswesuma programme. This will
provide relief for 2 million families.

Astoesuma programme is based on objective selection criteria. The delays in
implementation when transitioning in to the new programme is being addressed.
A programme is implemented to provide justice to families who face injustice.
Retroactive payments will be made to eligible recipients who faced payment
delays.

We will use the knowledge and experience of Samurdhi officers to empower
beneficiaries of the Aswestma programme.

About 130,000 persons with disabilities and kidney patients are paid a monthly
allowance of Rs. 5,000. I propose to increase the payment up to Rs. 2500. It is a 50
percent increase. The present monthly payment of Rs. 2000 for elderly citizens
will also be increased to Rs. 3,000. Around 530,000 persons will benefit from this.

The beneficiaries who were on the waiting list and are already receiving financial
assistance will be entered into the list of beneficiaries from 2024. For this purpose,
a total of Rs. 138 billion will be allocated for this.
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Some families may face sudden calamities. The breadwinner of the family may

die or meet with an accident. Or he may lose his job. In such situations, the whole

family becomes helpless. Such families need to wait for a long time to get

Aswesuma relief according to the current system. However, in future, we will
review the Aswesuma beneficiaries once in every 5 months. This will allow new

families to be added to the beneficiary list without a delay.

I will increase the allocation for cash transfers provided through Asa'eswnn and

allowances provided to persons with disabilities, kidney patients and the Elderly

to Rs. 205 billion in next year.

We have identified many shortcomings and weaknesses in the svstem of

providing a monthly allowance of Rs. 4,500 to pregnant mothers. Rs. 10 billion

rupees has been allocated to resolve such issues and make this progtam more

svstematic.

?. Small & Medium Enterpris€s (SMEsl

SMEs have been badly affected by the economic crisis and COVID-19 pandemic.

A recent survey revealed that about 20 percent of such enterprises have either

temporarily or permanently closed down. The survey also revealed a decrease in

the performance volume of the currently operating enterprises. We want to fast

track the joumey towards a production economy. Therefore, SMEs should be

further strengthened, encouraged and facilitated. For this PurPose, we are

introducing a concessionary loan scheme of around Rs. 30 billion with the support

of the Asian Development Bank.

This programme is the first phase of action which will collectively provide a maior

impetus to the SMEs. In addition to concessionary credit facilities, caPacity

development programs are implemented for the participating institutions. Steps

will be taken to link SMEs with the value chains of large companies in the

industrial sector. The required provisions have already been included in the

Budget2024.

Accordingly, the total amount allocated for the development of SMEs is Rs. 50

billion. As a resul! a financial space worth around Rs. 250 billion is created.

8. "Urumoya" ProSramme

Waste Land Ordinance was passed n 1897. The British govemment acquired

thousands of acres of rural land across the country under that Ordinance.
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Afterwards, in 1935, under the Land Development Ordinance, those land slots
were distributed among farmers under the license system. But although around
hundred years have passed, the ownership of these farmlands has not been

handed back to the farmers who own them. As mentioned in the drama "Chalk
Circle", "farmers with good conduc! should win the land and villages" We are
handing over the lands to farmers who lost the ownership of their haditional
lands during the British colonial era. We expect to commence this task in 2024 and
complete it within another few years. Two million (2,000,000) families will get the
ownership of land and farmland. I allocate Rs. 2 billion for this purpose.

9. Urban Home Owne6hip

Houses constructed under various urban development programmes have been
rented to low-income families. A monthly rent of around Rs. 3,000 is obtained
from those families. I will completely stop collecting rent from these families. Not
only that, the full ownership of these houses wilt be given to those families. In
2024, near|y 5O000 families will be given the ownership of these houses.

By the completion of the programme of providing land and housing rights to the
people, about 70 percent of the people of this country will become the owners of
land and houses.

10. Estate Housing

Estate dwellers are not owners of lands. We will take steps to grant land
ownership and build houses for them. As the initial step, I expect to allocate Rs.
4 billion.

I 1. Bims aaiy a Programme

Under the Bimsaviya Programme which commenced in Lg& one million land
plots have been covered out of the total number of land plots of 12 million. ln
order to provide the necessary facilities to expeditiously complete this
prograrnme, I allocate Rs. 500 million.
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12 Decentralized Budget

Due to the difficult situation in the country and the lack of funds under the

decentralized budget programme in the past, regional development programmes

could not be implemented. As these prograrnmes were temporarily suspended,

public representatives could not contribute to the rural development activities.

We will recommence the decentralized budget programme. I will provide Rs.

1L,250 million through the district coordination committees for this purpose. This

prograrnme will be implemented under the supervision of the Department of

National Planning using a methodical and standard approach.

13. " Kanilurata Dhashakay a"

The public infrastructure and services available in the hill country are relatively

underdeveloped due to disparities in the distribution of resources for various

reasons. This disparity is also reflected in the living standards of the people. The

govemment has recogpized the importance of giving priority to rural

development in the hill country. A 1O-year multipurpose rural and community

development program from the year 2024 including all the 89 Divisional

Secretariat divisions that belong to the hilI country areas of Sabaragamuwa and

Central Provinces as well as Badulla, Matara, and Kurunegala districts. I propose

to allocate Rs. 1.0 billion for the year 20246or tlis PurPose.

14. Approving development project proposals

We have already introduced a new mechanism to approve development projects.

A Govemment Committee has been established to review new projects. As per

recommendations of the Committee, the Minister of Finance will grant approval

for projects. Government will not allocate funds for projects that deviate from this

procedure.

This will enable to allocate capital expenditure to give a higher contribution to

the economic growth. This is very important for fiscal and debt sustainability' To

achieve this objective, I will increase the expenditure capital expenditure to Rs.

1,260 billion. This is equal to 4 percent of the Gross Domestic Product (GDP)'

The implementation of number of projections have been temporarily suspend

due to the economic crisis. I will allocate another Rs. 55 billion to recommence

and complete these projects and to provide necessary provisions for the capital

expenditure proposals mentioned in this Budget Speech-
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We will allocate this by transferring Rs. 55 billion from the Vote of the National
Budget Department to Capital Expenditure Vote. Thus, we would allocate Rs.

L,260 billion for the development activities of next year.

Further, a number of projects that was implemented under foreign loans and
grants have been temporarily suspended. We will have the opportunity to
reconlmence these projects after the completion of foreign debt restructuring
activities.

It is observed that the project management committees have been unable to
achieve expected objectives fo the development projects. Hence, I propose to
establish a unit for this purpose under each Ministry trom 2024 onwards, to
include project related activities to the duty list of the permanent staff and to
procure human resources under contract and duty basis only when related
specialists are not available in the public sector.

15. Rural Roads

Since the last few years, it has not been possible to carry out the maintenance and
management of rural roads properly, I propose to allocate Rs.10 billion for the
year 2024 tor the renovation of such roads which have become dilapidated.

16. Natural Disasters

We had to face adverse weather conditions during the last few months. Roads
and bridges were damaged due to floods and landslides. I allocate Rs. 2,000
million to rehabilitate damaged rural roads.

17. Drinking water

There are issues with regard to drinking water in all provinces of the country. We
will prioritize drinking water projects when allocating the decentralized budget
and obtaining foreign loans.

Education

The future of a country can be enriched by inhoducing an education system that
is suitable for this era. Our country has an outdated education system. It is an
education gystem that produces memorizers. Creative people are not generated
under this system. Also, the benefits of free education are not fully available to
the people.
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Therefore, we are implementing a series of comprehensive education reforms. We

appointed a group of 25 experts to prepare this new national education poliry
framework. Those proposals were further polished through the direction of a
Cabinet Committee headed by me. This policy framework has now been adopted

by the Cabinet.

I would like to inform this House about several key institutions that will be

established under these reforms. These are the Higher National Council on

Education, National Higher Education Commissiory and the National Skills

Commission.The detailed information in this regard will be informed to this

House by the Minister of Education in the next two weeks.

Recentlp this post written by Aiana Ranagala on Facebook has taken my

attention.

"My child is suffering not just for days, weeks, months, but for years due to his

decision to do A/Ls in the national curriculum as he wanted to gain admission to

a local university. His friends who studied the international stream are Soing
abroad for higher education"

This is the real situation. Hence, we will provide the opportunity to obtain higher

education without delay to every child who passes A/Ls.

18. Expansion of Science and Technology Education in Universities

We will take steps to establish four new universities considering the current

trends for the technical sector.

(i) Seethawaka Science and Technology University (Lalith

Athulathmudali Post Graduate Institute will be incorporated to

this UniversitY)

(ii) Kurunegala Technology University under the Kothalawala

Defence UniversitY.

(iii) Management and Technology University

(iv) lnternational University of Climate Change

Also, I propose that the rules and regulations should be adopted to convert the

following private higher education institutions that are currently in operation

into universities.
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(v) NSBM

(vi) Sri Lanka lnstitute of lnformation Technology (SLIIT)

(vii) Horizon Campus

(viii) Royal lnstitute

As per the 13h Amendment, provincial councils have been empowered to
establish universities. We expect that provincial councils will also establish
universities in the future.

19. National Education University

I propose to establish an Education University focused on education by
integrating L9 Colleges of Education. Bachelor of Educational Degrees will be
offered to sfudents who complete a four-year programme under an existing
College of Education in accordance with the relevant standards. This programme
will be implemented step by step and I propose to make a Rs. 1. billion budgetary
provision for the year 2024 for this prograrnme.

20. New Technology University

A new Technology University will be established in Kandy under the guidance
of IIT University in Chennai, lndia. tndia will fully support us in this endeavour.

21. State UniversiHes

A programme to enhance State Universities to suit the modern era will be
implemented. This program will be commenced at Peradeniya University.

Rs. 500 million will be allocated for the initial development activities of this
programme aimed at the centenary celebrations of Peradeniya University in 2042.

Department of Allergy and Immunology, University of Sri |ayawardenepura will
be upgraded as the National lnstitute of Allergy and Immunology. For this
purpose, Rs. 40 million will be allocated for the next year as per the work plan to
develop laboratories and other required facilities required.
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After that, our focus will be shifted to the Universities of Colombo, Kelaniya and

Moratuwa. I request these universities to prepare and submit a formal plan for
this purpose.

2L Non-State Universities

We will allow any recognized educational institution in the world to establish

universities in Sri Lanka once a set of powerfirl rules and regulations for the

regulation of non-state universities are put in place. This will create opportunities

for every student who passes G.C.E (Advanced Level) to obtain university

education and earn foreign exchange through the admission of foreign students.

Loan facilities wilI be provided to students studying in these non-state

universities. In addition to the existing interest-free student loan scheme, I

propose to implement a subsidized student loan scheme through commercial

banks. Arrangements will be made to rePay the loan after getting a job.

23. National Higher Education Commission.

A National Higher Education Commission will be established to integrate the

University Grants Commission (UGC) and Tertiary and Vocational Education

Commission (I\rEC). This Commission will be granted decision-making Powers

and regulatory for strengthening and expanding higher education.

Z. National Skillg Commission

A National Skills Commission will be established which is suitable for the

prevailing challenges. Under this Commission, Vocational Training Authority,

National Apprenticeship and lndustrial Training Authority will be integrated.

2i. Vocational Education for Provincial Councils

I propose to hand over the vocational education institutions that are currently

operating under the central govemment to the nine Provincial Councils.

Provincial Boards of Vocational Education will be established to develop and

modemize the skills development sector' In the future, only the necessary

guidance will be provided by the central govemment to regulate vocational
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education activities, while all education and training functions and services will
be implemented through the provincial councils.

As suclL the necessary ;urangements will be made to establish a Fund to enhance

technical vocational skills. Discussions have already commenced with the Asian
Development Bank for this purpose. In addition to the allocation made to these

institutions already, Rs. 450 million is allocated for the coming year for these
institutions.

25. Training in InformaHon Technology

A training program will be launched for job-seeking graduates in association with
private institutions related to information technology. These graduates are given
training and work experience for a minimum period of 6 months. I allocate Rs.

750 million for this purpose.

Such an apprenticeship training programmes wilI be implemented other skill
shortage areas such as construction, care giving and tourism services.

27. Youth and Adult Education

The youth who are not eligible for university education should be given
opportunities to obtain local and foreign jobs. Also, it is needed to create
opportunities for adults working in the public and private sectors to obtain new
knowledge. I propose to allocate Rs. 150 million to the Sri Lanka Foundation for
the necessary technical and physical modernization projects for conducting
training courses and to deliver services.

2r. English for all

It is necessary to develop a national programme to enhance English literacy in Sri
Lanka. The aim of this programme is to provide English literacy to all by 2034. I
allocate Rs. 500 million to start this ten-year programme.

29. Suraksha

I propose to reintroduce the Suraksha Student's Insurance Scheme, which was
introduced in the year 2016 but is currently not in operation. Accordingly, all
school students will be entitled to this insurance coverage.
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Health services

We are committed to maintaining the quality of health seryices. We will take

actions to identify deficiencies, weaknesses and crises and take measures for the

advancement of the field.

:n. Drug Procurement Guidelines

Our focus has been on issuing specific guidelines for the procurement of

medicines and setting uP a seParate institution for that Purpose. We are taking

this step after conducting a detailed study of the government's medicines

procurement process.

3r. Medical and Health Research

I expect to increase the investment in medical and health research to bring Sri

Lanka's medical research outPut on par with the rest of the world. The

strengthening of the infrastructure and laboratory facilities of the Medical

Research Instifute is being implemented in several phases. For this, for the vear

2024, Rs.75 million will be allocated.

I propose to allocate Rs. 25 million for the next year under a three-year plan to

upgrade the facilities of the National Drugs Quality Assurance Laboratory'

32. A cardiopulmonaty resuscitation unit for Badulla.

There is no cardiopulmonary resuscitation facility in any hospital in Uva

province. We are filling this gap. I allocate Rs. 300 million for the establishment

of a resuscitation unit at the Badulla Teaching Hospital and for the purchase of

necessary equipment.

33. Promotions for Medical Officers

I propose to expedite the arrangements to adopt a promotion scheme that is

applicable to both specialists and graded doctors. In additiorU we will explore the

possibility of paying an allowance for the additional work done by the specialists

instead of the existing paying method.
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34. Postgraduate opportunities

With the aim of upgrading the careers of medical doctors, we proposed to expand
the postgraduate opportunities available for doctors under 2023 Budget. In
addition to the universities in which the programme is currently implemented
Universities of Kelaniya, |ayewardenepura, and Rajarata University will also be
included to the programme.

Indigenous medicine

We will take action to strengthen and popularize Indigenous medicine.

35, Sri Lankan Wellness

There is an international demand for indigenous medicines, food supplements,
medicinal cosmetics and herbal ingredients made from traditional medicinal
recipes. If we use this opportunity properly, we will be able to further expand the
intemational market. I propose to provide necessary facitties for such
investments under the supervision of the Indigenous Medicine section of the
Ministry of Health and the Ayurvedic Drug Corporation.

In order to provide local and Ayurvedic wellness to tourists, a plan will be
launched to establish wellness centers in tourist hotels and resorts in accordance
under the concept of "Sri Lankan Wellness". Rs. 100 million will be allocated for
this purpose.

Modernization of agriculture and fisheries industries

Agriculture needs to be uplifted to a competitive level. value added agri products
need to be produced. Agriculture needs to be modemized focusing on exports.

Provisions will be made by this budget for agricultural modernization project+
smallholder agribusiness partnership initiatives, and crop diversification.

Further, work plans will be launched to uplift and nurture the fishing industry
and to utilize new technology and knowledge for fisheries industry.

36, Agricultural and Fisheries Modernization Boards

I will establish provincial agricultural and fisheries modernization boards to
assist in development of agricultural and fisheries sectors. All Agrarian service
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Centers will be upgraded as Agriculture Modernization Centers. For this

purpose, a joint programme consisting of the govemment, private sector, farmers

and agronomists will be implemented from the 2023 /24 Maha season. For these

activities, I propose to allocate Rs. 2,500 million.

The purpose of this is to increase the paddy production from 3.5 metric tonnes to

8 metric tonnes per hectare. This would give us the opportunity to utilize the

uncultivated paddy fields to other useful cultivation activities while improving
the productivity of the panddy production of the dry sector.

The productivity of paddy cultivation in wet zone is very low. The law does not

permit to grow any other crop instead of paddy cultivation. I propose to remove

legal impediments to grow other crops in such bare uncultivated land.

In addition, I propose to allocate 300,000 acres from other government lands

including State Plantation Corporation, Mahaweli A and B Zones, and Land

Reform Commission for large scale agriculture activities.

37. Fisheries Sector

Increasing the productivity of the fisheries sector is the most sustainable way to

improve fishermenls livelihoods and incomes. For this purpose, the government

is starting to cooperate with the private sector in the management of fishing ports.

In this way, the necessary inftastructure including warehouses can be developed

to reduce wastage and optimize productivity.

About 35 percent of the country's total fish harvest comes from the North Sea. To

improve the facilities necessary for those functions, Rs. 500 million will be

allocated.

29 percent of Sri Lanka's total fish hawest comes from the freshwater fisheries

and aquaculture sector. There are about 12,000 Permanent and temporary

reservoirs in sri Lanka. The total size of the reservoir is about 260,000 hectares.

For the development of the fieshwater fishing indusky, I allocate Rs. 200 million.

To maintain the sustainability of this programme in the future, I further ProPose

to prepare a prograrnme to encourage the fishing community by establishing a

revolving fund through community participation.
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38. Rehabilitation of small tanks

Small tanks play a crucial role in irrigation and agriculture in the counky. This
becomes more important with the effects of climate change. I propose to assign
the responsibilities of rehabilitating small tanks to the farmer organizations of the
respective areas. We will provide the necessary authority and support to the
farmer organizations. Then they can work together with the private sector to
rehabilitate smdl tanks. Our aim is to increase agricultural production through
these measures.

39. Dairy Products

The majority of dairy farmers are currently engaged in the industry as a means of
livelihood. However, we need to raise it to the status of a profitable industry and
create the necessary background for dairy farmers to eam high income. Towards
this, it is important to increase capital investment and establish medium-scale
milk production units that make profits. For this purpose, I propose to implement
a re-finance loan scheme to meet the financial needs of those engaged in the dairy
value chain.

A special programme will be implemented to increase milk production by 53
percent in 5 years with the contribution of the private sector by effectively using
all the farms owned by the National Livestock Development Board. When this
project is completed the daily milk production will increase to 20 million liters
per day. That's a five-fold increase.

Ambewela farm has obtained successful results under this programme. The daily
dairy production which was 1,500 litres in Ambewela farm, has now increased to
50,000 litres of milk. It is our aim to increase this up to 75,000 litres of milk.

40. Support for the construction sector

The construction sector can be identified as one of the most depressed sectors in
the recent past. Due to various reasons like covlD-L9 pandemic, economic crisis,
import restrictions, etc., the conskuction sector underwent a huge ctisis.
Considering this situation, we expect to conduct a new experiment to support
them.

Govemment agencies will provide free lands. we will allow construction
companies to construct buildings on those lands according to the plans of the
respective government agencies. After constructiory these institutions will pay
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monthly rent to the construction company. Upon recovering the construction cost

and receiving corresponding dividends, the firll ownership of the building will
be handed over to the govemment agency. The construction of the new building
complex of the Minisky of Foreign Affairs will be implemented as the first pilot
project.

We hope to implement a new programme aimed at uplifting the living conditions

of the people living in urban estate housing in Colombo and the developping of

the construction sector. We will give the construction industry the responsibility

of building large houses and shopping malls in urban estates in Colombo city. We

will give those lands to them for free. The only condition they will have to fulfill
is to provide new houses to the people residing in that estate. If these families ask

for houses in that housing complex, they should be given a house in these urban

estates. If these families ask for houses in another place, the construction comPany

should fulfill that request.

+t. National branding of Sri Lanka

Sri Lanka has many untapped Potentials to emerge as a shong country. To

capitalize on these potentials, it is essential to implement national branding

efforts by re-engaging with government agencies, businesses, citizens, cultural

institutions and intemational organizations to realigr. sri Lanka's direction and

reclaim the country's stafus as a top tourist destination and attractive investment

hub. I allocate Rs. 100 million for this purpose.

42. Logistics

There is enormous economic value in leveraging sri Lanka's strategic location and

positioning the country as a supply hub. However, many stePs have to be taken

to realize this long-term dream. As the first step, the Sovernment will work

together with all stakeholders to develop and implement a national supply policy'

We expect to initiate land connectivity betwem Sri Lanka and lndia. We expect

to utilize Colombo Port to meet the supply needs of South West India and

Trincomalee Port to meet the supply needs of South East India.

The capacity of the Colombo Port will improve after the construction of the West

Terminal and the expected Colombo North Port after the year 2030. Trincomalee

port will also be developed. This will enable sri Lanka to hamess the benefits of

rapid growth and industrialization in the south Indian re8ion. our ultimate goal

is to elevate Sri tanka as a regional logistics hub.
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43. Women Empowernrent

I propose to inhoduce gender-based budgeting and make related legislation. We
are also working to introduce laws for the empowerment of women.

44. Handloom

I propose to allocate Rs. 300 million to implement a special programme for
economic empowerment of women and youth engaged in the handloom
industry.

45. Housing for internally displaced people

Although 14 years have passed since the end of intemal conflict in the North and
Eastem provinces, some families are still homeless in those areas. Rs. 2,000 million
has been allocated from this year's Budget to meet the needs of resettling these
people. However, I propose to allocate Rs. 500 Mn as an additional provision to
speed up the housing progr.rmme and provide essential relief to the families
remains homeless.

,16. Compensations for Missing Pergons

Compensations have been provided to lSL missing persons and victims affected
by the internal conflict in the Northern and Eastern Provinces. compensations
will be provided to another 170 by the end of 2023. preliminary work has been
completed for more than 5,300 incidents out of the submitted requests, and Rs
1,500 million has already been allocated by the Appropriation Act. To expedite
the payment of these compensations, I propose to allocate Rs. 1,000 million.

47. Water Issue in |affna

There are serious issues regarding drinking water in faffna. Even after many
years, this problem is still not solved. The pre-feasibility study to provide a
solution to this complex water problem has now been completed. Accordingly,
the best solution for us is to implement the Pali-Aru water project. I expect to
corunence the initial work of this project in the first half of 2024. Rs. 250 million
will be granted for the year 2024 for the preliminary activities of this programme.

rlE. Punarin City Development

Punareen is a very important town for tourism, located near the Sangupiddy
Bridge on the Jaffna - Mannar main road. we will provide Rs. 500 million for the
development of Punareen City.
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49. Galle District Auditorium

The construction of the Galle District Auditorium which started in 2019 has been

halted midway due to the recent crisis. A considerable amount of money has been

invested so far on this and a public-private parbnership is required to take this

project forward. Therefore, Rs. 500 million will be allocated as its' Sovernment
contribution.

50. Bandarawela Economic Centre

I propose to establishment a Economic Center in Bandarawela and provide

necessary infrastructure as a project with equal economic contribution by the

Bandarawela Municipal Council and the Govemment. We will allocate Rs. 250

million as the govemment contribution for this purpose.

51. Lower Malwathu0ya Proiect

In addition to the budgetary provision which has already been made, I propose

that Rs. 2,500 million to be allocated to this project in order to expedite the rest of

the work of this project.

Culture

our culture has been subject to limitations for years. Most people think that

culture is only about holding state award ceremonies. There are hardly any

formal procedures in place to nurture the nation's culture and pass on its

historical legacy to future generations. Despite various dfficulties and challenges,

we will implement a number of cultural projects through this budget'

52. Maha Vihara UniversitY

Anuradhapura Maha Vihara languished for centuries without much attention

until the latter half of the 19th Century. A major role was played by the Maha

Vihara in preserving and maintaining Theravada Buddhism as well as

propagating Buddhism in the World. Considering these facts, I propose to

establish Maha Vihara University incorporating all the aspects of Mahavihara's

history and roles. It is expected to complete the initial work on this during the

next decade. A Performance committee will be appointed under the Presidential

secretariat in order to commence the work within a six-month period. Rs. 400

million will be allocated for the initial works of this programme'
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53. International Buddhist Library in Anuradhapura

As a complementary work to the establishment of the Maha vihara University, I
propose to establish a modern international library in Anuradhapura. The
objective of this library is securing archaic documents from intemational
Buddhist countries and provide facilities to scholars who want to use them for
their research purposes. It is expected to implement this programme within the
3-year time frame and Rs. 100 million wil be allocated for the next vear.

54. Buddhist Culture Museum in Kandy

Focusing on the Buddhist civiriration of sri Lanka, I expect to establish a sri
Lankan Buddhist Museum for research activities as well as for cultural promotion
activities. There are such Museums in different countries related to different
civilizations. They are utilized for research and tourist attraction. Rs. 200 million
will be allocated in the next year to establish the museum, which is expected to
be built in several phases.

our ambition is to make sri Lanka a Buddhist tourist center through these
activities.

55. Development of Cricket

we know that cricket in Sri L,anka is currently facing an institutional crisis and a
shortage of talent. Rs. 1.5 billion will be allocated from this budget for the
development of school cricket and for providing necess.ry fac ities to cricket
players at the provincial level. schools and provinces with less facihties are given
priority in providing this allocation.

56. Transport Sector

The Departrnent of Motor Tralfic will be digitize d rr-2024.

A pilot project of running 200 elechic buses will be started jointly with the sri
Lanka Transport Board in the Western province.

The Kandy multi transport center proiect will be started in January 2024 under
the loan support of the world Bank to remove the vehicle and passenger trarfic
in the historic city of Kandy and integrate train, bus and other taxi services. Rs.
1'5 billion will be allocated for the development of the access roads of this center.

The Deparhnent of Railway wilr complete the renovation of the railway track
from Anuradhapura to Mihintala in fanuary 2024 and l allocate Rs. 200 million
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rupees to setup a large city base on the station premises of Mihintale with
transport, economic, container and storage facilities with the financial assistance

of the private sector.

We also hope to call for proposals from local and foreign investors to establish

Station Plaza or Railway Station Towns as mixed development projects on the

basis of Public Private Partnership focusing on railway stations in metropolitan

areas such as Pettah, Galle, Matara, Anuradhapura, ]affna and tourist

destinations.

57. Public service Delivery

Our focus should be on both responsibility and accountability in providing public

services. It is essential to maintain strict financial discipline while implementing

the Govemment budget.

58. Responsibility on matters relating to the budget

I propose to consider Provincial Councils as special spending units for budgetary

pu-rposes. Accordingly, the Chief Secretaries of Provincial Councils should act as

the Chief Accounting Officers as practiced by Secretaries to other Iine ministries'

The Provincial Council is responsible to the Parliament for the money spent for

budget purposes.

When preparing the budget based on the Sustainable Development Goal+ the

necessary guidelines have been issued to fullill the above goals to all ministries,

departments and institutions, and they should act in accordance with those

guidelines.

59. Provincial Revenue

I propose that the revenue collected from the provincial councils should not be

limited to cover recurent exPenses but should also be used as capital expenditure

for the development of the province. However, in order to avoid the practical

difficulties of suddenly changing the ongoing Process, I propose to only use 50

percent of the provincial council income from the year 2025 as recurrent exPenses

and to use the additional income as capital expenditure.
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60. Promotion of export industries by provincial Councils

under the Industrial Promotion Act No. 45 of i.990, the powers of the provincial
councils regarding industries have been rimited. They have no powers to permit
export industries. They can only permit factories with a capital investment of less
Rs' 4 million and less than 50 permanent employees. we will cancer these
provisions. The annual tumover limit will be increased to Rs. 600 million. This
enables the provincial councils to promote export-oriented industries. we are also
taking steps to establish an industrial seryice center in every province.

61. Encouraging the SeU-Financing of Municipal Councils

Although the locar government bodies have been empowered to collect revenue
and manage the necessary activities for the well-being of the local people, the
govemment bears the expenses for the salaries and other development works of
those entities.

Given the existing financiar constraints, Locar Govemment Authorities (LGAs)
should be encouraged to provide their services efficiently under a serf-financing
model. As a first step I propose to provide only g0 percent of financing for thl
Payment of salaries to Municipal councils from 01.01.2024 and graduaiy anow
LGAs to intensi-$r their efforts to increase serf-revenue generation. I arso propose
to reduce the amount grven to urban councils from 01.01.2025 ana graauary
encourage self-financing within the next 5 years.

62" National |anasabha

under the |anasabha system, it is expected to implement the process of resource
allocation at the national level by identifying the unsolved development needs at
the rural level and giving priority to them, with the coordination of the public
representatives representing the respective areas. This will provije an
opportunity for the people of the village to collectively decide their deveropment
priorities, allocate resources, and submit those development priorities directly to
the government, regardless of party, race, and reli6on. Also, everyone from
public representatives to ordinary villagers "* "o].t 

ib.rt" to this program.
Especially the young people of the village have the opportunity to directly
contribute to this. I propose to allocate Rs. 700 million to establish the National
Janasabha Secretariat to coordinate these activities.
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63. Hingurakgoda International Airport

Although there have been discussions on various scales for some time, the

construction of the Hingurakgoda Intemational Airport has not been

implemented. Therefore, for its basic activities Rs. 2 billion will be allocated for

2024.

54. Cenkal ExPressway

As soon as the foreign debt restructuring process is completed, the second phase

of the Central Expressway, i.e. the section from Kadawatha to Mirigama, will be

started jointly with China. We hope to get the suPPort of fapan for the

construction of the section from Kurunegala to Galagedara. We are planning to

find out whether it is possible to build the highway up to Katugastota'

65. Program for Youth DeveloPment

Many programs are implemented by various ministries and govemment agencies

focusing on the development of the youth. But an inte8rated youth development

program should be implemented by coordinating all these programs and it

should include new programs that suit the new economic and social conditions.

It is proposed to implement this joint youth development program by the

president's office and allocate a provision of Rs. 1 billion for this purPose.

66. Gem IndustrY

Sri Lanka's gem industry has not yet reached full capacity and no generally

agreed program has been implemented. A common program should be prepared

folr the de,relopment of gemstones from foreign countries and considering the

existing problems in the gem industry in this country' ln the medium term' the

Sovernment,theprivatesectorandallrelevantpartiesshouldimplementthe
f,rogr"rn together. A framework plan for that is proposed to be prepared and

implemented in the next 3 months'

67. Trincomalee suburban development

The govemment's desire is to develop Trincomalee as a major economic center of

the country. Especially, various development activities related to the port can

contribute greatly to the development of the country' This is a long-term
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development program. It arso includes large-scale agricultural programs and a
coastal tourism zone. It is proposed to launch this development 

-programme

together with Indian investors and to establish a presidential task force fL these
activities.

6E. Flood Conkol in Galle Dishict

The Gin Ganga water management program should be implemented as a
measure to prevent floods in Ga[e district. It is our expectation to implement this
as a medium-term programme. I propose to allocate Rs. 250 million for its basicwork.

69. Restructuring of debt

Due to the space created by the debt restructuring process, the government was
able to find resources for relief measures. under tieieut restructuring supportedby the Intemational MonetaryIund, Sri Lanka,s public debt u, u p"i.*og. ofGDP is expected to be reduced from L2g percent in 2022tog5 percent o 2032.People will get the benefits of these savings. After the compretion of the debtrestructuring process, the overa, macroeconomic stability and stability of thefinancial sector will be further strengthened. we have now been abre to achievesignificant progress in the debt resbucturing process. Key aspects of DomesticDebt Optimization are completed.

fs eart of the restructuring of tntemational sovereign Bonds under the Extemal
D-ebt Restructuring ttocess, Sri [.anka,s net detrt is ieduced to its present value.usD denominated New financial instruments should be issued to settle 

"r,r*"ginternational sovereign bonds. Accordingry, for the settlement of existingInternationar sovereign Bonds, budget all-ocations are required to record thetransaction in the government book of accounts.

Accordingly, for the implementation of foreign debt restructuring and settlementof Intemational Sovereign Bonds under toJg, debt restructuring I propose toallocate Rs.3,000 billion through this budget.
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Stabilization of financial sector

The govemment is kem to ensure that all prudent measures are taken for long-
term banking stability. To this en4 for systemically important banks, an

independent asset quality review supported by the IMF program was conducted.

The preliminary results of this asset quality review indicate the need to build
additional capital accumulation on a prudent basis. Accordingly, I propose to
allocate Rs. 450 billion to support the capital improvement process in the banking

system.

The proposed provision to improve the capital of the banking sector will ensure

the stability of the banking sector in the long run. I propose that 20 percent of the

shares of the two Iarge state-owned banks should be given to strategic investors

or the public to improve capital and support the future growth of the two state-

owned banks to reduce the burden on taxpayers' funds. Lr parallel, a number of
reform measures are being implemented, including stricter rules on credit risk,

such as stricter rules on the appointment of chief officers and state bank board

members, and restrictions on individual borrowers, to prevent future financial

deterioration of state-owned banks. Amendments to the Banking Act will provide

the legal framework for these reforms and are expected to be passed in early 2024.

7). Increase in the borowing limit

Bank recapitalization and external debt restructuring will requte the issuance of
new debt instruments with longer maturities. Therefore, budget allocations are

needed to settle the existing debt and the borrowing limit needs to be increased.

Accordingly, I propose to increase the borrowing limit from Rs. 3,900 billion to
Rs. 2350 billion by Rs. 3,450 billion.

71. Law reforms

The Microfinance and Credit Regulatory Authority Bill and the Secured

Transactions Bill have already been tabled in Parliament, and the new

Microfinance Bill will provide more secure legal powers for clients. The new

Secured Transactions Act will enable SMEs to leverage more of their assets and

access loans for growth.

The Ministry of Finance is introducing new laws to further improve the principles

of good governance in Public Financial Management. The Public Debt

Management Act, Public Financial Management Act, Public Asset Management

Ac! Public Enterprise Reform law have already been finalized and are scheduled
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to be tabled in Parliament in December or in the first quarter of 2024. We initiated
the introduction of the new Investment Law and Public Private Partnership Law
to create an investment-friendly legal envlonment. The govemment is
introducing a new land law with new institutional changes to maximize the use
of land for economic development.

In addition to the above mentioned laws, we have already started the process of
introducing a number of new laws and introducing amendments to the existing
outdated laws to support the progress of the country. In this way, we :re
introducing 60 new laws and amending laws.

72. Governance Reforms

In contributing to the economic crisis, the government has recognized the
significant contribution made by weaknesses in economic governance and
especially financial govemance. The first step to solving an issue is
acknowledging the issue. Our government invited the International Monetary
Fund to conduct an independent assessment of the weaknesses in Sri Lanka,s
governance structures. This is the {irst time that a Sri Lankan govemment has
conducted such a review. Also, this is the first time that the Intemational
Monetary Fund has conducted an analysis of govemance in Asia. Sri Lanka has
suffered from governance-related structural issues. The govemment has already
identified many of the issues raised in the review and we are already taking steps
to address them. For example, measures to improve the procurement process,
addressing corruption weaknesses in revenue collection authorities, and
addressing issues related to investunent incentives are high priorities on the
government's agenda. Legislations are being prepared to address these issues.
New legislation is being drafted in the form of the Public Financial Management
Bilt.

73. New growth model

For several decades, Sri Lanka relied on debt-financed economic development
and welfare distribution. This was not a sustainable economic structure, and with
the restructuring of the country's debt, we have an opportunity to change this
model. Sri Lanka needs a new social consensus to decide, whether we want a low-
tax country with limited public services? Or do we need a country with more
government involvement with more taxes? Either way, there must be
productivity growth and shareable surplus for the development of the country.
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This new growth model should be based on a digitalized social market economy
with more effectiveness, equitability and green growth.

74. Sri Lanka Revenue Authority

While many efforts have been made recently to increase government revenue,

several recent reform measures have failed. Accordingly, considering
international experience to increase the effectiveness of revenue administration,
expedite reforms, provide solutions to human resources-related issues by
avoiding obstacles such as outdated government regulations, and prepare a

modern, efficient, and uninterrupted revenue administration system, I propose

to establish a new revenue authority. Further, it is proposed to establish a special

project team under the Ministry of Finance to coordinate the establishment of this
revenue authority. I propose to establish a special project committee to coordinate

matters in relation to the establishment of the revenue authority.

75. Global Economic Relations

The intemational market should be expanded for exports. And, we have to create

a competitive economy. For this, we are working to establish extended trade
agreements with our main partners in the region.

We are working to establish free trade agreements with Thailand, Indonesia,

Bangladestr, and China. We are taking steps to expand India's free trade

agreement into a comprehensive economic and technological cooperation

agreement.

On the one hand, we are entering a Regional Comprehensive Economic

Partnership (RCEP). On the other hand, we link with the common system of trade

preferences of the European Union. Therefore, our country gets opportunities to

enter all major global markets at competitive levels.

As a primary step to improving Sri Lanka's deeper connectivity with foreign trade

and global markets, we are taking steps to eliminate non-tariff imPort taxes,

including import CESS, Port, and Airport Levy. Easing of these taxes will be

phased out tfuough 3 to 5 years.

Sri Lanka's trade facilitation obligations of the World Trade Organization are

lower than many less developed countries. Several government instifutions have

not reached those goals while the selected trade facilitation measures such as
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accepting electronic payments and accepting digital documents are to be

completed.

Therefore, the National Trade Facilitation Committee will be established under
the chairmanship of the Treasury to the Secretary. We also hope to include some
other stakeholders in the committee.

Steps will be taken to further modemize the customs laws to prepare the customs
laws of Sri Lanka according to global best practices.

The National Committee for Effective Trade Facilitation is important for speedy
implementation of the National Single Window. It can have a positive impact on
internal trade and investment. The National Single Window will bring all border
management agencies into a single digital plafform and facilitate hade-related
regulatory documentation in a seamless and timely marmer. An amount of Rs.

200 million has been allocated for those works.

Registering trademarks in several countries is costly in terms of time and money.
We are working to accede to the Mafuid Convention which wilt make the
registration quickly and easily. This is crucial to increase the competitiveness of
Sri Lankan brands and increase the value of Sri Lankan export products.

76. Investments

As proposed in last year's budget, the government has taken steps to reform the
institutional and legal framework to promote and facilitate investrnent and hade
in the country. Accordingly, a new joint investment law has been drafted
establishing a National Economic Commission that oversees the institutional
framework that integrates the functions of the Lrvestment Development Board,
Export Development Board, Industrial Development Board and National
Enterprises Development Authority. For the establishment of the lnfrastructure
Corporatiory I propose to allocate Rs 250 million.

we expect to facilitate the investors by enhancing the automation of functions of
all government agencies providing services to investors and linking with relevant
approval or licensing authorities through simplification of relevant procedures,
interoperability, reduced cost, and time-consuming procedures. Rs. 100 million
has been allocated for this purpose n 2024.

176



I propose to establish new investment zones centered in Hambantota, Jalfna,
Trincomalee, Bingiriy4 and Kandy. I also propose to control these specific

investment promotion zones through the Infrastructure Corporation.

7. Improving productivity and steering production economies

As I mentioned in the 2023 budget speech, the legislation to set up a National
Productivity Commission has already been drafted and finalized. This

commission is to be established by 2024. For this a provision of Rs. 150 million
will be allocated u:.2024.

78. Towards a Digital Economy

I propose to restructure the organizational structure related to information

technology in the public sector to facilitate the digital economy by the year 2030.

Accordingly, efforts are being made to establish a digital authority with full
powers to provide the necessary leadership and direction for the digitization of
the public sector.

In addition, I also propose to establish a technological innovation council to

encourage technological innovation in coordination with the public sector, expert

institutions and civil society.

Also, steps will be taken to establish a National Center for Artificial Intelligence

to ensure an economic and social transformation, based on the latest trends in

digital technology, and artificial intelligence,

An amount of Rs. 3 billion is allocated to implement these activities for the next

year.

A critical backbone for this infrastructure will be the development of Sri Lanka's

digital identity. Steps have been taken to reach this goal and it is expected to be

completed in the year 2024.

?9. National Research Policy for Research in Sri Lanka

Research and development, technological advancement and innovation, play an

important role as a catalyst in promoting economic growth and supporting

economic progress and social well-being. I propose to formulate a national

research policy based on those facts. I propose to allocate Rs. 8 billion for this

PurPose.
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80, Tourism Industry

After the economic crisis, the tourism industry is making a progress. We need to
make a number of changes in the field of tourism based on the locatiory climate,
and historical heritage of our counky. We have to create a new tourism culture
by overcoming the haditional functions of renting hotel rooms, providing spaces

to enioy beach experiences and showing Sigiriya. A number of steps that lay the
foundation for that are included in this budget document.

It is expected to implement a long-term program in a new form under "Visit Sri
Lanka" from 2024 to promote the tourism sector. Our expectation is to bring at
least five million tourists to Sri Lanka every year. To facilitate this, the
government, provincial councils, and local goverrment instifutions should do a
lot of work. Also, we are working to adopt a new law regarding the tourism
sector. A provision of one billion rupees is given for these works.

The responsibilities of meeting the basic needs of the tourism sector are assigned
to the Provincial Councils. Provincial touism boards are being strengthened for
that. An amount of Rs. 750 million is allocated for the development of related
infrastructure. The necessary support is given to the Provincial Councils through
the Finance Commission.

There are more than 720 govemment-owned resorts and tourist bungalows. This
can provide approximately 3,750 rooms. I also propose to prepare a program to
attract local and foreign tourists by modernizing the government resorts and
using them to promote toudsm. I propose to allocate Rs. 600 million for these
development activities.

81. Pinnawala- Kithulgala Tourism Coridor

Kithulgala Water rafting Area, Pinnawala Elephant Orphanage and other tourist
attractions around it are being developed as tourist zone. The Rambukkanana
entrance of the Central Expressway is used for that purpose. The proposed
Galigamuwa New Town is being promoted as the hub of this tourism region. An
amount of Rs. 750 million rupees is allocated to implement this project as a joint
program within a period of 3 years.
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82. The creative economy

Creativity plays an important role in culture and society. The foundation of the
creative economy is technology and irurovation. Therefore, I invite relevant
stakeholders to take the lead in creating collaboration between creative spaces,

industry and academia. The govemment is ready to assist in building the creative
economy of Sri Lanka.

83. Gig economic affairs

Considering the new trends in gig economy activities and e-commerce

transactions, including cross-border transactions of goods and services, it is

proposed to introduce a simple policy and regulatory framework to facilitate gig
economy and e-commerce transactions, including cross-border transactions. It
covers the areas of payment system, fiscal revenue, and employee welfare.

&4. Green economy

We need to create a green economy in Sri Lanka to face the future with strength.

The climate resilience plan is the basis for the future vision of the sustainable

development agenda.

By establishing a Climate Finance Unit in the Treasury and a Climate Change

Office in the President's Office, steps are being taken to create the institutional
structure that will support the implementation of Sri Lanka's Climate Prosperity
Plan.

We have allocated 600 acres of land beyond the Kothmale Reservoir to establish

an International Climate Change University.

Sri Lanka is working hard to develop renewable energy sources including green

hydrogen, green ammonia, and solar and wind.

We are working to establish a climate change commission soon.

It is predicted that food shortages may occur in several countries in the Asian

region due to climate change. In this situatioru I propose to allocate Rs. 250 million
to launch a suitable program to ensure food seclrilty in the future and supply of
essential food to consumers without shortage and to provide technical and other

facilities required by small and medium-scale processors engaged in the food

production process.

We want to create a gre€n economy that protects trees and greens, environment..!
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We want to create a green society that loves the trees and greens, environment...!

We were able to present a green budget that would create a gteen economy and

a green society. It is a green budget that strengthens the country's future.

This green budget is an approach to a new economy. A prelude to a strong future.

A confirmation of the concept of symbiosis.

Conclusion

We were able to present a budget that will strengthen the country's future despite

there are many problems. But in this joumey, there are a number of other

problems in front of us that must be faced and overcome. There are no beautifuI

answers to these questions. Creating fairy worlds will not solve these problems.

We have to find answers to these questions gradually and scientifically. These

issues should be resolved without breaking the concept of symbiosis. That is the

challenging work we are doing now.

What will happen if we terminate this practice as suggested by some opposition

groups? Or what will happen if this practice is interrupted and disrupted? The

series of reforms carried out with the support of the Intemational Monetary Fund

will stop. If that happens, the debt restructuring operation wiII come to a
standstill. Confidence is broken and foreign exchange flow into the local banking

system will stop. With the shortage of foreign. exchange comes the shortage of
essential goods. Power cuts, fuel shortages occur again. The prices of goods and

inllation are rising beyond imagination.

Since the International Monetary Fund program was approved in Marc[ the

foreign income we started receiving again will halt. The government will have to
borrow more from the domestic market by raising interest rates again.

If that happens, we will slide back into economic hell. Our economy is derailed
beyond repair. Remember! If that happens again, no one in the world will come

forward to save Sri Lanka. The trust placed in us by all parties, including our
external creditors, the International Monetary Fun4 is broken. We are inheriting
the unfortunate situation that happened to a country like Lebanon.

In order not to fall back into such a situation, the economic and political system
of our country must be created anew. A new social consensus should be

established. \ [hat we have done in this budget document is to lay the foundation
for it.
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We can no longer become a nation dependent on others. After independence, our
first development projec! the Gal Oya campaign, was carried out with our own
funds. At that time we also gave loans to Britain. But today we are begging in
front of the whole world. Should we give the next generation a poor legacy? Or a

proud possession?

So, I request all the parties of this House to join the work order to rebuild the

country. If there is a better program than ours, present it to this House in detail.

Let's discuss. Let's implement the most suitable program. Let's inherit a proud

title for our future generations.

I am particularly thankful for the instructions given by the Honorable Prime

Minister for the presentation of this year's budget. Ministers of State Hon. Ranjith

Siyalapitiya and Hon. Shehan Semasinghe always give me their maximum

support. Thanks to them both. For this year's budget, many people from the

public and private sectors, including honorable members of this House, gave their

opinions and suggestions. I also exPress my thanks to them. I express my

gratitude to the colleagues of the honorable Cabinet and the members of

parliament who have provided support. I would like to express my gratitude to

the Treasury Secretary and other govemment officials who worked hard to
prepare the budget and to my staff.

Thank you!
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Summary of the Budget Estimates 2024
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Annexure ll
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Annexure III

Expenditure Proposals - 2024

No AXoc*ion
(3r.Mn)

1 Increase Monthly Cost of Living Allowance of Public Sector
employeesand Pensioners

133,000

2 Increase Monthly Allowance for Persons with Disabilities,
Elderly Citizens & Kidney Patientsfl)

5,000

3 Expediting Compensation for Mssing Persons 1,000

4 Providing Land Ownership to the Farmers 2,000

5 Land Ownership for Estate Population 4,000

6 Expansion of Bimsaviya Programme 600

7 Decentralized Budget 11,250

8 "Kadurata Dashakaya" lntegrated Village Development
Program

10,000

9 Rural Road Maintenance and Management 10,000

10 Rehabilitation of Roads and Bridges Damaged due to Natural
Calamities

2000

11 Establishment of University of Education 1,000

t2 Development of University of Peradeniya 500

13 Establishment of National Institute of Allergy and Immunology 40

14 Vocational Education and Training through Provincial Councils 450

15 Skills Development in ICT through Apprenticeships 750

76 Youth & Adult Leaming 150

77 English for All 500

18 Upgrading the facilities of the Medical Research lnstitute 75

t9 Upgrading the facilities of the National Drugs Quality
Assurance Laboratory

25

20 Establishment of a Cardiopulmonary Resuscitation Unit in
Badulla

300

21 Health in Sri Lanka - Heal by Sri Lankan
Indigenous/Ayurvedic Entrepreneur Promotion programme

100

22 Strengthening Agriculture and Fisheries Modemization Boards \5N
2j Fisheries Indusbry Development in Northem Region 500

24 Nation Branding of Sri Lanka

tu
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.'No Allocation
(Rs.Mn)

25 Economic Empowerment of People engaged in Handloom
Sector

300

26 Construction of Houses for Intemally Displaced Persons 500

27 Initiate the preliminary work of the Water Supply Project in
faffna

250

28 Development of Pooneryn City 500

29 Construction of Galle District Auditorium 500

30 Development of Bandarawela Wholesale Vegetables Center 250

31 Lower Malwathu Oya Pro.ject 2,500

32 Anuradhapura Great Temple University Construction
Programme

400

33 Establishment of an Intemational Buddhist Library in
Anuradhapura

100

34 Establishment of a Modem Museum on Buddhist Culture in
Kandy Gty

200

35 Development of School & Outstation Cricket 1,500

36 lGndy Multi Model Transport Hub-Access Road 1,500

37 Greater Mihinthale 200

38 Establishment of a National Janasabha Secretariat 700

39 Construction of Hingurakgoda Intemational Airport 2,000

44 Youth Development Programme 1,000

4L Flood Control in Galle District 250

42 Establishment of the Economic Commission 250

43 Establishment of National Productivity Council 150

M DiCrtal Economy 3,000

45 Preparing Institutional Structure for Research and Development 8,000

Activities
46 Green Economy - Ensuring the Food Security 250

47 Development of Tourism Inlrastructure in Local Authority
Areas

1,000

48 Urili?ation of Govemment Holiday Resorts for Tourism 600

lndustry Promotion
49 Development of Pinnawala-Kithulgala Tourist Corridor 750

50 100

Nofs o) In addition to this provision Rs. 3,000 Mn has already been allocated under
vote particulars 102-1-02-040-1501

Development and Implementation of a Risk Management
Software in Sri Lanka Customs
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Annexure fV

Key Welfare and Subsidy Programmea - 2024

(Including Budget Proposals)

Aswasuma cash transfer program for vulnerable people
180,s00

Financial support for elders
15,500

Support for low income disabled persons
6,000

Financial support for kidney patients
3,000

Medical supplies for hospitals
180,300

World food program
1,800

Health insurance for school children (Suraksha)
2,@0

"Guru Abimani" allowance for pre-rhool teacher
550

"Suwasariya"-1990 free ambulance service
4,400

Agrahara insurance scheme for pensioners
919

Free school text books
20,000

Free school uniforms
5,000

Shoes for students of schools in difficult areas
2,500

Grade 5 scholarships
938

Mahapola and bursaries
2,500

Interest free loan scheme of non-state university students
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Rs. Million
Provlslon

Allocated in
M4

School & higher education season tickets
10,500

Thriposa programme
9,000

Nutritional food package for expectant mothers
10,000

School nutritional food program
1,6,700

Moming meal for pre-school children
2,102

Facilitate dhamma school teachers
635

Fertilizer subsidy
19,500

Farmer pension
5,386

Subsidies for Tea, Rubber, Coconut and other crops
1,900

Interest subsidy for senior citizen's accounts
20,000

Interest subsidy for subsidized loan schemes
2,837

Property loan interest subsidy to the public servants
2,521,

Subsidy for the running busses on unremunerated routes and Sisu

SariyaGami Sariya,and Nisi Sariya bus services 4,000

Pension payments
401,,458

Service compensation for death and injued soldiers
tt4,500

"Ranaviru Mapiya Rakawarana" allowance
2,280

Urban regeneration programme housing subsidy 18,470

Agricultue insurance scheme 1,000

Empowerment of low-income families

t87

1,050



(Rs. Million)

ftogremac
Proviaion

Allocated irr
8A

Scholarship program for students pursuing vocational education 7N

Provision of housing and infraskucture for the estate community
4,625

Urban low-income housing
3,2N

Provision of houses for resettlement
2,000

Expedite the payment of compensation for missing persons
2,s00

Skills through apprenticeship
750
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Annexure V

Measures to Improve Tax Administration and Tax Policy Revisions

9. Inland Revenue Department

9.1 Income Tax (Amendments to the Inland Revenue Act, No. 24 of 20171

9.1.1 TaxPayablebyWithholding
(a) A special tax retum requfuement will be introduced for the deduction of

2.5% withholding tax levied on the sale price of any gem sold at an auction
conducted by the National Gems and Jewellery Authority. ExemPtion
under Inland Revenue Act will be allowed subject to such retum
information.

(b) The withholding tax certificate issued by the withholding agent Pursuant
to section 87 shall be issued without charge or payment from the
withholdee.

9.1.2 Income tax on Unit Trusts and Unit Holders
The current tax treatment of Unit Trusts shall continue to apply subject to the

mandatory requirements of fumishing information specified by the

Commissioner General such as details of income, exempt amounts and

withholding tax details to every unit holder before 30th August following the

year of assessment. Any Unit Trust who has not complied prior to that date

will be deemed as a Unit Trust that does not conduct an eligible business.

9.1.3 Prosecution actions against failureg to file tax returns
A special penal provision will be introduced to prosecute persons who have

not submitted tax retums and information required by the tax officials.

9.1.4 Clarity of certain provisions will be improved
Section 18, 6Z 163 will be amended to improve the clarity of the application

of such sections.

9.1.5 Submission of Documentary Evidence
The documentary evidence called by tax officials during tax audits or

administrative reviews but not submitted within a reasonable period of time

(5 months from the original date of call for evidence available in Sri Lanka

and 9 months for others), will not be allowed to submit during the hearing at

Tax Appeals Commission. Relevant provisions in the Tax Appeals

Commission Act, No. 23 of 2011, will be amended as well.

189



9.1.6 Tax Identification Number
Submission of a copy of the Certificate of the Taxpayer Identification Number
(TIN) will be made a mandatory requiremmt toi
(a) Open bank current account at any bank;
(b) Obtain approval for a building plan, by the applicant
(c) Register a motor vehicle or renew licmse, by the owner
(d) Register a land or title to a land, by the buyer
The required guidelines will be issued by the Commissioner General.

9,1.7 Income Tax Treatment on Salary Arrears
Present tax tr€atmmt on salary arrears will be changed to remove the
excessive tax liabilities of the employees, with effect from January 1, 2024.

9.2 Value Added Tax

9.2.L Amendment will be introduced enabling the Commissioner General
to specify the format of the tax invoice

9.2.2 the expression "taxable Period" in section 83 of the VAT Act, will be
defined to have same return filing frequency for all taxpayets

9.2.3 A gazette notification will be issued to implement the increase of VAT
rate with effect from lar:r.nry 7,2024.

9.2.4 The registered persons will be encouraged to use Point of Sale (POS)
machines which automates invoicing and sales recording to support
VAT collection in supplying goods or services.

10. Excise Department

10.1 Tax administration meagures for the Excise Department of Sri Lanka

10.1.1

70.7.2

10.1.3

a)

b)

c)

d)
e)

0

lntroduction of an online license-issuing system to provide customer
friendly and efficimt regulatory environment expeditiously
Appoint a committee to evaluate the security features and security
features management system to address the issues including fake or
counterfeit stickers.
A new excise licensing system will be introduced toi

Streamline the guidelines/rules for various types of licensm
revise the maximum limit for certain licenses with a view to
address the irrational distribution of liquor outlets creating 'Dry
Areas'
introduce flexible opening hours to discourage illicit selling of
liquor and to maintain industry discipline
revise related regulations for the tourism promotional activities
introduce an appropriate policy for soft liquor licenses
maintain the indusbry discipline at the highest possible level

190



h)

Establish Design and Monitoring Unit and Risk Management Unit
at the Excise Department
Introduce Key performance Indicators (KPIs) related to core
administration f unctions

10.1.4 The toddy tender system will be revised to gain more revenue to the
govemment while discouraging illicit toddy industry

10.1.5 Adminiskative fees on the services provided by the Excise

Deparhnent will be introduced
10.1.5 Networking and sharing intelligence and information with

stakeholder institutions will be done

10.2 Policy Proposals of the F.xcise Departnent of Sri Lanka

10.2.7 lntroduction of Sri Lanka Standards (SLS) for toddy and all types of
locally manufactured liquor to maintain the quality of products
targeting local as well as foreign markets
Increase the Excise License fees with a rationale that is corresponding
to the present demand for those licenses

Encourage investments for new types of liquor products targeting
foreign markets
Make selected locally produced liquor to be available in duty free
shops
Introduce 'Revmue Administration System for Excise Departsnent'
(RASED) by end October, 2024 to increase the efficiency and
productivity of excise revenue management and minimize the risk for
wastages and cormption
Encourage R&D, product innovation, product diversification, quality
enhancemen! export orientation, and import substitution in the liquor
industry
Strengthen the tax collection and enforcement in Beedi Industry

c)

10.2.2

10.2.3

70.2.4

10.2.5

10.2.6

10.2.7

11. Department of Sri Lanka Customs
3.1 Development of risk management capabilities of Sri Lanka Customs by

developing a sophisticated software solution. The project goals include

enhancing risk assessment for revenue risks, improving operational efficiency in
customs clearance, ensuring compliance with regulations, and creating a

sustainable, adaptable software system for futue needs.

3.2 Establishment of a mechanism to prevent mis-invoicing and upgrade

ASYCUDA system

3.3 Introduction of Key Performance Indicators (KPIs) related to core

administration functions of the Customs.
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12. Technical Rectifications and clarification of adminiskative provisions

Necessary amendments will be made to the respective provisions of the Inland

Revenue Act, No.24 of 2012 Value Added Tax Act No.14 of 2002, Finance Acts

and Finance (Amendment) Acts, Social Security Contribution Levy Ac! No.25 of
2022, Telecommunication Levy Act No A ol2071., Tax Appeals Commission Act

No 23 of 2011, in order to streamline the revenue administration and to rectify

certain ambiguities and unintended effects (including differences in hanslations)

and for the avoidance of doubts.
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Annexure VI

Emerging from Economic Crisis: Challenges & Options

Historical & Structural Drivens of the Crisis

The roots of Sri Lanka's economic crisis extend for many years and indeed
decades. Since independence, the country has, for many decades, run large
budget deficits where govemment expenditure exceeds government revenue.
This is evident in the fact that the country has run a primary budget surplus in
only 5 years since independence - namely 1954, 1955, 1992,2017, and 2018. In
additioD the country has been rururing significant current account deficits in the
balance of payments, indicating that Sri Lanka has been living beyond its means.

Govemment expenditure over the decades have typically comprised spending on
wages and pensions of state employees (including healthcare workers, teachers,

military and public security, and public administration), welfare payments
(fertilizer subsidies, social safety nets such as Samurdhi/fanasaviya, debt service
costt and capital expenditure (roads, power supply, water supply, irrigation,
ports and airports etc.).

Sri Lanka's govemment expenditure is largely a reflection of the inlormal social
contract in the counEy where the majority of citizens expect the government to
provide a large volume of public services and substantially participate in
economic activity. This is in the form of universal free educatiory free healthcare,

substantial public weUare measures such as subsidised fertilizer, public
hansport, and utilities. The govemment has also become the employer of last

resort, with the public service now reaching close to 1.5 million individuals, most
of whom have non-contributory pensions. Govemments that have significantly
deviated from these norms in the past have typically faced electoral punishment.
A lack of fiscal discipline became the norm over several decades.

Fiscal Trends: A build-up of debt over many decades

In the 1980s, capital expenditure accounted for around 43o/o of total public
spending, this ratio dropped to 25% tn the 1990s and capital expenditure has

remained under 25% of total public spending during the 2000s. Therefore, 75% of
public expenditure has been on recurrent spending in the above areas (salaries,

pensions, welfare, interest) which was required to fulfil the informal social
contract and largely non-discretionary in nature. This has hindered the
govemment's effective contribution in generating long term economic growth to
create opportunities for the masses.
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Between 1960 and 7992, the govemment revenue to GDP ratio dropped below
20o/o oriy in two years - 1977 md 1982 (both years 19.7o/o of GDP). At the time,

government revenue was supported by taxes on su4rlus of export plantation
commodities. During the same period govemment expenditure dropped below
?57" only in 2 years. In fact between 1978 and L99L, govemment exPenditure did
not drop below 30% of GDP.

In the 30 years between 1979 ar:id 2009, the government budget deficit dropped
beLow 7% of GDP in only 4 years and never dropped below 6% of GDP. These

budget deficits are the outcome of public expenditure over and above successive

govemments' ability to collect tax revenues. These deficits accumulate over the

years resulting in the build-up of public debt, as the country lived beyond its
means.

Financing Debt

Budget deficits have to be financed by borrowing either from the domestic market
sources (Treasury biUs and bond+ the state bank overdrafts, or Central Bank
financing, known as monetary financing), or from foreign sources. This balance

has to be carefully managed since excess borrowing from the domestic market
can cause interest rates to increase and suppress economic growth. Alternativelp
excess financing from the Central Bank will cause inflation to accelerate and
destroy wealth and purchasing power of citizens.

Likewise, excess borrowing from foreign sources can create repayment pressures
which iI not matched by equal growth in external non-debt creating inflows
(exports of goods/services and FDI), will cause balance of payments issues and
currency crises.

Sri Lanka was able to finance these large budget deficits in the 1.980s and 190s
through low cost concessionary financing from donors such as the World Bank,
Asian Development Bank, Govemment of ]apan and so on. These funds were
raised at very low rates (often 0% lo 2% interest) with typical grace periods
around 10 years and repayment horizons exceeding 30 years.

Such concessional debt financing created only moderate external account
pressures and enabled govemments to manage cash flow needs without relying
on significant domestic resource mobilisation (domestic tax base). This was
possible until around 2fi)6 when Sri Lanka per capita GDP exceeded USD 2000.
Crossing this threshold reduced Sri Ianka's access to low-cost concessionary
financing from traditional donors.

At this point, Sri Lanka had two choices; 1) reduce budget deficits and thus reduce
financing needs 2) shift emphasis from foreign borrowings to domestic
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borrowings. Sri Lanka however chose a third option, which was to continue with
high budget deficits but to switch to alternative sources of foreign financing
which was commercial markets and other non-traditional bilateral lenders. The
former was used to finance the general budget deficit and the latter was typically
used for project financing.

Extemal commercial financial took place in the form of typically long term, for
example, L0 year international sovereign bonds, short term foreign investment in
rupee bills and bonds, and a smaller volume of syndicated loads. The sovereign
bonds and typical bilateral financing had maturity periods of roughly 10 years.

This period coincided with a very conducive extemal environment where global
financial markets were flush with abundant liquidity following the response to
the global financial crisis of 2008, and investors were more than happy to invest
in hitherto untapped frontier economies like Sri Lanka in search of higher interest
rates.

Thereforg between 2007 (when the first international sovereign bond was issued)
and around 2018, there was limited pressure on external finances in terms of
repayment of maturities of these debt instruments and in terms of ability to roll-
over debt. From 2019 onwards, as the new sources of extemal debt began to
mature, Sri Lanka's extemal debt repayments ballooned to USD 4-6 billion per
annum. Just a few years prior to tha! extemal debt repayments were tlpically
under USD 1 billion per annum.

Debt Repayment Pressures

During the period leading up to the sharp increase in debt repayments (from 2019

onwards), Sri Lanka should have taken steps to build up repayment capacity.
That would be in the form of running primary budget surpluses by improving
the domestic tax revenue base, and running current account surpluses in the
balance of payments to support external debt repaymentsl.

However, for the most par! the status quo remained. While there was a dramatic
change in the country's financing options, there was little or no change in the

country's spending and savings behaviour. Successive govemments continued to

1 Running primary surpluses and current account surpluses requires a balance of fiscal policy and

monetary poliry that encourages savings over consumption. This typically means enhanced

govemment revenue and moderate spending to minimise government dissaving, and positive

real interest rates to encourage private savints.
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run large budget deficits and current account deficits and fiscal consolidation
efforts were not a permanent feafure of fiscal policy.

While current account deficits improved from an average ot7.7o/o of GDP in the
1980s to 4.8% of GDP in the 1990s and 4.1% of GDP in the ten years leading up to
2015, the deficits remained too high to support a sustainable extemal account. The

external deficit in the balance of payments had to be filled by foreign borrowings.

The last two decades also coincided with a period where exports as a percentage

of GDP were on the decline. High border taxes, over-valued exchange rates, and
high consumption to savings ratios all contributed to the anti-export bias that
compounded current account challenges.

When tax revenue should have been gradually increased, the opposite happened.

Since 1995, government revenue to GDP declined from 20.1o/o to 11.9% of GDP by
2019. Government expenditure has remained in the range of 20% of GDP since

2010 - which is not excessive compared with regional and income peers, and Sri
Lanka is in fact lower than these averages.

By 2019, the accumulated central govemment debt had reached 82% of GDP. The

economy was generating diminishing levels of tax revenue compared to the level
of expenditure that it had to sustain to maintain the informal social contract. Until
2019, it was also possible to raise external financing without having to face the
consequences in terms of repayments of the same.

SOEs and Complex Macroeconomic Interactions

In fact, total debt was higher than 82% since a further debt of 7% of GDP was
parked in state owned enterprises. This is the result of persistent losses

accumulated in large state owned enterprises - particularly the Ceylon Petroleum
Corporation (CPC), the Ceylon Electricity Board (CEB), and Sri Lankan Airlines.

Losses in the CPC and CEB have resulted due to the failure of successive

governments to ensure cost recovery pricing of utilities. Both entities face costs

largely due to exogenous factors (global fuel and coal prices) and cost of past debt,
beyond the control of the management or government. But public expectations
have been that such costs should not be passed on to consumers of these products
and governments adhered to such public pressures.

As a result, prices of fuel and electricity have regularly below cost recovery levels,
leading to build up of losses at these entities. The below cost pricing also resulted
in over-consumption of such products, compounding the current account deficit
of the balance of payments (fuel being Sri Lanka's single largest import).
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The SOE losses were also not regularly funded by govemment transfers. Instead,
the losses were financed by the state-owned banks. However, in a situation where
selling prices were constantly below cost, the CEB and CPC could not make a
surplus to enable settlement of bank debts.

Therefore, the SOE debts kept accumulating at the banks as well - threatening the
stability of the state banks. Most of the bank loans were required to fund raw
material imports of these SOEs and were in foreign currency. Therefore, the banks
had to keep borrowing alternative sources of foreign curency from overseas

counterparties to be able to fund the CEB/CPC forex loans on their balance
sheets. This debt cycle was only possible as long as extemal financing lines
remained open.

Debts also accumulated between the different SOEs. For instance, due to lack of
electricity tariff revisions, the CEB did not have sufficient revenue to pay the full
cost of fueI purchased from the CPC. Sri Lankan Airlines also accumulated large

arrears to the CPC. These issues have been compounded by govemance and
management issues of SOEs' lack of commercial orientation for the purpose of
achieving sustainability and financial viability. This created a complex and

dangerous cocktail of debt accumulation across different sections of the economy

- most importantly creating increasing risks in the financial sector.

Successive govemments tried to achieve weffare objectives by suppressing

market prices, leading to large losses at SOEs and resultant adverse fiscal and

financial sector spillovers. Welfare objectives should have been addressed by
targeted direct cash transfers instead. Weak govemance and lack of fiscal

discipline characterized successive governments in recent decades. Continuous

breaches of the Fiscal Management Responsibility Act, institutional weaknesses

and comrption vulnerabilities in revenue collection departments, and abuse of

investment incentive schemes are just a few examples of such fiscal governance

issues.

The above history of the last few decades outlines how Sri l,anka has attemPted

to sustain a large public sector and government footprint demanded by its
informal social contrac! using ever diminishing Sovernment revenues. The

resultant imbalances were funded by extemal debt which were increasingly

expensive on inceasingly challenging Payment terms. These structural
imbalances resulted in a perilous equilibrium, leaving the country highly
vulnerable to any shocks.
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The 202U2fi/2 Economic Crisis

ln 2076, Sri Lanka entered its 16th IMF prograrnme considering the challenges
expected during the subsequent period. A revenue based fiscal consolidation
prograrnme commenced with increases in VAT to 15% and personal income taxes

being increased to a top rate ol 24"/o and the standard corporate tax rate being
increased to 28% (albeit with most sectors subject to a concessionary rate ol14%
including all SMEs, exports, tourism, IT, agriculture, and education).

A primary surplus in the budget was achieved n 2017 and 2018 (although
including some arrears) and revenue to GDP saw a gradual increase from a low
of 11,.2% n 2014. The govemment at the time expected to gradually restore fiscal
sustainability and ensure debt sustainability during the upcoming period of
elevated debt maturities. A key priority was to maintain credit ratings in order to
ensure financial market access to safely roll-over maturing extemal debt.

In mid-2020, the IMF programme was abruptly abandoned. VAT was reduced to
8%, personal income tax was reduced to 18% with high thresholds and corporate
tax rates were reduced to 24% vtrth. further expansion of concessionary rates
including 0 rate for IT and ago-farming. With the change in fiscal policy
trajectory, credit rating agencies reacted adversely and Sri Lanka's credit ratings
were downgraded locking the country out of global capital markets by early 2020.
In fact, in December 2019, shortly after the tax cuts were announced, Fitch ratings
changed the rating outlook on Sri Lanka to negative, citing the ramifications of
the tax cuts for debt sustainability and since then, there was a series of rating
downgrades untrl early 2022.

It was in this context that the COVID-19 pandemic hit the economy. The resultant
lockdowns and freezing of economic activity caused government revenues to
crash and the budget deficit ballooned to double digit levels. With the credit
rating downgrades, Sri Lanka was not able to raise external financing to fund the
rising budget deficits. The govemment also took the position that interest rates
should remain at single digit levels to support economic activity. Funding the
entire deficit through the domestic Treasury bond and bill market would have
caused interest rates to escalate. Therefore, the govemment began funding most
of the budget deficit directly through the central bank by monetary financing.

During the first half of 2020 the government approached the IMF to access a Rapid
Financing Instrument which was provided by the IMF to several dozen countries
to mitigate the impacts of the pandemic. However, at that time, the government
was informed that Sri Lanka's debt was unsustainable and that the IMF could not
lend to the country unless steps were taken to restructure public debt. The
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government at the time did not wish to take that pattr, choosing instead a "home-
grown solution".

HomeArown Solution

Over the next two years, the govemment continued to fund the double digit
budget deficit through domestic Iinancing with a significant component of
monetary financing. In the absence of foreign financing, it was not possible to roll-
over maturing external debt, therefore the country's foreign exchange reserves
were used to settle mafuring debt. Foreign exchange reserves began to gradually
diminish from around USD 7.6 billion at the end ot2019.

During this time current account inllows to the balance of payments had also

dried up due to the lack of tourism earnings during the pandemic. From mid-
2021, remittances also began to reduce since the govemment pegged the Rupee
at the rate of 203/USD, whilst informal markets offered significantly higher rates,

attracting remaining remittances away from formal banking channels. Adding
more pressures, confidence of the investors, foreign partners and even of the
expatriates was lost aggravating the drying up of foreign inflows.

In the second half of 202'1,, as official foreign exchange reserves had declined
below USD 3 b& the shortages of foreign currenry liquidity in the banking sector

began to translate into shortages of essential imported commodities. Long queues

began to form for products such as cooking gas. The situation continued to
escalate as the government found it impossible to raise extemal financing due to
the weak credit rating of CCC or below.

At the same time, the favourable global liquidity conditions of the last decade and
a half had begun to reverse as global Central Banks entered a tightening regime
following the end of the Covid-19 pandemic. In March 2022, the Federal Reserve

began raising rates, rapidly taking liquidity out of global markets. The other
global central banks also followed the suit.

By early 2022, the forex shortages reached exheme proportions. There were

several defaults in the inter-bank foreign exchange market and defaults on letters
of credit. External financing lines to the banks carne to a halt and the inter-bank
market all but froze as well. Opening LCs was no longer an option to fund
essential imports. It was with geat difficulty that a banking crisis was averted
during that time.

Shortages of fuel reached such an extent that people had to queue for four to five
days to obtain 10 litres of petrol or diesel. Power cuts ran uP to 13 hours. Essential
medicines were in short supply. Some people died while waiting in queues.
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Images of the few tourists remaining in the country dining in darkness in their
hotels were aired around the world. The crippling supply chain disruptions
upended the manufacturing and agricultural sectors which was already in
trouble due to the lack of fertilizer. The lack of fertilizer threatened to result in a
major food crisis by the second hall of the year, particularly since there was no
foreign exchange to import food in case of domestic production shortfalls.

Inflation began to gallop as supply chain disruptions were the fuel added to 2
years of extensive monetary financing that led to significant demand pressures.

As prices spiralled the real income and wealth of the citizens, particularly the
poor and vulnerable, was eroded day by day. Eventually, inllation peaked at a
Sri Lankan record ol70% in September 2022.

In March 2022, the steady trickle of protests gained momentum and spilled over
into mass scale public protests. On the 18m of March 2022, President Gotabaya
Rajapaksa officially wrote to the International Monetary Fund (IMF) with Request

for an IMF Engagement in Sri Lanka, which was reinforced tfuough another letter
to the IMF on the 07m of April 2022 with a Request for an Appropriate Fund
Supported Programme to Sri Lanka. The Cabinet of Ministers resigned, as did the

Govemor of the Central Bank and the Secretary to the Treasury. A new Central
Bank Governor and Secretary to the Treasury were appointed in the first week of
ApriL2022.

By the 1.1.h of Aprif usable foreign currency reserves had dwindled to USD 24

million. The following week after the new near holidays, there was a debt service
payment of USD 182 million on the 18h of April. The Central Bank also had short
term commitments to pay for fuel, coal, and other essential imports amounting to
over USD 500 million. Foreign currency debt repayments for the rest of the year
2022 amounted to USD 4.3 billion. Sri Lanka had run out of options and the
government had to declare a unilateral moratorium on selected external debt
payments pending the restructure of its debts. The country was officially
bankupt.

Economic Rescue

\iVhile adopting aggressive policy measures since April 20?2,5i Lanka entered
into negotiations with the IMF to implement an economic reform programme that
would address the structural imbalances deeply entrenched in the Sri Lankan
economy. This was not like an ordinary programme where the negotiation is
between the government and the IMF - in such programmes, like in 2016, there
is a fair degree of flexibility in negotiating terms. Sri Lanka unfortunately lost that
chance when the programme was abandoned in 2019.
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The 2022 programme was from a position of unsustainable debt, and therefore,

Sri Lanka needed to ask its creditors to accept losses on their claims on Sri Lankan

debt. As a result, the economic reforms undertaken had to also demonstrate to
extemal creditors that the country was making deep and meaningful reforms that
they were willing to support by accepting losses on their claims.

The most important aspect of Sri Lanka's engagement with the IIvIF was the fact

that it provides an anchor of credibility to the economic path the country is taking.
Without that credibility, extemal actors; both govemment and private, would not
be willing to engage with Sri Lanka in terms of financial assistance or even hade

credit. Given the prevailing economic context even in November 2023, a deviation
from that path would undermine the credibility of the economic path and once

again cut off Sri l^anka's access to extemal finance.

The immediate priority was to address the deep fiscal imbalances. Even

regardless of the IMF programme and debt restructuring, the govemment's fiscal

casfulows were simply not sustainable without a substantial increase in revenue

generation to enable the provision of even basic public services. Govemment

expenditure is predominantly rigid non-discretionary spending items. Whatever

limited savings can be gained through greater efficiencies and discipline in
procurement and capital expenditure will not be sufficient to bridge the wide

fiscal gap.

Treasury Cash Flow Pressures

Even with the reforms that have been put in place as of November 2023, in the

upcoming year each month, the Treasury must find Rs. 93 billion to pay public

sector salaries, Rs. 70 billion to pay pensions and public welfare including free

medicines, Aswesuma, and Rs. 220 billion to pay monthly interest cost. |ust these

three items require Rs. 383 billion per month. None of these spending items can

be easily reduced in the short term. In comparison, in the first 9 months of 2023,

monttrly tax revenue was Rs. 215 billion. This is before consideration of debt

repayments and essential capital investments.

In the pas! it was possible to finance this kind of budget deficit with borrowing

from foreign sourcet with overdrafts from the state banks, and when that was

not available, to directly fund the debt through the Central Bank (money

printing). Today, there is very limited foreigrr financing available until debt is

restructure4 the state bank overdraft is reduced from over Rs. 900 billion in 2021

to Rs. 70 billion at presenq and central bank financing is disallowed under the

new CB.SL Act.
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Tax Reforms

Therefore, until government revenue improves from the present 10% of GDP to a

sustainable level of at least 15% of GDB it will not be possible to avoid another

crisis in the near future. It is in this context that the govemment has had no option
but to increase tax collection. In doing so, the emphasis has been to maximise

revenue from progressive direct taxes such as corPorate and personal income

taxes and to focus on a simple strucfure of a few core taxes, including VAT and

core excises (tobacco, alcohol, fuel).

With regard to personal income taxes, the tax strucfure was developed based on

the o{ficial Household Income and Expenditure Suwey data. Accordingly, with a

tax free threshold of Rs. 100,000/month stil only the top20% of the Sri Lankan

population are subject to personal income tax. It is very challenging for Sri Lankan
authorities to negotiate with the IMF and creditors requesting tax reductions on
the top 20% of the population within less than a year of formally commencing the

IMF programme.

The VAT rate will be increased up to 18% in fanuary 2024 along with elimination
of almost aII VAT exemptions other than for products relating to healttL

education, and a few essential foods. This brings Sri Lanka in line with regional
peers including India and Pakistan, in terms of standard VAT rate. Once the

resulting VAT collections enable overall tax targets to be met, it will be possible

to phase out other indirect taxes such as the Social Security Contribution levy
(SSCL) and rationalise the Special Commodity levy (SCL), which are distortive in
nature.

Tax Compliance and Administration

Whilst increasing tax rates have been essential to bridge the cash flow deficit and
enable the delivery of basic public services, a sustainable increase in revenue

requires significant improvements in tax administration and compliance. Several

measures have begun implementation with a view to improving tax
administration. This requires deep institutional reform, extensive digitisation,
and a substantial shift in mindset within and outside the relevant departments.

Here again, it is not pragmatic to expect an ovemight change in deep seated

legacy issues and structural problems that have become embedded over several

decades. Measures have now begun to fast track digitisation by minimising
human interaction. Long overdue arrears for the Revenue Administration
Management Information System EAMIS) have now been settled enabling
implementation by December this year. Professional bodies hitherto outside the
tax net have now been registered. Integration between the Inland Revenue

Department and key government authorities such as the Land Registry,
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Department of Motor TraIfic, financial institutions, CRIB, is now being fast
tracked to improve compliance.

Tax authorities are also accelerating efforts to collect past due taxes, with specific
targets being set. However, it must be kept in mind that most of these past due
taxes are subject to legal dispute. Until due legal process is complete, it will not
be possible to claim whatever revenue is legally due to the govemment.

These compliance measures will improve Sri Lanka's revenue collection in the
coming years - but it will take some time for the expected targets to be met. Until
such time, the govemment has had no option but to increase tax rates in order to
bridge the financing gap and to be able to fund basic public services. It should be
evident that there is very little leeway or policy options available other than the
measures that are currently being adopted by the Sri Lankan authorities.

SOE Reforms: Addressing Complex Interactions with Banks

Similarly, there is little or no option with regard to ensuring that electricity and
fuel are priced in a manner that fully reflects costs. Due to mispricing, the CPC

and CEB consistently ran losses until by 2022 CPC's debt approached a hillion
rupees and CEB debt approached Rs. 800 billion. At this point the state banks
were no longer able to finance the working capital requirements of these two
entities and supply of electricity and fuel would have come to a standstill until
cost-reflective pricing for the two entities was implemented.

The govemment is now in the process of restructuring the debts accumulated by
these SOEs on the books of the state banks. When these debts are restructured,
the banks may face large losses which have to be met by capital infusions from
tax payer funds. ln 2024, the govemment has allocated Rs. 450 billion of tax payer
funds to recapitalise the state banks. This adds to the burden of raising tax
revenue to meet expenditure obligations. Part of this recapitalisation allocation
is required to plug the hole created by debt of the CPC due to years of mispricing
of fuel. These mistakes cannot be repeated in the future if Sri Lanka wants to avoid
another deep economic crisis.

The above example illustrates the deep inter-connections that are inherent in the

prevailing economic crisis. Sri Lanka has been able to avoid meeting the true costs

of its failure to collect sufficient taxes and continuous mis-pricing of energy by
parking these debts on the balance sheets of SOEs and the state banks. However,
with the crisis coming to a peak, this has all begun to unravel.

Debt Restructuring

The other key challenge to restore economic stability is the process of
restructuring debt. The debt restructuring process is being undertaken with tfuee
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key debt sustainability targets i.e. reducing the public debt to GDP ratio below
95% of GDP by 2032, reducing gross financing needs (GFN) to below 13% of GDP

d:urung 2027-32 period and reducing foreign debt servicing ratio below 4.5o/. of
GDP during 2027 -32 period.

There has been criticism over the policy choices made in the domestic debt
optimisation (DDO) process. A DDO was essential in order to meet the

govemment's target for reduction of gross financing needs given the fact that the
bulk of the government's interest cost arises from domestic debt.

Contrary to popular belief, the biggest impact of the DDO has been on the state

banks. The restructuring of Sri Lanka Development Bonds (SLDBs), Foreign
Currency Banking Units (FCBUs), and SOE debt has already resulted in a

substantial impact on capitalisation of the key state banks, which is why the
government has allocated a sum of Rs. 450 billion to recapitalise these entities in
2024 to ensure continued stability of the financial system. In order to reduce the
burden on tax payers it is essential that external shareholders are allowed to
infuse capital into the state banks to allow them to grow and remain a key
component of Sri Lanka's economic system.

Whilst there has been criticism that the restructuring of Treasury bonds excluded
the banking system holding of such bonds, this criticism has failed to grasp two
basic points. First, over 75o/o of the Treasury bonds held by the banking system
are held by the state banks. Reshucturing these bonds would have resulted in a
significant recapitalisation requirement which would have had to be funded by
the tax payer - requiring additional tax increases.

Second, the state banks have already absorbed a large impact from the DDO as

illustrated above due to the restructuring of their holdings of SLDBs, FCBU debt
to the govemment, and SOE debts. The DDO implemented by the government
struck the most feasible balance between sufficient debt treatment to reach the
debt targets whilst ensuring the stability of the banking system and avoiding
further tax burdens on the population.

Complex Policy Mix in Navigating Reforms

The inter-connected nature of the crisis is further illustrated by the fact that the
restructuring of the foreign curency debt held by state banks has knock on
impacts on the foreign exchange reserve collection targets of the Cenhal Bank.
The restructuring of bank forex debt results in a gap in the net open position
(NOP) of the banks which has to be bridged by the banks purchasing foreign
currency in the market. This leaves less room for the Central Bank to buy up
foreign exchange to build up its reserves and ensure stable exchange rates. This
in turn has forced a longer period of import restrictions which hinders the
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government's ability to enhance revenue since approximately 50% of the
govemment's tax revenue collection pre-crisis was collected at the border.

The above details underscore the extreme complexity of the poliry mix required
to bring Sri Lanka out of this deep economic crisis. This process entails a complex
web between government tax collection, interest rate and foreign exchange

management, the key SOEs, and the banking system. A disruption in any one of
the reform measures of these multiple moving parts has the potential to unravel
the entire system. The reform process requires an extensive level of coordination
and careful implementation.

Conclusion: Necessity for a New Social Conkact

The reform measures implemented over the last 18 months have resulted in
material improvements in Sri Lanka's macroeconomic position. A primary
budget deficit of 5.7% of GDP as at end 202'1. has been converted into a primary
budget surplus in the fust haU of 20?3. Tax revenue grew by 50% in the first 6

months of 2023 in spite of a deep economic recession. Inllation was reduced from
70% in September 2022 to 1..3o/o by September 2023. Foreign exchange reserves
have increased to above USD 3.5 billion.

These statistics have translated into normalisation of availability of essential
imports. Queues and power cuts have been eliminated. Prices have stabilised
albeit at a higher equilibrium to which wages will need to eventually catch up.
Foreign exchange market has seen some easing. Fertilizer availability has been
restored enabling a$icultural activity to normalise and food security to be
secured. Economic activity can take place as normal with the restoration of supply
chains.

Nonetheless, it should be clear that whilst Sri Lanka has achieved a degree of
economic stability in the current context, the country is far from a stable
equilibrium. There is a long way to go to address the deep-seated structural
imbalances in the economy that were described earlier on. Unless these reforms
are undertakery fiscal discipline becomes entrenche{ and the structural
imbalances eliminated, Sri Lanka will necessarily slip back into a crisis much
worse than that experienced in 2022 given the lack of any economic safety buffers.

Any altemative solution that is prescribed would need to credibly address crucial
questions such as how a primary surplus would be achieved whilst reducing
taxes? How government expenditure on salaries, pensions, and social protection
be reduced? How would interest cost be reduced without hurting state bank
stability? How would credit ratings be restored to secure trade financing and
banking lines? In the absence of IMF supported debt restructuring how would
foreign financing be secured? Without foreign financing how would the domestic
capital market sustain govemment borrowing needs? How would foreign
exchange reserves be restored without global capital market access? How would
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electricity and fuel be priced below cost without destabilising the banking
system?

However, in order to arrive at a sustainable solution it is also necessary for Sri
Lanka as a country to reach a new social contract. The existing expectation that
the country must sustain a large government with significant economic
participation whilst also maintaining one of the world's lowest levels of taxation,
is simply not tenable. Sri Lanka must either choose to have a small government
with only essential public services which could be sustained by a low tax regime,
or it must accept the need for higher taxes in line with regional and income peers
that can sustain a government which provides an .uray of public services and
welfare that Sri Lankans are accustomed to.

V[hat is undeniable is the fact that Sri Lanka can no longer carry on in a "business
as usual" manner. As a country we have to be able to adapt to a changing
environment or else it will be impossible to avoid a complete collapse of the
economy worse than what was experienced n 2022. Going forward Sri Lanka
must adopt a path of fiscal and macroeconomic discipline, governance
weaknesses and corruption vulnerabilities must be eliminated, and as a country
we must strive to stand on our own feet whilst integrating and competing with
the rest of the world. The first steps on this difficult joumey have now been taken,
it is essential that as a country we do not go back to our past practices, and if we
maintain discipline and work hard there is no doubt that due reward will
materialise.
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