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1 Overview 

This document outlines Australia’s proposed strategy for its aid program in Sri Lanka. This replaces the 

two year interim strategy which will expire in 2012. This strategy will be subject to further refinement 

before it is released by June 2011. 

1.1 Overview of Australia’s strategic approach to aid in Sri Lanka  

Sri Lanka is one of the few lower middle-income countries that has surpassed or is close to achieving the 

Millennium Development Goals (MDGs) at a national level. While poverty is on the decline overall, it is 

still persistently high in some parts of the country. There is a huge task of reconstruction and recovery in 

conflict-affected areas.  

Australia’s long-term development objective for its aid program in Sri Lanka is for a stable, economically 

resilient and peaceful nation. The overarching goal for the program is more inclusive development—more 

emphasis on lagging regions and vulnerable people in economic and social development.  

The program’s key priorities include: 

(i) recovery of conflict-affected areas and provision of essential infrastructure 

(ii) access to sustainable livelihoods and income generating opportunities  

(iii) social protection for excluded and vulnerable people including through better access to 

government services. 

Australia will target its aid at the most vulnerable people in Sri Lanka, including internally displaced 

people, female-headed households, people with disability or a mental health issue and people who suffer 

from discrimination or trauma. Pockets of acute poverty are located in predominantly rural areas. 

The program’s key priorities are aligned to the Government of Sri Lanka’s development vision  In 

delivering the aid program, Australia will work closely with the Government of Sri Lanka, established and 

experienced partners including the United Nations (UN), multilateral development banks, international 

and local non-government organisations (NGOs) and like-minded donors.  

Australia will work in a conflict-sensitive manner recognising that Sri Lanka’s social and economic 

progress will be undermined if peace cannot be sustained. We will focus on regular evaluation of our 

performance and will seek to better communicate our successes to a broader audience. 
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2 Critical issues in Sri Lanka 
 

2.1 Critical development challenges in Sri Lanka  

Sri Lanka is at a critical juncture in its development. The military defeat of the rebel Liberation Tigers of 

Tamil Eelam (LTTE) in May 2009 has created opportunities for the country to accelerate economically as a 

middle-income country, and to achieve the MDGs.  

Despite immense damage caused by the war, including a huge loss of life, displacement of hundreds of 

thousands of civilians and widespread destruction of infrastructure, Sri Lanka has the potential to achieve 

lasting peace and prosperity. The country is located at the nexus of crucial trading routes. It is endowed 

with fertile lands and its people have access to basic health and education services. But for Sri Lanka to 

reach its development potential, strong leadership is now needed to bring the country together, resolve the 

underlying tensions that led to the conflict, and to take advantage of its natural strengths and diversity as  

a nation.  

Political and security environment 

The strong election results in 2010 have provided a platform for the President, Mahinda Rajapaksa, and 

the ruling party (United People’s Freedom Alliance) to deliver stable government to Sri Lanka and for the 

country to move forward with political reform and economic renewal. However, the absence of a strong 

opposition party compromises the health of Sri Lanka’s democracy. 

The security environment has improved following the end of the civil war. The LTTE is no longer a  

military threat. While politically motivated violence is still a possibility, most people in the conflict-affected 

areas are focused on rebuilding their lives. During and immediately following the final phase of the conflict 

there was irregular movement of people out of Sri Lanka, many travelling with the assistance of  

people smugglers.  

The Sri Lankan Government has focused its national reconciliation efforts on encouraging greater 

economic growth and creating jobs in conflict-affected areas. The Government has also created a 

Lessons Learned and Reconciliation Commission to examine and report on the last years of the civil 

conflict. The commission is expected to present its findings in 2011.  

Economic and social environment 

Sri Lanka’s export-orientated policies have shifted from a reliance on agricultural exports to an increasing 

emphasis on the services and manufacturing sectors. The service sector accounts for more than 55% of 

gross domestic product (GDP) but a third of the workforce are engaged in agriculture. 

The immediate economic outlook for Sri Lanka is positive. GDP is forecast by the International Monetary 

Fund (IMF) to expand by an average of 6% to 7% a year in the next few years. The Government is 

committed to prioritising economic development and its target is for 8% GDP growth in the medium term 
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and double-digit levels in the long term. Mobilising sufficient public and private investment will be a 

challenge to maintain these high-growth targets.  

The foreign investment climate in Sri Lanka is challenging, especially when compared to its regional 

competitors. Sri Lanka ranks poorly on a number of indicators that influence investor perceptions, 

including 105 out of 183 on the World Bank’s Ease of Doing Business Index and 97 out of 180 on 

Transparency International’s Corruption Perception Index. Reform is needed in areas such as the  

taxation system and state- owned enterprises.  

As an export-orientated country, Sri Lanka is vulnerable to international demand. The country has 

previously struggled with a large trade deficit, and in 2009 needed to turn to the IMF to access a standby 

arrangement. Due to its fiscal imbalances, Sri Lanka remains dependent on foreign financial support. 

Reducing the fiscal deficit and containing inflation will be key priorities for the Government, particularly 

given its ambitious infrastructure investment plans.  

Sri Lanka is characterised by high levels of literacy (93%), life 

expectancy (74 years of age) and low levels of infant mortality 

(11.3 per 1000 live births)—these are comparable to those of 

developed countries. Sri Lanka is ranked 91 out of 169 on the 

Human Development Index. It is one of the few lower middle-

income countries that has surpassed or is close to achieving 

the MDGs at a national level (Attachment 1).  

Poverty in Sri Lanka has been almost halved in the last 

20 years, to 15.2%.a However, published information may 

under-represent the real situation due to missing data in 

conflict-affected areas.  

Under-nutrition, particularly for children, is a serious 

problem. One in five children under the age of five years has 

stunted growth, and half the population does not receive the 

recommended minimum calorie intake. Existing social welfare 

programs, including food and income supplementation and 

agricultural support, are not always well targeted and do not 

address some underlying causes of under-nutrition in 

children—including safe water, sanitation, maternal health and child-care practices.  

Economic performance and poverty are not evenly spread across the nine provinces in Sri Lanka and 

serious regional disparities exist (Chart 1). Poverty is largely concentrated in the northern, eastern, central, 

Uva and Sabaragamuwa provinces. The high-risk and under-served groups include internally displaced 

people (in the conflict-affected northern and eastern areas), the tea estate population (in the central 

highland areas) and the rural poor.  

 

 

Figure 1: Map of Sri Lanka 

                                                       
a Head Count Poverty Index—percentage of people below the national poverty line. This is based on the 
Household Income and Expenditure Survey 2006–07, Department of Census and Statistics, Sri Lanka. 
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Chart 1: Sri Lanka provincial level comparison                                                 

 

Share of 
population % 
(a)  

Share of GDP 
%  
(b) 

Poverty Head 
Count Index 
% (c) 

Underweight 
children (0-5 
years) % (d) 

Use of unsafe 
drinking water % 
(c) 

PROVINCE 

Central 13 10 22  25  29  

Eastern 8 6  11 (e) 25  (e) 8  (e) 

North Central 6 5 14  25  14  

Northern 7 3 No data No data No data 

North Western 11 10 15  20  10  

Sabaragamuwa 9 6 24  24  33  

Southern 12 11 14  23  16  

Uva 6 5  27  30  19  

Western 28 45 8  14  6  

Whole country   15  22 15  

REGION      

Urban   7  17  2  

Rural   16  22  15  

Tea estate   32  30  54  

(a) Department of Census and Statistics, Government of Sri Lanka  
(b) Central Bank of Sri Lanka, 2009 Annual Report, provisional figures for 2008  
(c) Sri Lanka Household Income and Expenditure Survey 2006–07, Department of Census and Statistics, Sri Lanka 
(d) Sri Lanka Demographic and Health Survey 2006–07, Department of Census and Statistics, Sri Lanka  
(e) Trincomalle district is not included 

 

While Sri Lanka has publicly funded primary education, there are large differences in learning outcomes 

across regions. The quality of primary education is variable and some disadvantaged children do not enjoy 

good access. Access to tertiary and vocational education is limited, and not well aligned to the needs of the 

labour market. Access to basic public health services is good, but there are gaps, such as with mental health 

services in the conflict-affected areas. Budget allocations for health, as a percentage of GDP, have been 

declining in the past few years. 

Reconstruction and development in conflict-affected areas is a major challenge. The conflict resulted in the 

destruction of more than a 100 000 homes and left many people extremely vulnerable. The Sri Lankan 

Government is focused on reconstruction and infrastructure for these communities. The presence of 

land mines and the lack of proper land titles are serious impediments to resettlement and small-business 

development.  

2.2 Partner government’s development plans or priorities 

Sri Lanka’s main development challenge is stimulating broad-based growth. Economic production has 

been concentrated in the western province around Colombo which generates around 45% of total national 

GDP. The Government is focussing on economic growth with major infrastructure investments already 

underway and planned, mostly in the southern, northern and eastern provinces. The Government’s 

economic development plan is outlined in the Mahinda Chintana II’ (President Mahinda Rajapaksa’s  
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Vision) which stresses:  

(i) rural development and agricultural self-reliance—providing rural communities with 

access to markets, electricity and safe drinking water 

(ii) investment in economic infrastructure 

(iii) strengthened public service delivery.  

Education and health are also priority areas and major cross-cutting themes include gender equality and 

environmental sustainability. The Government’s vision recognises the link between peace and poverty 

reduction. 

2.3 Donor engagement on the development challenges 

Since independence, Sri Lanka has received development assistance from various traditional donors, 

particularly from Europe. Presently, the majority of traditional western donors, such as the United States 

and European nations, are steering their assistance primarily on humanitarian aid and early recovery. 

Multilateral organisations, such as the Asia Development Bank, along with neighbouring non-traditional 

donors, including China, Iran and India, have provided Sri Lanka with loans for large-scale infrastructure 

projects. This supports the Rajapaksa administration’s priority on infrastructure development, particularly 

outside of Western Province. Such projects include the construction of a deep-water port, roads, power 

stations and a new international airport. 

Australia moved from being a small to a medium bilateral donor (and one of the main contributors to 

humanitarian assistance) in 2009–10, when Australian aid doubled in size in response to the 

humanitarian situation. This reflects the strong bilateral relationship between Australia and Sri Lanka. Our 

quick and targeted response was well received by Sri Lanka, particularly our work in demining and 

providing shelter. Overall Australia’s development assistance to Sri Lanka has been increasing. Our 

development assistance spiked following the 2004 Indian Ocean Tsunami, and again following the end of 

civil conflict in May 2009, involving thousands of displaced persons. 

Australia's ODA to Sri Lanka between 2003-04 to 2010-11
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2.4 Opportunities for donor coordination, harmonisation and 
alignment 

Donor coordination has often been fragmented in Sri Lanka. There is no framework to underpin regular 

coordination between the Government and bilateral donors on achieving the Government's broader 

development objectives. However, since mid 2009 the Government has led a coordination mechanism and 

a joint planning process with the UN and key international NGOs to guide humanitarian responses 

through the Presidential Taskforce for Reconstruction in the North. Bilateral donors meet regularly to 

identify development priorities, issues impacting upon aid delivery and facilitate information sharing to 

avoid duplication in aid programming.  

The attention of traditional western donors has focused on the humanitarian emergency following the end 

of the civil conflict and access to internally displaced people. There have been some moves towards sectoral 

engagement, but Sri Lanka does not yet have any program-based assistance, other than some general 

budget support. Capacity-building efforts from donors remain largely uncoordinated. Most aid is still 

provided through separate project management structures.  

 

 

 www.ausaid.gov.au  8 



3 Strategic priorities for the Australian aid 
program in Sri Lanka 
 

3.1 Australia’s development interests in Sri Lanka 

Australia’s long-term development objective in Sri Lanka is for a stable, economically resilient and 

peaceful nation. There are a number of important reasons for Australia to provide development assistance 

to Sri Lanka: 

Poverty reduction: The overarching rationale for Australia to provide aid to Sri Lanka is that it reduces 

poverty, supports economic growth and enables the achievement of the MDGs, particularly for vulnerable 

and excluded groups. Our aid can promote better governance, community cohesiveness and stability.  

Australia will work in a conflict-sensitive manner recognising that Sri Lanka’s social and economic 

progress will be undermined if peace cannot be sustained. 

Foreign policy: Australia has a strong bilateral relationship with Sri Lanka. The aid program contributes to 

this by supporting the Sri Lankan Government’s development priorities and facilitating government-to-

government linkages.   

Bilateral trade and investment: Australia and Sri Lanka have a modest trade relationship. Australia is 

ranked in the top 20 in terms of imports and exports to and from Sri Lanka. Australia is the leading 

provider of tertiary education services. The aid program can help deepen these trade and investment links 

by improving the enabling environment for the private sector more broadly. 

Australian public interest: The Australian public provides significant charitable donations to accredited 

NGOs for development assistance in Sri Lanka. The public response to the 2004 Indian Ocean tsunami 

was extremely generous. The Australian community, including civil society, academics and the Sri Lankan 

Diaspora, provide valuable assistance to, and maintain connections with, key individuals, communities 

and institutions within Sri Lanka. The aid program can help to improve the effectiveness and coordination 

of aid from the Australian public, as well as strengthen and expand personal and institutional linkages. 

3.2 Recommendations for the strategic focus of Australia’s aid 
program  

Over the past five years, Australia has achieved good development outcomes through both our 

development and humanitarian programs. Our aid has enabled the introduction of an innovative approach 

to natural resource management within the Forestry Department, for example, and this resulted in an 

increase in tree cover and the creation of new livelihoods through community participation. Australian aid 

has also supported the strengthening of basic education by the Department of Education, resulting in 

better teaching approaches and targeting of disadvantaged children for ‘catch-up’ learning.  
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Our tsunami reconstruction work provided Australia with an opportunity to support broader regional and 

national planning, and resulted in the first National Physical Plan for Sri Lanka. We have developed long-

term partnerships with international NGOs and UN agencies, resulting in the creation of public-private 

partnerships, support to chambers of commerce, inter-ethnic peace building and better basic service 

delivery by local government. We have learned important lessons during this time and have adapted our 

aid delivery to an increasingly complex and environment.  

Priorities for the program 

Prioritisation of our aid is important given Sri Lanka’s status as a middle-income country and the 

concentrated nature of its poverty. The overarching goal for Australia’s aid program to Sri Lanka is more 

inclusive development—focused on greater inclusion of lagging regions and vulnerable people in economic 

and social development. The achievement of this goal will help Sri Lanka to make more equitable progress 

towards the MDGs and assist with its continued progression as a middle-income country.  

Australia will target its aid at the most vulnerable people.  A few particularly vulnerable groups will be  

specifically targeted including, internally displaced people, female-headed households, people with a 

disability or mental health issue and people who suffer from discrimination or trauma.  The conflict-

affected areas in the north and east will remain a high priority, based on a consideration of their levels of 

poverty, as well as the central provinces, which have high levels of poverty compared to the national 

average. There are also pockets of poverty in Sinhalese-dominated parts of the country, particularly in 

rural areas.   

The program’s key priorities include: 

(i) Recovery and infrastructure 

 Recovery and rehabilitation of conflict-affected areas, including resettlement of internally 

displaced people, demining and housing.  

 Reconstruction of damaged or destroyed infrastructure, particularly water supply, 

sanitation and schools.  

(ii) Livelihoods and income generation 

 Access to sustainable livelihoods, including improved agricultural production and natural 

resource management. 

 Improved operating environment for the private sector through better access to markets, 

vocational training and micro-finance.  

(iii) Social protection for excluded and vulnerable people  

 Improved access to health, clean water, education and nutrition. 

 Delivery of efficient and transparent services from government. 

 Support for people who suffer disability and those who suffer from discrimination  

or trauma.  

These priorities are aligned to the Government’s policy vision and are also consistent with Australia’s focus 

on poverty reduction and the MDGs.  
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3.3 Proposed approaches and ways of working 

Institutional strengthening: Australia’s influence, effectiveness and relevance as a donor will be enhanced 

through a strong understanding and relationship with the Sri Lankan Government, public sector and civil 

society. Australia’s institutional strengthening will support capacity building, including training, technical 

assistance, leadership development and scholarships, as well as public sector linkages, professional 

exchanges and volunteer programs. This way of working is consistent with our obligations under the 

Paris Declaration and Accra Agenda—which places a strong emphasis on building local institutions.  

Other parts of the Australian Government that provide development assistance will continue to play an 

important role in supporting the institutional strengthening approach. Australia will focus on a smaller 

number of priority sectors for a longer period of time so we have a better chance of learning about 

Sri Lanka’s institutional and political setting and so we can avoid a fragmentation of our aid.  

Greater use of international institutions: Australia will, from an efficiency and effectiveness perspective, 

make greater use of international development partners, including UN agencies, World Bank and Asian 

Development Bank, for long-term development assistance. We can benefit from their in-country capacity 

and strategic positioning and better coordinate our aid. Through increased cooperation, Australia can help 

influence and improve the aid effectiveness of the multilateral partners.  

Aid coordination and pooled funding: We will look for opportunities to pool funds with other bilateral and 

multilateral donors and international NGOs to get better value for our investments. Better communication 

with like-minded donors will help make the overall aid environment more coherent.  

Conflict-sensitive approach: Sri Lanka’s social and economic progress will be undermined if peace 

cannot be sustained. All activities will be developed based on clear ‘do no harm’ principles aimed at 

reducing the risk of renewed instability. Australia already has good experience working with local 

government, civil society and communities at a local level, including community rehabilitation and 

peace-building activities.  

Regional and global funding mechanisms: Regional and global funding mechanisms will continue to be 

used to support work in various areas, particularly where simular problems occur throughout the region, 

such as human rights, under-nutrition and governance. 

Improved performance evaluation and communication with stakeholders: A stronger focus on aid 

effectiveness, including through improved performance evaluation and review, will help our engagement 

with the Sri Lankan Government and help demonstrate results. As well, a coordinated yearly performance 

evaluation will be undertaken with other parts of the Australian Government providing aid in Sri Lanka. 

Australia can also improve the way we communicate our success, particularly by making our achievements 

more accessible to a non-technical audience.  
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3.4 What the program will look like in 2015 

Given Australia’s development interests in Sri Lanka there is justification for a modest aid program up 

until 2015. Any increase in the volume of our development assistance will be based on demonstrated 

effectiveness of our aid and a strong bilateral relationship. Over the longterm (post 2020), and particularly 

as Sri Lanka makes further progress as a peaceful and prosperous middle-income country, Australia may 

need to review its volume of aid and begin a phase out.  

Based on the strategic priorities identified, it is expected that Australia’s humanitarian assistance, 

including demining and early recovery, will significantly decline in size. Our long-term development 

assistance will focus on a few key sectors (including rural development, infrastructure, education and 

governance). Our work in the environment and health sectors is likely to remain modest. Some priorities 

identified under this strategy, such as social protection, require a multi-sector approach, making it difficult 

to accurately predict the scope and scale of our aid in each sector in 2015.   

Australia’s aid program will obviously look quite different if Sri Lanka takes a different development 

trajectory. If Sri Lanka was to return to a conflict setting, Australia would probably need to reduce the 

volume of our aid and narrow our strategic priorities to reflect a more difficult operating environment.   
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Attachment 1: Sri Lanka’s achievements against the Millennium Development Goals  
 

Indicator 1990 Latest 2015             
target 

Achievement at 
national level 

Provinces not on 
track 

Goal 1: Eradicate extreme poverty and hunger 
Target 1: Halve the proportion of people whose income is less than a dollar(US) a day 
Poverty headcount ratio (% 
of population below the 
national poverty line) 

26.1 15.2 13.1 On track Uva 
Central 
Sabaragamuwa  

Target 2: Halve the proportion who suffer from hunger 
Prevalence of underweight 
children under 5 years of age 
(%) 

37.7 21.6 19 On track Eastern 
North  

Goal 2: Achieve universal primary education 
Target 3: Children everywhere, boys and girls alike, will be able to complete primary school 

Proportion of pupils starting 
grade 1 who reach grade 5 

64.1 99.6 100 On track None 

Literacy rate of 15-24 year 
olds 

92.7 95.8 100 On track North Western 
Sabaragamuwa 

Goal 3: Promote gender equality and empower women 
Target 4: Eliminate gender disparity in primary and secondary education, preferably by 2005 and in all levels no later 
than 2015 
Ratio of girls to boys in 
secondary education 

104.0 105.7 100 Exceeded Eastern 
Uva 

Goal 4: Reduce child mortality 
Target 5: Reduce under-five mortality rate by two-thirds 
Under-five mortality rate per 
1000 live births 

22.2 13.5 12 On track Central 
Eastern 
North Central 

Infant mortality rate per  
1000 live births 

19.3 11.3 12.8 Exceeded Eastern 
North Central 

Goal 5: Improve maternal health 
Target 6: Reduce maternal mortality by three-quarters 
Maternal mortality ratio per 
100 000 live births 

42.3 19.7 36 Exceeded North Sabaragamuwa 
Central 

Proportion of births attended 
by skilled health personnel 

94.0 97.6 99 On track Uva 

Goal 7: Ensure environmental sustainability 
Target 10: Halve the proportion without sustainable access to safe drinking water and basic sanitation 
Proportion of households 
with sustainable access to an 
improved water source 

72 85 86 On track Sabaragamuwa 
Central 
North 

Proportion of households 
with access to improved 
sanitation 

86 93 93 Exceeded North 
Central 
Eastern 

 
Source: World Bank Report (2009), ‘Sri Lanka: Reshaping Economic Geography’, estimates based on data from Department of Census and 
Statistics (2008) and the National Council for Economic Development (2005). 
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