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Executive summary

With a well-established tradition of social protentmeasures and a long history of social
programmes, Sri Lanka has achieved today a grelegmee of social security coverage
than most countries of the South Asian region. Tighothe establishment of a variety of
social security schemes and social assistance gmoges, the Government of Sri Lanka
has shown over the years a continuous commitmeptadeiding some form of income
support to its population and workforce, whetherttie formal or informal economy,
together with medical care on a universal basis.

While most of the population enjoys food, healtle¢grimary education and housing
security, a significant proportion still lives iroyerty and with very little income security.
With one of the fastest ageing populations in tkeeldy high youth unemployment and an
important informal economy, Sri Lanka’s social gaiton system faces major challenges.
The 50th anniversary of the Employees’ Providentd-provides an excellent opportunity
for assessing the results achieved by the sodalrigg system of Sri Lanka and to set in
motion a process of planning for further enhanceniemough the extension of coverage
under existing schemes and programmes and throbghimplementation of new
complementary provisions to reach all those in need

Together, formal social security arrangements stienated to have extended eligibility for
social security participation to more than one loéithe population in working age and to
more than a third of the overall population. Yeiséng schemes, mainly oriented towards
the provision of old-age benefits, show gaps inecage, both in terms of the range of
contingencies covered and of the number of perstfestively protected. At the present
time, there is no protection in case of unemploytnagrd only limited protection in case of
disability and for survivors in case of death of tireadwinner, and no statutory sickness
or maternity benefits. Data shows that effectiveetage is well below the numbers of
those who should be eligible. A further area fonamn is the inadequacy of benefits
provided under existing schemes for private seatorkers and workers in the informal
economy to ensure sufficient income replacementa assult both of their payment in
lump sum form rather than periodically and to thw levels of replacement rates, together
with the non-indexation of benefits. There are,agidition, concerns as to the lack of
financial and fiscal sustainability of the schemBse absence of coherence and planning
in the design, management and modes of financinghefschemes and the lack of
coordination between them also hampers the effigief the overall system to adequately
deliver protection.

The role of social assistance programmes and {hesitive impact has long been a
highlight of the social development of Sri Lanka.o® importantly, the Samurdhi

programme provides cash transfers to over 40 pdrafethe population and has since its
implementation contributed to alleviating poventyrhany parts of the country. However,
it does suffer from a number of shortcomings, wHidfit its capacity for preventing and

fully addressing chronic poverty, notably deficigargeting, administrative obstacles,
inefficiency of the delivery system, non-coordinatiof the different benefits provided

under the programme and inadequate levels of ien€fiher safety nets, limited in scope
and coverage, are rather oriented towards the goovdf punctual relief and therefore do
not ensure the provision of regular income.

In view of the gathering global economic and finahcrisis, of recent global increases in
food and oil prices and of the inflationary contprtvailing in the country, the need for an
overarching social assistance system guaranteeimg sncome support to all those in
need and for a strong social security system basesblid principles, becomes even more
pressing. Bearing in mind the strong commitmenthe Government of Sri Lanka to
human development and poverty reduction and toeattg the related Millenium
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Development Goals by 2015, and taking into accaatibnal circumstances and the ILO’s
long experience in the country, it is suggestedtti@following measures be considered.

In the short-term, the establishment of a natidoalm for social dialogue should be
envisaged, to ensure the representation and patimn of all stakeholders in the
development of a comprehensive national strategyhi® extension of social security and
coverage. It is suggested, in this respect, thatltl® National Task Force on Social
Security be revitalized, under a name reflectingea and ongoing commitment. It would
be advisable that a national strategy for socialisy include measures concerning both
formal social security schemes and social assistafith regard to formal social security
schemes, it is recommended that an inventory cfaalial security statutory provisions and
of proposed amendments be undertaken, so as tmeraw overview of the current system
and of its gaps. In parallel, an examination of oesibility of converting the payment of
old-age benefits provided under the ETF, EPF ahdrgirovident and retirement schemes
into periodical payments should be undertaken. Wisecial assistance is concerned, the
formulation of an explicit policy towards the impientation of a basic social security
benefit package, integrated within the framework tbé Samurdhi programme and
complementing existing provisions, may be envisageds to guarantee essential income
support to the most vulnerable, especially needeinies of crisis.

In the medium-term, an assessment of the modalities prospects of designing and
establishing a maternity insurance scheme in cempé with the ILO Maternity
Protection (Revised) Convention, 1952 (No. 103)fied by Sri Lanka in 1993, would be
proposed. As a next step, an assessment of thelittesdand prospects of integrating
existing and future social security schemes coelddbeseen as well as an assessment of
the modalities and prospects for the integratiopalicy-making and oversight functions,
presently distributed amongst many Ministries, withthe government. These would
contribute to streamlining the administration, sgthening the management and
increasing the overall cost-efficiency and effestigss of the schemes and of the
administration. This could lead to the establishneéra conducive regulatory environment
and create the conditions necessary for ensurmfrihncial sustainability of the schemes.

As in the past, the ILO is ready to support thehier development of social security in Sri
Lanka and to provide support for the realizationho$ objective, in particular with regard
to the proposals outlined in this report.

viii
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1. Introduction

Social security as it has developed in Sri Lanka —
A success story

The development of the schemes

Sri Lanka has a well-established tradition of pdawy social protection measures and a
long history of social programmésHistorically, the immediate family, the extended
family, and the community played a key role in pdavwg for social protection needs.
These traditions have continued until recent tinmesan informal manner, though with
changes in form and coverage over the years. Tsetidormal mechanisms was added a
formal system of social security with a strong abassistance component, which reflected
the welfare state approach adopted in the West, mark particularly modelled on
Britain’s post-war universalistic approach to wedfd As early as 1901, a mandatory
pension scheme for civil servants (PSPS) was eésftiall, followed in post-independence
years by several contributory provident funds.

More particularly, the country has a history oflgand high levels of coverage for health,
education, poverty transfers driven by early exgeres of democratic politics and global
recession in the 1930s and characterized by theopmmance of general revenue
financing. In the aftermath of the 1930 global @mgion and following the malaria
epidemic of 1934-35, major social initiatives wenaedertaken, notably the provision of
free education and health care in order to ensguéable access. The 1930s and 1940s
notably saw the expansion of tax-funded hospitalises, stemming from the realization
by the public authorities that sickness directlypawerished households and that private
charitable action was inadequate to meet the nafettie rural poor when faced with major
illness.? The Maternity Benefit Ordinance, adopted in 19§8ve access to all employed
women — except casual employees — to maternityfilenqmid by their employer for a
leave period of 6 weeksSocial assistance for the poor under the formashdransfers
was first introduced in 1939, under the Poor LaweRdn 1940, a food ration system was
adopted by the Government of Sri Lanka to assweathilability of a minimum quantity
of food to households.

The post-independence years were marked by theiaday social policies based on the
notion that economic development should be undegunby a sound social protection
regime. On the one hand, these years saw the a@gpaoisthe welfare state, through the

! Social securig andsocial protectiorare terms which may be defined in a variety of svag/hile
keeping in mind the concern of the Government 8ess its social programmes on a broad basis,
the specific purpose of this document is to focuastlee schemes and programmes designed to
address the vulnerability of individuals — workeasd their family members — to those
contingencies which lead to loss of income-earnmiagacity (for example through old-age or
sickness) or their need for access to health care.

2 |nstitute for Participatory Interaction in Devetopnt, Mapping of the Informal Sector Social
Security Schemes in Sri LankhO, Geneva, 2004, p. 1.

3 Gaminiratne et al.Diagnostic Report on the Social Security in Sri kanlLO, Geneva, 2004,
p. 33.

* Maternity Benefit Ordinance No. 32, 1939.
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implementation of policies including rice ratiofiepd subsidy programmes and provision
of food and cash transfer systems, financed mdinlfaxes on the plantation sector. The
1950s were, on the other hand, marked by the inttiwh of formal schemes,
predominantly contributory, including (for the siees) a social insurance pension scheme.
Although the establishment of a universal pensistesn was envisaged at that time, the
financial implications of setting up such a schemeze considered too daunting. This was
partly due to the composition of the workforce, amgk proportion of which was in
subsistence agriculture and non-formal employmerd the large proportion of the
population who were not of adult age or participgtin the workforce. In addition, the
practical and technical difficulties of designingdamanaging a national pension system,
given the then existing capacity of the nationameuistration, would have influenced
policy makers in addition to the relatively low eatof economic growth that Sri Lanka
policy makers had experienced since the globalssigae of early 1930s. The Employees’
Provident Fund (EPF) was thus established in 195& aontributory old-age benefit
scheme for private sector workers. Provident Fubnd®other categories of workers were
established in the years to follow, and later thmpByees’ Trust Fund (ETF) was
established in 1981, one of whose explicit objediwas to promote a less restrictive
model t?an hitherto for investment of the fund’'sas, including the acquisition of
equities.

Slowing economic growth and increasing governmeeticds in the 1960s led to
economic reforms and changes in social policy @ 1870s, which resulted in cuts in
social expenditure. This had a dramatic impacthenprovision of social protection, where
existing social welfare programmes were replacedelsg comprehensive ones, of the
“safety net” type, focusing on low-income groupsg(dood stamp scheme, school mid-
day meal programme, grants for the poor) for the tlecades to follow. In 1989, the
Janasaviya poverty alleviation programme was implged, stemming from the
recognition that a broad-based and participatorgr@ch to alleviating poverty was
needed, as opposed to providing simply nutritidarirentions or social assistance in terms
of grants® The Janasaviya programme further comprised a dilelopment component,
with the objective of upgrading the quality of lifif the poor, complemented by the
straightforward provision of food to beneficiaryrfdies. The programme was funded in its
entirety by the Government until 1994, and was theglaced by the Samurdhi poverty
alleviation programme, launched in 1995. Samurdimprises the great majority of Sri
Lanka’s social assistance provision, presently @am@nted in 22 districts of the island out
of 25, with proposals for its extension, or at teefssome of its components, to districts not
covered yet. The overall objectives of the programme are tegrdte young persons,
women and disadvantaged groups into economic acidl stevelopment activities and to
promote social security and alleviate poverty. kenpéntation of these objectives is
ensured through the articulation of the programrmngathree main axes: a welfare
component, a savings and credit programme andinfraktructure development projects.

® See Rannan-Eliya, R.P.; Eriyagama, Assessment of the Employees’ Provident Fund in Sri
Lanka Research Studies: Demographic Transition andi®ereries No. 3, Institute of Policy
Studies, Colombo, 2003, p. 1.

® Salih, R.,The Samurdhi Poverty Alleviation ScherBecial Security Department, ILO, Geneva,
2000, p. 8.

" According to the website of the Ministry of NatioBuilding and Estate Infrastructure
Development, the Samurdhi Subsidy Program willigaaded to those Districts of Jaffna, Mannar,
Kilinochchi and Mullaitivu in Northern Province, dUN cleared areas in Vavuniya Districts where
Samurdhi Subsidy Program is not functioning (wwwsadhi.org).
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At the same time, the Government has recognizedliffieulty of including a range of
groups of workers in the ordinary social securithesmes because of the nature of their
activities (for example, having irregular incomasd often considered to be part of the
informal economy/unorganized economy), but who né&edess constitute an important
part of the country’s workforce, and has authoritleel setting up of dedicated pension
schemes, generally on a voluntary, contributoryshahe first of these was the Farmers’
Pension and Social Security Benefits Scheme, ésftiall in 1987 in recognition of the
need to ensure some form of security to agricultwrarkers who, for the most part,
reached old age without any resources on whiclaltdo&ck, becoming mostly dependent
on family support and state welfare. A correspogdstheme targeting fishers was
introduced in 1990, and, finally, a scheme covering other categoriesetf-employed
workers was established in 1996, with the overgjective of “providing leadership and
initiative to self-employed persons and those eggalan the informal sectors to enhance
their socio-economic conditions and thereby makemth contribute to social

development™

In the meantime, Sri Lanka had ratified the ILO &ftafty Protection (Revised)
Convention, 1952 (No. 103f,in 1993, thereby committing itself to provide nmealicare
and (income replacement) cash benefits for a mimmoaternity leave period of twelve
weeks to a significant proportion of its female plagpion, as required under the
Convention.

Today's socio-economic trends and general social se curity context

Sri Lanka has a population of rather more than 20om a significant proportion of
which lives in poverty:* While the country’s economy has enjoyed a steadwii over
the last decades, translating in a rise in incoomecértain groups, not all have benefited
from this expansion. The country has witnessedadusl increase in inequality between
the richest and poorest segments of society asasdlletween its wealthiest and poorest
provinces. While recent data from the DepartmenCehsus and Statistics show that
progress has been made in reducing extreme powertost parts of the island, a high

8 For a more detailed overview of these schemes, E@gmgama, V.; Rannan-Eliya, R.P.,
Assessment of the Farmers and Fishermen’s PensidnSacial Security Benefit Schemes in Sri
Lanka, Research Studies: Demographic Transition and &erSeries No. 3, Institute of Policy
Studies, Colombo, 2003.

® Social Security Board Annual Report, 1999, repoedLin Eriyagama, V.; Rannan-Eliya, R.P.,
Assessment of the Pension and Social Security iB&abEme for the Self-Employed Persons in Sri
Lanka Research Studies: Demographic Transition andi®ereries No. 3, Institute of Policy
Studies, Colombo, 2003, p. 2.

19 Maternity Protection (Revised) Convention, 1952 (103).

1 According to the statistics of the UNDP Human Depenent Report, 2007, 25 per cent of the
overall population lived below the national povertine in the period 1990-2004
(http://hdrstats.undp.orglhe most recent estimate of the prevalence of ppvenade by the
Department of Census and Statistics of Sri Lankatten basis of the Household Income and
Expenditure Survey (HIES) of 2006-2007, shows aeloproportion of 15,2 per cent, living below
the official poverty line in 2006-2007 (see httww.statistics.gov.lk/poverty/index.htm). It should
be noted however that (a) the definition of theqrbywline made not be comparable with that for the
earlier figure and (b) the Department was enableotaduct the HIES in six of the districts most
severely affected by poverty.
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proportion of the population, about 40 per censbyne estimate¥, live on less than US$
2 per day, only just above the poverty level, arathus very vulnerable to falling into
poverty in case of small declines in income.

The latest data shows that although labour forcgcgzation rates have increased steadily
over the last decades, with a growing participatibrwomen in the labour market, the
country is still characterized by a relatively ldabour force participation rate (about 50
per cent in total, with the proportion of womenlew as 33.4 per cent) and high rate of
youth unemployment (15 per cent for age group 2022Fhe main factors contributing to
unemployment are: the important labour market caimds, frequent population
displacements due to conflict and natural disasterg. droughts, which affect,
particularly, agriculture and (inland) fisheriesdathe tsunami of December 2004, which
has affected all sectors and the effect of whichtils being felt throughout the country,
particularly among the younger generations.

The informal economy constitutes a significant duitihe Sri Lankan economy and labour
market, with a share of 62 per cent of the totableyment in the country in 200%.The
main types of occupation in the informal economg: agriculture (where the estimated
proportion of informal workers is as high as 83 pent), mining and quarrying (85 per
cent informal), hotels and restaurants (56 per céatmal), manufacturing (47 per cent),
education (15 per cent informal). According to msties by the Department of Census and
Statistics, 52 per cent of the total non-agricaltyobs are in the informal economy. The
workers occupying these jobs tend to be those wie less well educated, and
disproportionately self-employed (46 per cent),hwiivw levels of income security and
informal terms and conditions of work. The incideraf poverty among households with
at least one informal economy worker is well abthe national average, exceeding it by
60 per cent in urban areas, 40 per cent in ruedsarHouseholds with informal economy
workers represent more than half of the total, emade than 70 per cent of the poor.
Studies confirm the expectation that the incidesfggoverty increases with the number of
unemployed in the household and that it decreagbdive level of educatior’

Persons with disabilities experience particularlyop employment prospects, and are
therefore vulnerable to poverty, the incidence @fgrity among households in receipt of
disability benefits being 52 per cent above theonat average. The elderly are also
vulnerable to poverty, but the distribution of payds uneven, affecting especially those
above 80 years of age, with a poverty incidencpeient above the national averadfe.

A notable feature of the demographic profile of [Sanka is that it is one of the fastest-
ageing countries in the world. According to theethtdemographic projections of the

12 See among others the figures quoted by the MjnisftiFinance and Building of Sri Lanka for
2005-2006 inSri Lanka — New Development Strategy: Framework Hoonomic Growth and
Poverty reductionDiscussion Paper, Colombo, May 2005, p. 26.

13 Department of Census and Statistics, MinistryiafRce and Plannin@ri Lanka Labour Force
Survey Final Report, Colombo, 2007, available at: wwatistics.gov.lk

4 Total employment in 2007 amounted to 7,472,93%fee(including 15,141 in age category 10-
15), Department of Census and Statistics, MinistiyFinance and Planningri Lanka Labour
Force SurveyFinal Report, Colombo, 2007, available at: wwatistics.gov.lk

5 Department of Census and Statistics, Ministry iafRce and Planninri Lanka Labour Force
Survey Final Report, 2007, available at: www.statistics. |k

18 World Bank,Sri Lanka: Strengthening Social Protectjdashington, 2006, pp. 23-25.
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United Nations Development Programme (UNDP), thereslof the population under age
15 will decrease from 24.2 per cent in 2005 to Ziedcent in 2015, while the share over
age 65 will increase from 6.5 per cent in 2005 .® ®er cent in 2015. Other projections
show an increase of the share of the population @drom about 10 to 20 per cent over
the next 25 year$’ The unprecedented speed of (proportional) ageifigets, in fact, not
only increasing longevity but also a rapid declifiéertility below the replacement level.

Current challenges

Broadly, Sri Lanka has achieved today a level afisdodevelopment superior to most
developing countries and social security coverageenextensive than most countries of
the South Asian region, through schemes and sygteongling income support in old age
(and to surviving widows etc), and disability, tdger with health care, achieving a
relatively high level of coverage for formal economorkers and some, at least, for their
informal economy counterparts. Existing schemesyewver, do show gaps in coverage,
both in terms of the range of contingencies covemed of the number of persons
effectively protected. At the present time, thexed protection in case of unemployment
and only limited protection in case of disabilitydafor survivors in case of death of the
breadwinner. No statutory sickness or maternityeliem are provided, and while, in
principle, all employed women (except casual empdsy have access to maternity
benefits paid by the employer, generally for a qubriof twelve weeks, (under an
employer’s liability system), these are limitedtteo childbirths. In addition, the statistics
show that effective coverage is well below theltatanber of eligible persons. Population
ageing presents major challenges for economic awdals management and, more
particularly for the social security system. Thghievel of dependency that is likely to
affect old-age benefit schemes in the near futwweds to be addressed through the
development of effective solutions that will seekassure elderly people of a decent
standard of living in retirement without imposinda® high burden on the non-elderf.
Deficiencies can also be identified in social dasise provision and the health care
system.

While most of the population enjoys food, healtle¢cgrimary education and housing
security, a significant proportion of the populatitill lives in poverty and with very little
income security. With one of the fastest ageingupetons in the world, high youth
unemployment, and significant poverty, Sri Lankségial protection system faces major
challenges today in ensuring sustainability andieaifng an appropriate level of well-
being for all of its people. In view of the recghvbal increases in food and oil prices and
of the inflationary context prevailing in the conntthe need for a strong social security
system based on solid principles becomes even massing. Adding to these rather
problematic economic factors, external and interoaiintry-specific factors to which Sri
Lankans are frequently exposed constitute importmirces of insecurity. Recurrent
natural disasters (e.g. floods, landslides, dralighgether with an on-going civil conflict
in the North and East of the country amplify theddor effective health care, disability
and survivors’ schemes.

In this context and on the occasion of the 50thivensary of the Employees’ Provident
Fund, this paper seeks to provide a brief analytemaew of the Sri Lankan social security
system and to formulate policy proposals for thieesion of social security in the country,
taking into account the national context and curobiallenges. The analysis will comprise,

7 1bid.

18 Gaminiratne et alDiagnostic Report on the Social Security in Sri karlLO, Geneva, 2004,
pp. 22 and 39.
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firstly, an overview of the existing major sociabpection schemes and of their gaps and
weaknesses, and look at proposals for reform ucmlgsideration by the Government. The
paper will then examine the possibility of implerting a basic social security benefit
package building on the existing system, to guaeuaiccess to minimum benefits for all
Sri Lankans in view of today’'s socio-economic neealsd realities, with some
consideration of the fiscal and financial implicais of such a project. Finally, the paper
will include a brief commentary on the prospectstfe improvement of existing schemes
and the extension of social security coverage ha ftamework of international social
security standards and worldwide agreed social ragcyrinciples, together with
indications of the potential role the ILO couldla support of such a process.
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2.

2.1

Overview of the existing social protection syste m

The overall structure of the existing social pratet system in Sri Lanka is fragmented.
There is a fairly well-established formal systensotial security in place through which
the state and employers in the public and privattoss provide standard types of social
protection, i.e. pensions and cash lump sum benefidinly to persons in organized and
semi-organized spheres of employment through stredt and institutionalized
arrangements. These comprise a social securityrechar government employees, largely
(and certainly in the past) funded by the state, \arious provident funds, essentially for
private sector workers, and voluntary schemes fokers in the informal economy, which
are funded (in principle) through employer-emplogeatributions. At present, all existing
social security schemes are employment based,lithibilgy for coverage and nature of
the benefit being determined by occupation. Thesistieg schemes are generally
administered by the Government, through a numbemMaufistries, Departments and
Boards. These schemes coexist with other formgadfitery arrangements, providing for
benefits on an employer’'s liability basis in cask maternity and termination of
employment. Complementing these schemes, the ptatdes social assistance to those
who are not covered by the formal system and ttargvosections of society, through
public social welfare schemes, entirely state-funtfeHealth care is also provided to the
population by the State on a universal basis.

Formal social security schemes

There exist in Sri Lanka a variety of social seguschemes for workers in the formal and
informal economy, most of which take the form obydent funds or retirement savings

schemes and therefore do not strictly take the fofrsocial insurance schemes. Together,
these schemes cover approximately 3.1 million akenxs, or 22 per cent of the population

over 15 years of age.

2.1.1 Social Security Schemes for public sector workers

Under the management of the Department of Pensidthe Government of Sri Lanka, the
schemes covering public sector workers and thenilies mainly consist in the Public
Servants’ Pension Scheme (PSPS), the Public Servaravident Fund (PSPF) and the
Widows and Orphans Pension (W&OP) scheme.

Public Servants Pension Scheme (PSE%) Established in 1901, as a mandatory pension
scheme financed (at least for pension benefitghbygovernment budget, the PSPS is the
oldest scheme existing in Sri Lanka. It covers paremt public sector employees,
including civil servants, the armed forces, proiah@nd local government employees,
government teachers and judicial officers. Entidainto an old-age pension arises after
ten years of service in a permanent post, whighaigable from age 55 (men) or age 50
(women). The PSPS is a defined benefit (DB) schemteere the monthly benefit is
determined as a percentage of the salary, in ptiopoto the number of years of an
individual's membership. The monthly benefit afgéryears of service corresponds to 85-
90 per cent of the last salary, according to tH@l®ension formula. The formula itself has

9 Institute for Participatory Interaction in Devetopnt, Mapping of the Informal Sector Social
Security Schemes in Sri LankhO, Geneva, 2004, p. 4.

20 Established by Section 2 of Ordinance No. 2 of718hich made the Minutes on Pensions part
of the written law of Sri Lanka (Ceylon at the tinfieom 1901.
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been adjusted in the past, on a somewdadtocbasis. In addition to the monthly pension,
a lump sum corresponding to two years of the laatvd salary is paid at the time of
retirement. Beneficiaries are also entitled to ofdiving adjustments (again, implemented
on an irregularad hocbasis, rather than in accordance with any indergirocedure) and
special allowances. The scheme is administerechbyDepartment of Pension (central
government), now in the Ministry of Public Adminetion and Home Affairs.

It may be noted that proposals have been madevemnadedccasions that the PSPS should
become contributory for members, and from 2003 @672new members (although not
existing members) were required to contribute,abietribution rate established being 6-7
per cent from employees and of 12 per cent of thgag from the Government (as
employer). It is understood that this modificatitm the scheme did not complete the
Parliamentary process for its statutory authorizgtand in any case the scheme has now
reverted to its previous “non-contributory” status.

Public servants and members of their family (oresdwents), when applicable, are also
covered in case of total disability, work injury darsurvivorship, under mandatory
contributory schemes affiliated to the PSPS. UnidleWidows, Widowers and Orphans
Pension Schem® family dependents (spouses until remarriage, dildip to 22 years of
age (female) or 26 years of age (male) and disathéidren, on a lifetime basis) are
entitled to the benefit to which the beneficiaryswantitied at the time of death, in its full
amount for the spouse and in a proportion of 50cpet for the children. The contribution
rate is determined as a percentage of the contriiigalary and varies between 4 per cent
and 7 per cent, depending on the salary scale. rUtide work injury scheme, any
permanent public employee or judicial service @ffjavho is not in receipt of a pension, is
entitled to a benefit when injured while at work while being occupied with a work
related matter, or when commuting and travelingsfork purposes.

Membership of the PSPS is compulsory, and the ohteoverage of those eligible is
virtually, therefore, 100 per cent. Covering ab&®0,000 civil servants and 120,000
retired pensioners with an annual total expenditdr@ound Rs. 63 billion, corresponding
to 11.5 per cent of the Government revenue, omp&r9cent of GDF in 20086, it is the
second largest programme in the country.

The Public Servants Provident Fund (PSPF)- The PSPF was established in 1942 as a
mandatory contributory old-age benefit scheme fiaregnment employees not eligible for
coverage under the PSPS, as a transitional schatitdhey become eligible to join the
latter. Both the government and the employee dmuiei at respective rates of 12 per cent
and 8 per cent of the employee’s salary (20 pet icetotal). Upon becoming eligible to
join the PSPS, an employee ceases contributinget®SPF and is entitled to withdraw the
accumulation of his or her own contributions witllerest. The Government contribution
is, however, transferred to provide entitlemenpé¢asion under the PSPS.

The PSPF is also administered by the DepartmeRensions under the Ministry of Public
Administration and Home Affairs. The control andmagement of the fund is vested in a
board of management chaired by the Director of iBessand including the Solicitor
General, the Commissioner of Labour, the Depute®aor of Irrigation and one member
nominated by the contributors.

2L Established by the Widows, Widowers' and Orphasssi®n Act, No. 24 of 1983.

2 Thilakaratne, K.A., “Workshop on Social Protectiom Sri Lanka, Civil Servants Pension
Scheme”, Colombo, 2006.

% Established by the Public Service Provident Funt] A942.
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As under the PSPS, coverage under the PSPF is toandad thus covers, in principle,
100 per cent of those eligible, comprising arouij080 public sector employees in
20027

2.1.2 Social security schemes for private sector workers
Statutory schemes

The main schemes covering private sector workezstlae Employees’ Provident Fund
(EPF), the Employees’ Trust Fund (ETF) and the Appd Private Provident Funds
(APPFs). Altogether, these schemes cover an estiha® million workers, representing
about 30 per cent of the labour force.

The Employees’ Provident Fund — Established in 1958 to provide income security in
old-age to private sector workers, the EPF conestperhaps the most important old-age
benefit scheme in the country, both in terms okpes covered and of assets. With an
active membership of 2 million people, representimmund 25 per cent of the labour force,
and an asset base of Rs. 490 billion at the er20@8, the EPF has a significant impact on
the fiscal status of the countfy.

The EPF is a compulsory defined contribution schemiech operates individual accounts
for all private sector workers. Employees must gbate a minimum proportion of 8 per

cent of their wages, and employers at a rate quoreting to 12 per cent of the payroll, up
to retirement, at age 55 for men and 50 for wonkgmployees older than 55 (men) or 50
(women) must also compulsorily contribute.

The scheme provides for old-age, disability andiisar’'s benefits to its members, in the
form of a lump sum corresponding to the total dbaotions paid by the employer and the
employee, plus interest. The interest rate is #&eljluperiodically by the Monetary Board
(convened by the Central Bank of Sri Lanka), atanual interest rate of not less than 2.5
per cent, and presently around 11 per cent permanBenefits are paid upon fulfiiment by
the contributors of certain conditions. Old-age dfi#ris payable upon retirement, at 55
years of age (men) and 50 years of age (women)aarehy age if other conditions
materialize (e.g. if the government closes the elat employment, if the contributor
emigrates permanently, etc.). Disability benefit gayable upon assessment of the
existence of a permanent and total incapacity forkvand survivor’'s benefit is payable
upon the death of the contributor, when the deatiuris prior retirement, to his/her legal
heirs or named beneficiaries. It is notable thaesently, workers have no individual
registration numbers; it being employers who registith the scheme. Another feature of
the scheme is that members are not allowed to vatthdrom their accounts when
changing jobs, (except on joining the civil seryiés a result, individual accounts remain
open until members (or former members) reach retré age, the total number of
individual accounts being at present close to 1llami The EPF rules include a number
of features designed to enhance the appeal ofcienrse to members. One such allows
members to withdraw funds from their individual agot when getting married, and then
restart contributing under a new account. A mensh@ccount may also be used to

24 Gaminirathe N.et al.Diagnostic Report on the Social Security SituationSri Lanka ILO,
Geneva, 2004, p. 23.

% Established by the Employees’ Provident Fund Net, 15 of 1958.

% Central Bank of Sri Lanka, Annual Report 2006 -foyees’ Provident Fund, Colombo, 2007,
p. 79.
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guarantee a housing loan from an approved lendsigution, to an amount corresponding
to up to 75 per cent of the balance of the account.

While the Ministry of Labour Relations and Manpowpeovides general supervision of the
scheme, its administration lies with the Fund fts&esponsibility for custody and

investment of the EPF’s financial assets and tlyenpat of grants is statutorily attributed
to the Monetary Board of the Central Bank of Smka.

Employees’ Trust Fund (ETF})- Introduced in 1981 with the stated purpose of fuiomy
stock ownership amongst (or on behalf of) employ#les ETF is a mandatory, defined
contribution old-age benefit scheme covering alpkyees in the formal economy. It is
funded by contributions from employers (alone) atie of 3 per cent of gross wages.
Membership is also open to self-employed personsa avoluntary basis. Most of the
ETF's significant features (and, in fact, its memngbép) are similar to those of the EPF.
Since 2002, it has included a housing loan schddomdike the EPF, the ETF allows
members to withdraw the balance of their individwacounts when they change
employment. Another difference between the two sww®eis that the ETF regulations
allow for much more extensive domestic equity inwesits (at least in principle).
Responsibility for the general supervision of thenéF lies with the Ministry of Finance. It
is administered by the ETF Board, composed of 6 b@s named by the various
Ministers concerned with its operation, one memisgresenting Employers and two
members, nominated by the Minister in charge of Eié&, after consultation with “the
most representative” trade unions.

In 2006, the ETF's active member accounts reackadynl million and its invested assets
portfolio roughly Rs. 64 billiorf’

Approved Private Provident Funds (APPF$)— The APPFs are private provident funds
set up on an “occupational” basis by private conmgmiiin a few cases, one fund may
serve several companies), upon approval of the GOssiner of Labour, with
membership restricted to the employees of the spongs company or companies.
Membership of an APPF may be allowed in substitutior membership of the EPF,
provided the basic contribution requirements stifad by the government are met. Each
APPF is managed by a Board of Custodians (inclugiagicipant representation) under
individual rules approved by the Commissioner ofbduar and under the general
supervision of the Department of Labour. Both emeés and employers contribute to the
schemes, in a proportion that varies from one sehtnthe other. The contribution rate
must, however, be no lower than the one requirettuthe EPF. Benefits provided are the
same as under the EPF. More flexible than the BIPIPFs allow contributors to withdraw
the balance of their account as a lump sum whey ldeve their employer and allow for
more liberty in investment than other providentdsnEnrolment in 2006 was estimated at
around 250,000 workers.

2 Employees’ Trust Fund Board, Annual Report 2008p@&bo, 2006.
% Employees’ Provident Fund Act, No. 15 of 1958.

2 These numbers were the ones referred to by thigubesfor Health Policy of Sri Lanka, in a
presentation on Sri Lanka's Schemes for Informatt@e Workers (by R.P. Rannan-Eliya),
Workshop on Extending Pension Coverage to Infori8attor Workers in Asia, Bangkok,
November-December 2006.
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Other statutory benefits

Severance pay under the Termination of EmploymeritWorkmen Act (TEWA)® —
There is at present no formal unemployment besefieme in Sri Lanka. However, the
Act, generally referred to as “TEWA”, was promulgatin 1971 and governs provisions
following the termination of employment in certafircumstances in the country (in
particular, reduction or closure of the operatioofs an enterprise). Private sector
employees working in establishments with 15 worleerd more and with at least 6 months
of employment are entitled, in principle, to a semee payment from the employer upon
dismissal or lay off, by way of compensation. Whilee severance payments are
mandatory and are paid as a lump sum to all quadjfworkers who are terminated or laid
off, there is some controversy as to the minimuwstusdry amount of severance pay, which
was formerly left to the discretion of the Labousr@missioner, although now subject in
principle to a defined schedule. In practice, mashpensation packages have varied from
an amount corresponding to six months, up to feary pay® The statutory coverage of
the TEWA is about 55 per cent of private sector legges.

Maternity benefits on an employers’ liability basisinder the Maternity Benefits
Ordinance® — There is at present no statutory benefit schenfriianka providing for
maternity benefits by means of social insurancepublic funds. Under the amended
Maternity Benefits Ordinancdirst adopted in 1939, maternity cash and medieslefits
should be provided by employers to all (formal) &ypd women, with the exception of
casual employees, for a period of twelve weeks,p@mimg two weeks before delivery and
ten weeks after. The cash benefit is equal to tHheMages of the women protected. The
period of entitlement to the benefits is reducenimfrthe third childbirth to six weeks
(comprising 2 weeks before delivery and 4 weeksrafSlightly different rules apply in
the case of employed women covered under the Stbéice Employees’ Act® who
are entitled to 84 days paid maternity leave (daydthe employer) for the first two
deliveries and 42 paid leave for subsequent dediser

2.1.3 Social security schemes for workers in the informal economy

In 2007, approximately 4.4 million persons, cormgfing to 62 per cent of total
employment, worked in the informal economy, withriagiture as the main sector of
activity (83 per cent)’ At present, three public social security schentesige benefits
for specific groups of workers of the informal eoary: farmers, fishermen and self-
employed persons. All three schemes are voluntaaianited in personal coverage to the
occupational category they respectively target. lers are required to contribute, and are
entitled to benefits related to their contributioascording to one or more defined
schedules. Their principal aim is to provide incasupport in retirement, but include some
minor, additional benefits and risk protection meas. Together, these schemes are
estimated to cover nearly 850,000 workers.

% Termination of Employment of Workmen (Special Rsins) Act of 1971.

31 Termination of Employment Digest, ILO, Geneva, 898s subsequently updated), p. 302.
%2 Maternity Benefits Ordinance No. 32, 1939, as aieen

33 Act No. 19 of 1954 on Shop and Office Employees.

3 Department of Census and Statistics, Ministry ioRce and Planning, Sri Lanka Labour Force
Survey, Final Report — 2006, Colombo, 2007.
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Farmers’ Pension and Social Security Benefit Scheme *

Established in 1987, the Farmers’ Pension schermaevisluntary scheme targeted at the
approximately 2 million persons estimated to beedally or indirectly engaged in
agriculture. Affiliation to the scheme is open trhers between 18 and 59 years of age
whose main source of income is agriculture, inaigdivestock farming. Farmers owning
more land than the stipulated limit, or affiliatexdanother pension scheme (e.g. the EPF),
are excluded from coverage under the scheme. Bepebvided to contributors under the
scheme mainly comprise: a monthly old-age pensipon reaching 60 years of age; a
death gratuity, in case of death of the contribufor his/her spouse; and a disability
benefit, in case of permanent partial and totallgy, consisting in a monthly allowance
or a lump sum, to which is added accumulated dmutions with interest. While the
financial design of the scheme implies the antigi@aneed for partial funding in future by
the government, i.e. by grants from the Ministry Fihance, it is supposedly funded
principally by members’ contributions, where théeraf contributions is indicated by
government gazette as a schedule of standard pa&ymiena proportion that varies
depending on the age of the contributor at enroiméme choice is left to the farmer, once
enrolled, of paying the contributions either oregular periodic basis (twice a year) until
reaching retirement age or as a one-off paymentemadthe year of enrolment at a
discounted rate.

The scheme is managed operated and implementedhebygdricultural and Agrarian
Insurance Board (AAIB), an administrative body unttee supervision of the Ministry of
Agriculture. The AAIB generally acts upon the recoemdation of the Advisory
Committee, a statutory entity mainly composed afhhievel officials involved in the
management of the scheme or policy making (e.gir@aa of the AAIB, Director of

Pensions, Chief Actuary of the Insurance Corponmati€ommissioner of Labour,
Superintendent of the Department of the EPF ofGhatral Bank of Sri Lanka, or their
representative) and representatives of the vaiMinistries concerned with the scheme.

This scheme had enrolled an estimated 715,000 msnalbeéhe end of 200%,increased
from 67,500 in 2002, of whom, however, less tha®,800 were considered active
contributors, with a coverage rate of those elegibtound 50-60 per cefit.The total
assets of the scheme at the end of 2003 totalad &30 2.6 billion.

Fishermen’s Pension and Social Security Benefit Scheme *

The Fishermen’s Pension and Social Security BeSefieme, set up in 1990, is targeted at
those who make a living by fishing or fish farmirag,sea or in lagoons or inland bodies of

% Established by the Farmers’ Pension and Socialredenefit Scheme Act, No. 12 of 1987.
For a thorough analysis of the scheme, see Eriyag&m Rannan-Eliya, R.PAssessment of the
Farmers and Fishermen’s Pension and Social SecBéypefit Schemes in Sri Lank@esearch
Studies: Demographic Transition and Pension Sét®s3, Institute of Policy Studies, Colombo,
2003.

% Annual Report 2003, Agricultural and Agrarian Irence Board, Colombo, 2003.

37 According to the data reported Gaminirathe N.lgtliagnostic Report on the Social Security
Situation in Sri LankalLO, Geneva, 2004, p. 23.

% Established by the Fishermen’s Pension and S8eialrity Benefit Scheme Act, No. 23 of 1990.
For a thorough analysis of the scheme, see Eriyag&m Rannan-Eliya, R.PAssessment of the
Farmers and Fishermen’s Pension and Social SecB#ypefit Schemes in Sri Lankesearch
Studies: Demographic Transition and Pension Sét®s3, Institute of Policy Studies, Colombo,
2003.
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water, between 18 and 59 years of age. SimilaheéoRarmers’ Pension Scheme, it is a
voluntary scheme funded by members’ contributiomgether with, presumably,
government grants in the future. Contributions esllected either on a regular periodic
basis (4 times per year) or as a one-off paymetitaryear of enrolment, depending on the
choice and financial capacity of the contributolon@ibutors are entitled to benefits
similar to the ones provided by the Farmers’ Panaiad Social Security Benefits Scheme,
comprising an old-age monthly pension as of 60 yyedrage, based on the amount of
contributions paid, a survivors’ benefit disabilibenefit (in case of partial or total
permanent disability) and a death gratuity. Theesah is also administered, operated and
implemented by the Agricultural and Agrarian Insw@ Board (AAIB), under the
supervision of the Ministry of Fisheries and thehéries Department and advised by an
Advisory Committee with a similar composition tathof the Farmers’ Pension and Social
Security Benefits Act, with the necessary adaptatio

The scheme had enrolled around 50,000 membere ainith of 2003° up from 48,000 in
2002, of whom 40,000 were considered active cautinils, in a proportion of about 50-60
per cent of those eligibl&. The total assets of the scheme at the end of a6@finted to
approximately Rs. 290 million.

Pension and Social Security Benefit Scheme for Self-employed **

This scheme is targeted at self-employed persotvgeba 18-59 who are not eligible to
join other pension schemes, not liable to pay iredax, and who belong to certain
stipulated occupational categori&sThe scheme is essentially of the Defined Contidlout
(DC) type, but with benefits payable according fore-determined schedule. The funding
relies in effect on a partial, but not well-spemifj subsidy by the Ministry of Finance
(Treasury). Contributors to the scheme are entibevo categories of benefits, linked to
two different funds: a pension benefit, providirgfilrement income and a disablement
benefit financed on a social insurance basis. Tdeage pension consists in a monthly
cash benefit, the amount of which is determinedhenbasis of the age of the contributor
at retirement, the period of contribution and th&alt amount contributed. In addition,
contributors to the scheme are entitled to a disatiienefit in case of partial/total and
permanent disability and their legal heirs to atldegratuity consisting in a lump sum,
under certain conditions. In case of death of t@rdoutor after retirement, his/her spouse
is entitled to the pension to which the contribwt@uld have been entitled until the age of
80, provided he/she is not entitled to a pensiomfthe scheme in his or her own right (in
which case he/she will be entitled to the balanicéhe contributions plus interest). The
scheme provides for flexibility in the payment @ntributions, which may be done on a
regular basis (with a choice between three schedpleescribed by regulation) or as a
lump sum (with a discount), at the conveniencehefdontributor. The scheme is managed
and operated by the Sri Lanka Social Security Boander the general supervision of the
Ministry of Social Services.

39 Agricultural and Agrarian Insurance Board, AnnReport 2003, Colombo, 2003.

0" According to data reported in Gaminirathe N. ef Blagnostic Report on the Social Security
Situation in Sri LankalLO, Geneva, 2004, p. 23.

1 Established by the Social Security Board Act, W®.of 1996. For detailed information on this
scheme, see Eriyagama, V.; Rannan-Eliya, A&sessment of the Pension and Social Security
Benefit Scheme for the Self-Employed Persons inL&mka Research Studies: Demographic
Transition and Pension Series No. 5, Instituteadicy Studies, Colombo, August 2003.

2 These categories are specified By Order of théd#inof Health, Highways and Social Services,
published in Gazette (Extraordinary) No. 948/1Mofvember 6, 1996.
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In 2002, about 75,000 persons were enrolled, owwtoth approximately 60,000 were
considered to be actively contributiffy.

Other occupational groups

Provision for a number of specific occupational up® has been considered or
implemented by concerned Ministries or Departmealthpugh to date none has grown to
significant size. The ILO has provided advice te fovernment in relation to several such
proposals, including schemes which would servepaesvely, domestic workers and
construction workers.

Micro insurance schemes **

A certain number of, essentially, community-basatiatives have been implemented by
several non-governmental organisations (NGOs), ignoy “micro-insurance” cover
against certain “risks” for their members and faesil

The largest, micro-insurance scheme, Yasiru, wiited in 2000 by the All Ceylon

Development Council, a medium size NGO operating mral districts. Targeted at low-
income earners between the ages of 18-65, withoyt peermanent employment, this
insurance scheme is organised under the Yasirud&ovident Fund Society, affiliated
to the parent body. Members pay monthly “premiumasiging from Rs. 10 to Rs. 150 for
insurance cover in case of death, disability ansphalisation. Benefits range from Rs.
3,000 to 120,000. The micro-insurance funds of Huoeiety are reinsured with a
reinsurance foundation in the Netherlands. By 200#siru, with eight active partners,
numbered some 60,000 members, and had accumutaigg and reserves of almost Rs. 5
million ($50,000).

Based on commercial principles, a second schemeaisaged by the All Lanka Mutual

Assurance Organisation (ALMAO) which operates tlglouthe Sanasa movement, a
comprehensive, nationwide network of savings aediticooperatives in the objective of
providing some affordable protection for the poar&nce its start in 1991, ALMAO has

experienced rapid development, with a membership0id4 of roughly 50,000 members
and equity of almost Rs. 50 million. Coverage untter scheme relates to disability,
hospitalization and death. The amount of the bemnefid in case of occurrence of a
contingency, determined by the amount of depositlalvie in members’ accounts and the
age of the member, ranges between Rs. 3,000 arsDR€0.

In Hambantota, the Women’s Development Foundatias started a micro insurance
facility accessible to both members and non-memagifsom July 2002. This scheme was
set up in order to provide better coverage to ttiaseg difficulties in meeting expenses
related to accidents, illnesses, hospitalizatioh lass of life. The organization consists of
a network of societies at the village level and ratiganking institutions in the form of
small banking units. Its funding is composed of rbership shares and members’,
children’s and other deposits. Membership in thganization in 2003 exceeded 28,000
persons.

3 According to the data reported Gaminirathe N.lgtliagnostic Report on the Social Security
Situation in Sri LankalLO, Geneva, 2004, p. 23.

4 See ILO Social Security Inquiry in Sri Lanka, Gemg2005, pp. 47-51 and Enarsson, S. and

Wirén, K.,ALMAO and Yasiru, Sri Lank&GAP Working Group on Micro insurances — Good and

Bad Practices, Case Study No. 21, January 2006ableaat:
http://www.microfinancegateway.com/files/31892efitstudy21.pdf
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2.2

Social assistance and cash transfers to the poo  r

Sri Lanka has a more extensive programme of saskibtance than most countries in the
region, of which the Samurdhi Programme is by fae tdominant scheme. It is

complemented by several other small but nonethelsssiable social assistance

arrangements, albeit with little coordination.

2.2.1 The Samurdhi programme *

The core of the national system of social assistangainly providing (through cash
transfers) for those in the informal economy, is 8amurdhi scheme, introduced in 1995
as a comprehensive poverty alleviation programméh vihe purpose of creating
opportunities for young persons, women and othémerable and disadvantaged groups.
Samurdhi has three major components: (a) the poovisf a consumption grant transfer to
eligible households, (b) a savings and credit @ogne operated through Samurdhi banks
together with loans for entrepreneurial and busirevelopment, and (c) a set of workfare
and social development programmes with the objeativrehabilitation and development
of community infrastructure. The main focus, foe furposes of this paper, is on the first
of those.

The welfare element of the Samurdhi programme isnprsed of three main
subcomponents: a welfare grant (transfer componantinsurance scheme (compulsory
for certain categories of families) and social depment programmes focusing on
disadvantaged categories of people, to be implesdewtith the assistance of NGOs. The
Programme is tax-financed, and administered byDibpartment of the Commissioner-
General of Samurdhi, now within the Ministry of Mat Building and Estate Infrastructure
Development.

The welfare grant consists in the distribution antily coupons to families receiving less
than Rs 1,500 per morithto be exchanged for food, goods, and, when appéc#o pay
compulsory insurance premiums and for compulsownga. The amount of the coupons
and the types of coupons distributed monthly aterdened by the family earnings and
the number of family members. The total amounthef benefit varies between Rs. 100
(family with one member, only for the purchase flood) and Rs. 1,000 (families with
more than 5 members and earning less than Rs. B@Pgending on the category to which
they belong, the beneficiaries can claim their amtitlement in cash or kind, with
deductions being made at source, as prescribedsjpect of savings and insurance, (when
applicable). Entitlement to benefits from the scheraases when the income of the family
concerned exceeds Rs. 2,000 per month for 6 canigwmonths or one of the family
members finds employment. The income transfer isnaexed to inflation.

While the welfare grant provides immediate reliéfough punctual measures, the
insurance scheme has a longer term objective cérppalleviation, as it aims at reducing
the vulnerability of the poor in the face of lifertingencies such as death, birth, marriage
or sickness in the family. Contribution to the iremce scheme is compulsory for families
receiving a monthly welfare grant of Rs. 500 and R600 and is deducted at source.
Beneficiaries are entitled to a lump sum upon tbeuaence of one of the contingencies,

5 For a comprehensive and detailed overview of tam@dhi programme, see Salih, Rhe
Samurdhi Poverty Alleviation SchenhieO, Geneva, 2000.

6 These amounts are changed from time to time, amdjar review of Samurdhi was undertaken
in 2007; the amounts shown here are the latesteffggavailable to the authors at the time of
preparing this document.
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varying according to the contingency (Rs. 5,000tfier death of family member, Rs. 3,000
or 1,000 for the marriage of a child, Rs. 2,000tFa birth of the first or second child, Rs.
50 per day of hospitalisation in case of sicknepdp a yearly maximum of Rs. 1,500).

The overall responsibility for the administratiof the Samurdhi now rests with the
Ministry of Nation Building and Estate InfrastrumtuDevelopment, the programme itself
being administered and managed by offices at naltimmd sub-national/local levels, under
the authority of the Commissioner-General of Sarnurd

At the end of 2007, approximately 2.1 million hduskls benefited from the Samurdhi
income transfer programme, corresponding to 41 qet of the total populatiofy.
Government expenditures for the Samurdhi programwonesponded to about 0.4 per cent
of GDP in 2004? (having declined from the 0.9 per cent of GDPated in 2001). The
Samurdhi programme was, in fact, streamlined digpmtly in 2007 within a total
allocation of Rs. 9.6 billion for that yed?. The implementation of a more rigorous
selection process for the targeting of the groupshéed has led to a reduction of
beneficiaries, the figure being around 38 per oénihe population. Further cuts are to be
expected, in the light of the new fact that the t@dBank of Sri Lanka is known to have
expressed concern as the high budgetary costsoingithe programmé®

2.2.2 Other social assistance arrangements

In addition to the Samurdhi programme, governmeggnaies operating at local levels

provide a range of less significant social asst#aarrangements, targeted at specific
categories of persons and contingencies. Theseugdrrangements mainly consist of:

income support for disabled soldiers and familiesayvice personnel who have died in

the ongoing conflict, assistance for persons diguaby the conflict, and emergency

assistance to people affected by natural disastens as droughts and floods, supervised
(now) by the Ministry for Social Services and SbéMelfare; free textbooks and school

uniforms to children, administered by the Ministof Education; and assistance for

indigent elders and families with disabled persand people with incapacitating illness

who are unable to work, managed by the Provinaiir@ils.

In 2002, assistance under these programmes wagledoto 20,000 disabled ex-soldiers,
100,000 internally displaced persons and 400,006iliess with disabled persons and
people with incapacitating illness who are unable/ork.

" According to data from the Central Bank of Sri kanquoted in World BankSri Lanka:
Strengthening Social ProtectigRart 1), Washington, 2006, p. 67.

8 |bid., p. 63.

9 Proposed amount(s) for the financial year 2008#@@ been declared by the government in the
framework of the 2008 budget read by the MinisteFioance (also, indeed, Prime Minister), at a
level of about Rs. 11 billion. See Annual Repor020Central Bank of Sri Lanka, available at:

http://www.cbsl.gov.lk

% Ibid.
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2.2.3 Health care system ™

Recognized as one of the most comprehensive arahedd in South Asia, the health care
system of Sri Lanka has significantly contributedhe social development of the country,
by considerably reducing the rate of child mon@fitand increasing the life expectancy of
the population®® allowing the country to attain a relatively higank (for a developing
country) on the Human Development Index (0.743 @03).>* Having succeeded in
providing a high degree of risk protection agaihst financial risks of iliness, the system
has achieved one of the primary objectives ofrigation.

The Sri Lankan health care system is comprised pfilgic and a private component.
Public health care is universal, free of chargel iaeludes a wide range of promotional,
preventive, curative and rehabilitative health c&mvided through an extensive network
of institutions, e.g. health care centres and halspi under the responsibility of the
Ministry of Health and Nutrition, public health ears exclusively financed by general
revenue taxation, including donor funds, paid irftee consolidated fund of the
government. Private health services are financedtie most part (90 per cent) by
households’ out-of-pocket direct payments, andtlier rest from employers and private
insurance payments.

The Government, as the main financier of healtre,cer currently feeling the “pincer”
effect of two factors, namely the relatively rajmdrease of costs of health care, which is
an international phenomenon, and the loss in r&lalevcaused by accelerating inflation in
SL Rupee terms, which reflects the rather perdisteakness of the economy, certainly by
comparison with important neighbours in the region.

! This section is mainly based on Chapter 4 of Gaatime N.et al.Diagnostic Report on the
Social Security Situation in Sri Lank#_ O, Geneva, 2004, pp.33-34, and on the inforomati
available on the website of the Ministry of Headiid Nutrition of Sri Lanka (www.health.gov.Ik).

2 From a rate of 100 per 1000 live births for unfiee-mortality in 1970, to a rate of 14 per 1000
in 2005, according to UNDP (http://hdrstats.undg)or

3 From 65 in the 1970-1975 period to 70.8 in the ®Q005 period, according to UNDP
(http://hdrstats.undp.org).

** Ibid.
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3.

3.1

Income security systems

Gaps and weaknesses of existing social
security and assistance schemes

While Sri Lanka has achieved the highest degresooifal security coverage among South
Asian countries, there is still considerable pregréo be made. According to ILO
estimates, about 28 per cent of the working agaulatipn is effectively covered under
social security pension and benefit schemes, mastiyprising employees in (relatively)
formal employment who (or whose employers) are defaulting on contribution
obligations. While a significant, if declining, gortion of the population lives in severe
poverty, social assistance programmes provide tragkfers to approximately 1.9 million
poor families. In the absence of basic social mtaie or adequate income replacement,
the remainder is left extremely vulnerable in tlaeef of “life risks” such as death,
disablement, sickness and outliving of resourcesldnage. In addition, existing schemes
suffer from important deficiencies which prevenerth from efficiently and adequately
delivering benefits to those covered. As for therto/’s health care system, although
providing universal coverage and standing out antboge in the region, it appears to be
seriously hampered in responding to the changingdsieof the population, reflecting
principally under-funding and shortage of qualiffgetsonnel.

55

Lack of adequate coverage

Together, existing social security arrangementsherformal and informal economy are
estimated to have extended eligibility for socie¢ity participation to more than half of
the population of working agé (around 54 per cent) and more than a third ofotrerall
population (around 36 per cent). In addition to significant proportion of the population
not covered under any existing scheme, a certaipgption of workers eligible to
participate in these schemes are not effectivehgie.

People without coverage either lack the necessash egncome — are too poor — to
contribute to one of the schemes, or are not inositipn to engage in remunerative
employment. Two-thirds (5 to 5.3 million) of nongpected people are of working age but
fail to fulfil the eligibility criteria under any fothe schemes (e.g. farmers excluded by age
limits, employers, migrant workers, domestic woskestudents, seafarers, contract
workers and casual workers). Around 70 per cenhisf group lacking coverage is made
up, in fact, of women. In addition, around 6.7 il people - representing children and
the elderly - are not of working age and therefareeligible for coverage under any of the
existing schemes. Except for migrant workers, nobshese people have very limited and
irregular, if any, income and are not generallyairposition to self-finance their own
income security schemes. Given the contributoryneabf existing schemes (with the

% This part of the paper is mostly based on theiriigsl of Gaminirathe N.et aDiagnostic Report
on the Social Security Situation in Sri LankiO, Geneva, 2004. The statistics used herelse t
ones provided in this study. See also Rannan-ER/®,. and Eriyagama, VAssessment of the
Employees’ Provident Fund in Sri Lankaesearch Studies: Demographic Transition andi®ens
Series No. 3, Institute of Policy Studies, ColomB603, pp. 13-15 and Eriyagama, V.; Rannan-
Eliya, R.P.,Assessment of the Farmers and Fishermen’s Pengioin Social Security Benefit
Schemes in Sri LankeResearch Studies: Demographic Transition and i®enSeries No. 3,
Institute of Policy Studies, Colombo, 2003, pp.505-

% This refers to the population between 18 and é&sye
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partial exception of the PSPS), and linkage to stmma of employment contract, resulting
in general targeting to people in a position toestr the long term, it is rather difficult to
see how coverage could be readily extended to tipesgs of people under any of these
schemes. Other mechanisms would be necessary tioeetie provision of basic social
security benefits to those groups, in the form edistributive transfers (from other
occupational groups) or by direct general reveuneléd subsidies (e.g. universal state
pension).

Moreover, participation in existing schemes is virlow the total number of those who
should be eligible for membership, with estimateggesting that overall enrolment may
lie in the range between 49 and 52 per cent of #ligible workers, or 26 to 28 per cent of
the working age population. In total, the numbemairkers eligible to participate in a
scheme but not enrolled or having defaulted frogingatheir contributions is estimated to
be around 3.3-3.6 million. More specifically, treckl security schemes for workers in the
formal economy were estimated to cover 3.1 milj@nsons in 2006, or 23 per cent of the
workforce. The estimated coverage rate of the Few'nand Fishermen’s Pension and
Social Security Benefits Schemes corresponded tpes7cent and 42 per cent of their
target audience in 2006, respectively. This gapvben targeted and effective coverage
may be explained by factors ranging from the latikrmwledge or interest of eligible
workers about the schemes, to their inability tg ffee required contributions due to the
nature of their occupation and the variations ieirthearnings, and evasion from
registration reflecting weak enforcement. Thudaict, the main challenge which schemes
for formal workers face with regard to the extensad effective coverage relates to the
enforcement of mandatory contributions, especiatigre small firms are concerned.

As these figures indicate, social security coveriagde country, although relatively high
compared to other countries in the region, is &itl from being a reality for every Sri
Lankan. Most existing schemes show gaps and limitstin coverage and face efficiency
and sustainability challenges that should be addre$o ensure the effective delivery of
benefits to those covered. In addition, the covemigworkers in the informal economy is
still insufficient in the face of the increasedkego which these workers are exposed and
must be expanded to ensure the access of all thelgtimn to some form of income
security. Taking into account the constraints @xjstschemes face in ensuring
participation of those covered, it seems likelyt tthee extension of coverage beyond the
actual percentage of 40-45 per cent of the labmwefwill prove difficult.

In addition to inadequate personal coverage, thé&rkan social security system suffers
from gaps with regard to the range of benefits lalséa to those covered under existing
schemes, which fail to offer protection which isrgwehensive in the sense of providing
for all nine “standard” branches of social securityWhile many contingencies are
protected on a universal basis (health care, dateefit subject to a means-test) or covered
under one scheme or another (old-age, disabilityyiworship), some are only partially
covered (disability — only if total, and in the easf work injury and maternity — on an
employer’s liability basis) and others not at aic{uding, notably, unemployment).

Inadequacy of benefits to provide sufficient income replacement

Lack of periodic payments of benefits — Most cdnitory schemes for workers in the
formal economy (i.e. EPF/ETF, APPFs) provide besdf their members in lump sum
form, rather than as periodical payments. In theeabe of regular income replacement
throughout the rest of his life, a pensioner i<eth in effect, in a position where he/she
has to manage the lump sum benefit in such a walp agenerate a flow of income,

" As set out in the Social Security (Minimum Stam$drConvention, 1952 (No. 102).
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essentially through its investment. Moreover, tarlsh as annuity contracts to manage the
“risk” of living longer than the average (and so,édffect, exhausting the lump sum too
early) are hardly available to such individualsgéably more flexible than the EPF,
APPFs seem to be even less conducive to ensuremuate social security in old-age, in
allowing contributors to withdraw the balance aditraccount as a lump sum upon leaving
their employer (with no obligation to transfer a@ the EPF, even though that possibility
exists). The use of individuals’ accounts in bolble tEPF and ETF, up to a level
corresponding to 75 per cent of a contributor'siiisiial account balance, to support
housing loans also creates difficulties in its &atlon. Poorly informed about the terms
and conditions of such loans, subject to repaymetit interest, and in the absence of
effective control on how the loan is effectivelyesp many members use the money for
other purposes, unaware that interest obligatisesaacumulating. Many of them find it
impossible to reimburse their loan with interestt, there is no enforcement mechanism in
place for that purpose. As a consequence, membeisfaindebted, often with hardly any
sum left in their account to provide for their @de, and the Fund itself loses money.

Low level of replacement incomeFhe contributory schemes offer low replacemergsat
equivalent at best to 20-45 per cent of contrigit¢already low) wages, which are not
adequate to ensure a sufficient income to their lbggmin old-age or disability, or to their
families in case of death. Calculations based om #verage benefit provided to
contributors to the EPF in 2001 show that shoulkchsa lump-sum be converted into a
theoretical 25 year annuity at 12 per cent intefesen without any allowance for
expenses), this would translate in a monthly paymdrnich was less than 14 per cent of
the average GDP per capita in that year and wédwbéhe poverty line’® This implies
that beneficiaries under the scheme cannot rethein benefit alone to live decently. With
regard to the EPF, the low replacement level magxpdained by the fact that the average
period of contributions is relatively short in coanfson to the average life expectancy of
members.

In addition, the lack of adequate inflation prokact characterizing all the schemes
substantially weakens the degree of protectiondweting the relative benefit to which
members are entitled as they age, especially @agXjpectancy is increasing. The absence
of inflation protection effectively creates an inajl liability for the government, since it is
forced periodically to finance the raising of pemsiand benefit levels in the contributory
schemes. It seems, in fact, that there is little@@radjustment to cope with demographic
ageing. The levels of benefits and replacemens rateler existing schemes, irregularly
adjusted with inflation, has also been identifiscagpossible deterrent for covered workers
to participate in those schemes. Where the PSR®niserned, it should be noted that,
although the scheme offers theoretical replacemsas at retirement up to around 85 per
cent, salaries in the public sector tend to be totlvan in the private sector. Moreover,
benefits under this scheme are subjectatb hoc adjustment (with only 5 pension
adjustments between 1985 and 2002, seemingly maorepélitical than economic
considerations) rather than being indexed, ancefoer quickly deteriorate in real terms,
lagging behind inflation and the rising cost oiriy.

Other factors —The fact that existing schemes are linked to tjoge (formal)
employment also contributes significantly to incieg the gender gap in the degree of
social protection available respectively to men amanen. This substantially worsens the
problem of inadequate income protection in old-aa®, while men tend to work for

8 Rannan-Eliya, R.P.; Eriyagama, Wssessment of the Employees’ Provident Fund ih&rika
Research Studies: Demographic Transition and Peréries No. 3, Institute of Policy Studies,
Colombo, 2003, p. 14.
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considerably more years than women and therefaénchigher benefits under the
schemes, women live longer on average than men.

It also seems that the provisions of the schemestlagir objectives, especially where
long-term benefits are concerned, are not wellifictently understood by their members.
The result is that, in many cases where benefigpaid in lump sum form, they are used
to meet perceived immediate needs, rather tharrdeide as intended for an ongoing
stream of income.

Lack of coherence and coordination

The lack of coherence and planning in the desigamagement and methods of financing
of the schemes added to the lack of coordinatidwden the schemes, has an adverse
impact on their efficiency in providing adequat@lagement income. Administered and
supervised by different agencies, departments aimistnies, the schemes are poorly
integrated with each other. As a result, some effrtlluplicate the functions of others (i.e.
the ETF and APPFs are effectively very similartte EPF). This also contributes to gaps
in coverage and facilitates evasion by individuaigheir contribution responsibilities by
making proper supervision very difficult. Possibtenflicts of interest between institutions
in charge of administering funds may also hampeir tiefficient management. The
collection of contributions suffers moreover from effective lack of coordination, and
problems are seen in the enrolment and accountt@maince processes. For instance, EPF
members have no individual registration numberss gmployers who register with the
scheme, which leads to situations where multiptmawots are held by the same person. All
of these translate into unnecessarily high adnnatise costs.

In addition, the schemes differ markedly from eaxther in terms of the basis for
contribution and benefit and have not been designddcilitate transfer from one system
to another. Few schemes allow for the portabilftyenefits, a rare exception being in the
case of those who move to or from the civil servicwil servants moving to the private
sector and vice-versa, or workers moving from ooeupational sector to another, and so
from one old-age benefit scheme another, stand Vew® lose much of their wealth
accumulated for retirement. It has been suggedtad the complexity of the current
system, by creating disincentives for workers toange jobs, and therefore by
discouraging labour market flexibility and actingan impediment to structural changes in
the economy, is in fact incompatible (or at leastny compatible) with the needs of rapid
economic development,

Lack of financial and fiscal sustainability

A problem common to all current schemes is thein-gostainability at the fiscal and
financial levels. In addition to the high admingive costs related to the operation of the
majority of scheme$’ the schemes are governed by unsatisfactory inegstrales, which
have a detrimental impact on their financial healtid stability. By allowing (some)
contributors to withdraw the accumulated balanceheir account when changing jobs
and, where schemes for workers of the formal ecgnara concerned, by delivering the
benefit as a lump sum, these rules undermine titiyadd schemes to maintain their funds
at a sufficient level. Furthermore, in the abseofcenforcement mechanisms ensuring that

9 Gaminirathe, N. et alDiagnostic Report on the Social Security SituatiorSri Lanka ILO,
Geneva, 2004.

0 Exception made of the EPF, the administrativescowhich correspond to less than 1 per cent
of its total gross income, including operationadl &amvestment costs.
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contributions are properly paid, evasion is frequarhich creates unpredictability with
regard to the sums available. The statutory investngonstraints imposed on the funds
and the restrictive investment guidelines issuedth®y Monetary Board within these
parameter8' are also burdensome and result in low returnsuantbrperformance of the
funds, and therefore, in lower benefits for membé&tsth regard to the EPF more
particularly, it may be noted that, in recent yed#lne declaration of the interest rate to be
credited to members’ individual accounts has becammatter of some public controversy.
The current annual interest rate stands at 11 qmﬁrsf:which is below the current rate of
inflation, estimated at around 30 per cent, It @pp¢hat a continuing failure to address the
risk aspects of inflation is undermining the realue of members’ accounts and thus their
social security benefits, which might be correcatdeast in part by a more appropriate
investment strategy®

In addition, the schemes suffer from a high depeogeatio, which is expected to increase
with population ageing, the increase in life expacy and the decrease in the fertility rate
as forecast. The Farmers’ and Fishermen’s Pensibarse$* are particularly vulnerable
to this phenomenon, as they cover workers fronptimeary sectors of the economy, likely
to decline with economic development. This willuksn an adverse cash flow trend,
through a decrease in the number of contributorgewdt the same time the number of
pensioners will still be increasing, and thus dddal pressure on the schemes’ finances.

The funds’ non-sustainability has an impact on rthedggree of self-sufficiency. In
principle, the only explicit liability for the govement is the PSPS. While the other
contributory funds may in theory be fully fundeadaso should not experience funding
gaps, estimates indicate, however, that the Farraeds Fishermen's Pension Schemes
carry significant implicit liabilities. Even at thwvert level, default rates are estimated to be
fairly high, at between 30 and 40 per cent. Theesws have not reached yet a state of
financial self-sufficiency as intended and arel $tdavily funded by the Treasury, yet
estimates point towards the need for further irsean the Treasury transfers to pay the
future pensions. An increase in the number of persoovered, coupled with the
substantial increase in life expectancy forecasitjmply a corresponding increase in their
effective costs to the Treasury.

Weak administration and lack of tripartite representation

The legislation relating to the management of sa@®m generally sketchy. The lack of
administrative capacities of most existing schealges constitutes a major obstacle to their
well functioning. More precisely, lacking technicalpacity in the actuarial, financial and

1 According to the information obtained from EPFiaifls in May 2008, 96 to 97 per cent of the

EPF's investments are estimated to be in Treasondé The ETF seems, according to this
information, to have allocated investments to Tueadonds in a lower proportion, although still

significant, of 90 per cent. The remaining 10 pentds invested in shares, but always within the
country.

%2 These numbers have been communicated to the aublyoofficials of the Central Bank of Sri
Lanka at a meeting held in Colombo in May 2008.

% |t appears from discussions held between the 1h® BPF officials that a project of indexation
of benefits to cope with inflation may be under wajthough no concrete proposals or
recommendations to that effect have been commuudatthe ILO.

® Eriyagama, V.; Rannan-Eliya, R.Rssessment of the Farmers and Fishermen’s Pensidn a
Social Security Benefit Schemes in Sri LanRasearch Studies: Demographic Transition and
Pension Series No. 3, Institute of Policy Stud@&slombo, 2003, p. 50.
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3.2

Samurdhi and other social safety nets

administrative functions, the agencies in chargéhefschemes often prove incapable of
efficiently managing the collection of contribut®@mnd the delivery of benefits, which
contributes to their non-sustainability. In the ee of specific legal provisions laying
down the obligation for the Funds to be reguladyg( yearly) subject to an actuarial
review, there is, at best, infrequent evaluationhefr sustainability. In practice, the high
costs of hiring external (often foreign) actuagaperts to conduct actuarial valuations and
reviews of the schemes, means that financial aisahgsely goes beyond the basic legal
obligation of a simple audit of the Fund. With @seeption of the EPF, most schemes also
lack the managerial expertise to prudently and cieffitly administer funds and
investments, which results in avoidable inefficies¢ high costs of administration and low
investment returns. In the absence of any cermg@légency in charge of supervising the
funds and keeping records, there is no monitorfrigwiestment performance and therefore
little incentive or pressure on the administrationperform well. There may be only
limited data which is either reliable or up-to-dateith the consequence that detailed
analyses of investment performance cannot be walast

65

While the Samurdhi programme as a whole and ith tassfer component constitute an
important safety net helping families to cope withverty, its real impact is diminished by
a series of deficiencies, preventing it from efifiggly addressing chronic poverty. These
may mainly be summarised as follows.

Mistargeting —In the past years, the scheme has been critidtgedeficient targeting.
While the programme lays down certain criteria éotitlement to the benefit, consisting
mainly of a means test conducted by officers atdbel level, there seems to be a lack of
clear methods and guidelines on how to assess ahéiese criteria are fulfilled in
practice. Political and ethnic considerations hale® been identified as playing a role in
the identification of beneficiaries, contributing the often discretionary character of the
process:® Mistargeting is therefore frequent, with the cansance that some people who
do not need the benefit receive it, while a highportion of the poorest people remain
undercovered. Studies have found that 44 per detiteothree richest quintiles received
income transfers in 1999-2000, while only 60 perta# households in the bottom quintile
received then?’ The recent changes in the beneficiary identifizaprocess together with
the political will to remedy to such problems arw durb related budgetary expenses
should in future allow for a better outcome.

Administrative obstacles and inefficiency of thelwery system The high administrative
costs of implementing the Programme have also Been as a major impediment to its
efficiency and capacity to deliver effectively. Witegard to the delivery of the benefit,
assessments find that not only is regional covenagTicient (in particular in the North
and the East§® but also that the cooperative system, through vhyments are made, is

% This section is mainly based on the findings ofaalytical review commissioned by the Social
Security Department of the ILO: Salih, Rhe Samurdhi Poverty Alleviation Schem®, Geneva,
2000.

% Ibid., p. 15 and World BankSri Lanka: Strengthening Social Protectjoashington, 2006,
pp. 70-71.

7 Ibid., p. 70.

% World Bank,Sri Lanka Poverty Assessmew#n empirical evaluation of the Samurdhi Program
Washington, 2000.
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hampered by various factors impairing its efficigrat the point of delivery? Among
others, obstacles identified by the beneficianetlide the poor quality of goods available
through the cooperative system, corrupt practioegims of weights and measures, the
enforced sale of lottery tickets for part of thditlement, and in some areas the difficulty
of access to cooperative.

Inadequacy of the benefit -Studies carried out on the real impact of the Sdhiwcash
transfer suggest that the benefit is not sufficier@mount to deal effectively with poverty.
Not only is the amount of the benefit significantgduced once the compulsory savings
and insurance contributions are deducted, but fuither reduced after accounting for
efficiency losses via the delivery mechanisthBeneficiaries therefore receive actual
payments that are much smaller than the stipulgtedt. In the absence of inflation
adjustment, the benefit’s real value is even furthiminished and does not allow people to
cope with a rise in the cost of living. In genethk net benefit is too low to cover basic
household expenditures, covering only one quarteh® food consumption bill of the
poorest in 1999-2000, according to the World Bakash benefit which is not indexed in
the context of an inflationary environment will gkly become meaningless and no longer
contribute toward achieving the income securitypoverty alleviation goal it set out to
achieve. What is needed is to guarantee a mechdoisnegular indexation of benefits
(e.g. in 1999-2000, an average of 14 per centtaf tmusehold food expenditure could be
met by the grant, corresponding to 5-7 days of fped month)!* and, in the broadest
terms, to refocus on the primary objective of takireople out of poverty?

Other social safety nets are rather limited in sc@s they focus on specific groups of
persons in specific circumstances. In the absehaecomprehensive approach, their only
purpose consists in providing timely relief upoe thccurrence of a contingency, without
addressing the other aspects of the problem (eegeption and rehabilitation in case of
disability). Safety nets also suffer from coveradgficiencies. While, for instance, the
specific targeting of the income support progranforedisabled soldiers injured by the
ongoing conflict leaves a significant portion okthoor disabled undercovered, there is
some overlap between the beneficiaries of the progres administered under Samurdhi
and those under the Ministry of Social Welfdfedgain, there is a lack of coherence and
coordination between Samurdhi and the other s@sdsistance arrangements as well as
among these other arrangements, with no overarchinjal assistance system under
which programmes/arrangements would be linked, ramgwan effective and adequate
delivery of benefits nationwide.

% salih, R.,The Samurdhi Poverty Alleviation Schert®, Geneva, 2000.
0 bid.

™ World Bank, An Empirical Evaluation of the Samurdhi Programn®@ri Lanka Poverty
Assessment, Washington, 2000.

2 See World Bank (2006), p. 69: “In 2002, the averagome shortfall needed to move a person
over the poverty line was four times the sizeshef actual grant. If targeted perfectly, Samurdhi
could have moved 60 per cent out of the poor oytonkerty with a budget one and a half times as
much as was actually spent that year.”

3 World Bank (2006), p. 64, referring to World Bafgverty and Social Impact Analysis for Sri
Lanka: A Case Study?REM, South Asia Region, Washington, 2005.
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3.3

Health care system

The conclusions of a recent Government repbrthich confirm those of a number of
studies/” are that the deficiencies of the Sri Lankan pubgalth care system are mostly
attributable to its inadequate funding and to theufficiency of existing structures and
management methods to increase the cost effectisafahe provision of health care and
to assure its quality’ The total public expenditure allocated to health 2003
corresponded to approximately 3.6 per cent of Giifh a heavy reliance on taxation and
out-of-pocket expenditure (about 48 per cent) rarfting sources.

According to the same Government rep@rthe health system is suffering from structural
weaknesses preventing it from meeting the neetlsegbopulation. Busy and overcrowded
health care institutions and facilities have difftg in coping with the heavy demand,
which reached an approximate rate of 0.2 inpateimissions per capita in 2003. Causes
for such a mismatch between supply of and demanddorices range from insufficient
diagnostic capabilities in lower primary care andpatient departments, to patients being
admitted on demand (rather than on a referral hasisl patients bypassing the lower level
services (mostly in peripheral hospitals) in favefitarger city and provincial hospitals.
Furthermore, the absence of clear admission amdra¢fpolicies was also identified as a
factor contributing to the overcrowding of the gyst

In addition to these systemic problems, the lackaofomprehensive human resource
strategy and the lack of coordination among alltaur@oncerned in the Ministry of
Healthcare and Nutrition and the Ministry of Edimathave been identified as important
impediments to the provision of adequate primany specialist medical services outside
the more developed regions of the courlfiyTogether with insufficient funding,
imbalance in the recruitment and production ofed#ht categories of staff, geographically
uneven development and disparity between expeaved performance and training
constitute some of the major problems in this a@aerall, disparities in the requirements
and supply of several categories of health perdame shortages of specialist categories
cause inefficiency and ineffectiveness in the pubdind private delivery systems.
Understaffed and under funded, medical servicéiseabational level experience shortages
due to the inability of the government to recryggst and retain general (e.g. family
medical practitioners) and specialised staff irak@reas. The unavailability of adequate
medical care in several parts of the country eiffebt translates to uneven population
coverage under the public health system, leaviogelpeople in regions where services
are not available without coverage, unless theyaftord and have access to the type of
care they need from the private sector. The Miyistreport further emphasizes the need
for improving the technical competency of the Heataff and of encouraging positive
humane attitudes in order to achieve better respemsss’® Of particular concern, the

™ Ministry of Healthcare and Nutritiortiealth Master Plan Sri Lanka Healthy and Shining
Island in the 21 century 2007-2016, Colombo, 2007, available at: www.regtiv.lk

5 See in particular Gaminirathe N.et @iagnostic Report on the Social Security Situaiioisri
Lanka ILO, Geneva, 2004, p. 34.

% Ministry of Healthcare and NutritiortHealth Master Plan Sri Lanka — Healthy and Shining
Island in the 21st centur007-2016, Colombo, 2007, p. 3, available at: whealth.gov.lk

" Ibid., p. 3.
8 \bid., p. 7.

7 |bid., p. 8.
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limited budgetary resources allocated for the pasehof medicines create shortages in the
public health system. This contributes to the onewding of larger facilities, where
medical supplies, medication and diagnosis equipmere reliable. Patients must often
buy their own medication.

The health care system furthermore faces major radtrative deficiencies, related to its
organisation and management, financing, and sedeétieery mechanism&’ This is due,
among others, to the absence of flexibility in demi-making processes, which prevents
the effective allocation and utilisation of res@sdo respond adequately and in a timely
manner to upcoming needs and to deal with emergeihegtions. The lack of an efficient
management information system and of a resultsebpegormance appraisal mechanism
have also been identified as posing significantlehges to health care management.

Apart from being undermined by internal weaknessks, health care system is also
severely affected by external shocks. First, theddmu of 20-year conflict has had a
devastating impact on the health system in thetgteareas, resulting in severe damage to
its infrastructure (from primary care centres tiaey hospitals), breakdown of preventive
and promotional services, lack of other supporfaeilities (e.g. medical supplies and
equipment) and the disorganisation of other reladggtems such as education and
sanitation. The conflict and the resulting collapéehe health system in affected areas
have created a range of negative health impactah-ghysical and psychosocial — for the
population living in those areas, which the acgyatem, due to the damages suffered and
the scarcity of human resources in these regiarscope with only with great difficulty.
Furthermore, the 2004 tsunami has caused extedaimage to the infrastructure in coastal
areas, which still needs rebuildiffy.

Sri Lanka’s achievements in improving public heaitler the last decades are to say the
least remarkable considering the country’'s level eacbnomic development and are
outstanding compared to the record of most countdé the region. However, the
country’s health care system currently faces mafallenges in view of the country’s
demographic context and of the sudden rise in fpodes, which are expected to put
increasing pressure on the system in the yearsne c

8 Ministry of Healthcare and Nutritiortealth Master Plan Sri Lanka — Healthy and Shining
Island in the 21 century 2007-2016, Colombo, 2007, available at: www.lregtiv.lk, p. 10.

8 |bid., p. 11.

ILO-RP-SRI LANKA-R37 27






4.  Proposals under Development

This Chapter contains a brief review of a numbeproposals, which are either current, or
of relatively recent origin, for extending the rbaand scope of social security in Sri
Lanka.

4.1 Proposed amendments to the Employees’ Provident Fund Act

On the occasion of the 50th anniversary of the ER&Ministry of Labour Relations and
Manpower (MoLRM) has engaged in a reflection on eahthe features of the scheme
and has formulated a series of proposals for thendment of the EPF A& with the
stated purposes of: rationalising the regulatogcedure of the EPF scheme; enhancing
benefits under the scheme; expanding the scherdegahancing the investment of funds.
In addition to these proposals, possible avenuesréform (“re-engineering”) or
enhancement of the EPF have been identified by Méld¥icials following a “study
tour” to review the provident funds in Singapored adalaysia. Based on favourable
observation of these schemes, and wishing to exathi@a possibility that some of their
features could be reproduced in the Sri Lankanegsyst number of recommendations,
putting forward the proposed amendments, have bdeeeloped and are at present under
consideration within the MoLRM? While these measures have been brought to the
attention of the ILO by officials of the MoLRM amaf the EPF, their implementation
within the EPF Act and therefore their implicatiofts EPF members, should they be
implemented, have been discussed only very briéfiythe absence of further details in
this regard, it should be noted that the followoc@nments are based on rather limited
documentation.

The proposals in relation to the EPF may be groupedfour main categories:

(@) It is proposed that modernised membership ifigation and administrative
procedures should be implemented, including ini@adr the introduction of a
national identity card number as uniqgue member rmsmbhe main objective is the
rationalisation of administrative procedures of BfeF, but other significant benefits
are expected, in the case, for example, of thegestration of members who change
employment, as well as facilitating the overdue potarisation of parts of the
database and of the contribution collection pracddsese measures are to be
welcomed, in that they should simplify the managetm® accounts and to some
extent contribute to the streamlining of adminisea procedures, but are likely to
have limited overall impact in correcting other awlistrative deficiencies of the EPF.

(b) Several measures are envisaged for the provisib “enhanced benefits”. In
particular, the recommendations include the intotida of: a “scheme to meet
medical expenses with a ceiling”; “education assist scheme for tertiary, education
and vocational education”; and an “employee insteascheme to cover life,
accidents, hospitalisation, or other prescribedppses”. The conversion of the
existing housing loan scheme into a house-purchasiheme is also recommended.

8 These amendments, drafted by Mr. R.P WimalaseswipBLegal Advisor of the Ministry, were
communicated to the ILO by officials of the Minigtof Labour Relations and Manpower in March
2008 in a document entitled “Proposed amendmeniEP© Act No. 15 of 1958 to re-engineer the
Provident Fund Scheme at its 50th anniversary (2008)", Ref.: 4/16/1.

8 These recommendations were communicated to theniis3ion team at its meeting with the
Secretary of Labour in Colombo, May 2008.
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In addition, the proposals include the possibility members of the scheme to
withdraw up to 30 per cent of the balance of tlagicount, under certain conditions,
to cover specific purposes, i.e. medical, educatiod housing expenses, as well as
the possibility for a member of the scheme to wilada lump sum corresponding to
a maximum of 50 per cent of his account, at 50 yedrage. It seems that the new
“schemes” to which the proposals refer effectivelgnsist in providing wider
facilities for withdrawals rather than addition&refits as such. Should they be used
by a high number of members, these withdrawals mawiever, have a destabilising
effect on the financial equilibrium of the Fund. addition, the proposals to allow
withdrawals for specific medical circumstances dopltove counter-productive if
interpreted in such a way as to allow the goverrinberany significant degree to
abrogate, potentially or actually, its legal obtigas with respect to medical care.

(c) Several recommendations are put forward for ékinsion of personal coverage,
notably envisaging the voluntary coverage of seipyed, including domestic
workers, migrant workers (“returnees from foreigmpboyment”) and “other
volunteers”. In principle, these recommendatiohsusd they be implemented, could
make a useful contribution to extending coveragetle one hand, to groups of
workers who are poorly covered under existing sa&we(self-employed) and, on the
other hand, to workers who are not eligible at @négo join any of the existing
schemes. Such extension of coverage is very désirab principle, although
questions may be raised as to the extent to which provisions have significant
potential in achieving their purpose. Taking intx@unt that there already exists a
voluntary scheme for self-employed work&fswhich however appears to have
achieved only limited success due to the diffictittythe self-employed with — often
— low or irregular earnings to pay contributiongre prescribed rates, the impact of
these provisions in practice may not be as sigaifi@as it would at first appear.

At the same time, a suggestion has been raisedtithatGovernment may seek to
increase the contributions under the EPF (from B0@er cent for employees and 12
to 13 per cent for employers). Considering thatdtieeme already suffers from high
evasion, due presumably to the inability of membergadily meet their contribution
obligations, such a proposal may not in fact bg tienely.

(d) Fourthly, some measures are proposed whichdnvotidoduce a tripartite element in
the management of the scheme, through the estaldisthof a Tripartite Advisory
Board, where employers and workers would be reptede in addition to the
Secretary of Labour, the Commissioner of Labour #red Governor of the Central
Bank, to provide advice and make recommendatiotisetdlonetary Board regarding
the administration of the EPF. This recommendaisom line with ILO principles
and, should it be implemented, would allow for dtdrerepresentation of the main
stakeholders, therefore ensuring that the decisittben with regard to the
management of the scheme are in the interest ofdb&l partners. The extent to
which the advice of this Tripartite Board wouldwalty be taken into consideration in
the decision-making process and the selection psofar employers and workers
representatives will however determine its usefdne

An additional proposal, rather different in chaeachas been raised in relation to the
status of the EPF for tax purposes thus:

8 |n this regard, it would be interesting to get mrformation on how the proposed provisions for
their coverage under the EPF would integrate oxisbavith the existing self-employed pension
scheme.
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(e) the recommendations include reference to plesstbax incentives”, mainly
consisting of the abolition of income tax payable members’ benefits upon
withdrawal, and measures for maximizing investmeoftéhe Fund. It is common
practice around the world to allow some relief frtar to encourage membership of
social security schemes, particularly those prowgjdior old-age, either by way of
allowing contributions to be paid from pre-tax ino® or by allowing the payment of
benefits free of tax, or by allowing invested finds accumulate free of tax. It is
unusual, however, that schemes and their memberallawed to benefit from two
such categories of tax “privilege”, and very rdrattthree are allowed. The EPF was
designed originally to benefit from the third typleallowance (tax-free accumulation
of investment income), but this has been “clawedkbdao some extent in recent
years, in the light of the strains on the natidnadget; the restoration of the intended
degree of tax privilege would be welcome.

4.2  Proposed Construction Workers’ Scheme

In the immediate aftermath of the devastating tsunaf December 2004, Ministers
observed that the rebuilding effort would certaidhaw many additional workers into the
construction industry, for whom little or no socabtection would be available. Proposals
were therefore advanced, on however provisionalsasbto put in place a dedicated social
security scheme for such workers, and the assistahthe ILO was sought in developing
the outline scheme design. In addition, but sepbait was recognized that the activities
of restoring the massive damage caused, and rendddbris, might present unusually
intense hazards in the field of occupational sadeiky health.

The ILO’s study was carried out with a view to prbrg a rapid, rather than very detailed
outline proposal. This envisaged a Defined Contraou(DC) scheme, based on individual
accumulation accounts, there seeming little realistiternative for workers whose
employment is by nature intermittent, seasonalsniiting in location.

The study noted, however, the extreme difficultydesigning a scheme for this group of
workers which would have both acceptable ratesoofribution and an adequate level of
benefits, particularly on old-age retirement. Tdhiiculty would be exacerbated in regard
to any sub-group of construction workers whose wgrlpattern is characterised by long
breaks between periods of activity, including, bbtawomen.

The ILO, moreover, advanced proposals for a nawglsioccupation, stand-alone scheme
with some reluctance, while recognizing the impactaof the construction industry in the

prevailing circumstances, in the light of repeatedommendations over many years that
the fragmented structure of social security pravisin Sri Lanka urgently needs to be

rationalized, and schemes to be amalgamated siontas,alia, to address the need to
improve the efficiency of administration and poheaking.

The only evident means to resolve such difficuléfectively would be to conceive the
provision of a scheme of social security for camstipn workers — and indeed in the case
of any occupational group whose social securitydaese addressed in a similar way in
the future — within a framework of true “multi-@h” provision. The starting point would
therefore be to specify and design a basic piflatgp which one or more additional benefit
pillars could then be added in a fully-integratecinmer, to provide benefits whose
character meets the specific needs of any partigutaup of workers. An outline, showing
how a basic benefit package, or basic pillar, cdaddeadily developed for Sri Lanka, is
set out in the next Chapter of this document.

It appears that the proposal dating from early 2@®%levelop a specific scheme for
construction workers has not in fact been advanoedl now. If, however, the
Government does now wish to promote, or go ahedll thhe implementation of such a
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4.3

scheme, the time is opportune to consider the igsuihe rather broader framework
indicated here.

Proposed Unemployment Benefit Scheme

Sri Lanka has long has some statutory provisior, Termination of Employment of
Workers Act (TEWA), providing for benefits to beagted when workers are made
redundant in certain circumstances (see Chaptd&oZed. In modern conditions, TEWA
probably fails to meet very well the needs of aitwerkers or employers. Moreover, the
administration of the benefit provisions relied Vigaon discretionary powers granted to
the Commissioner of Labour, which however well eigrd in fact, could hardly be seen
as fair or equitable “across the board”. The diffies in relation to TEWA have been
partially addressed by the introduction of a definble of benefits by way of
compensation for loss of employment. However, theigstill seen, on the one hand as an
impediment to restructuring of Sri Lanka's labourarkets to meet modern and
“globalized” market conditions, and on the otherndhato provide for tardy and
unpredictable benefit payments. The Ministry of caband Manpower Development
(formerly Ministry of Employment) accordingly pereed the value of developing an
Unemployment Benefit scheme, potentially organized social insurance principles
(hence Unemployment Benefit Insurance Fund, or )BiRich could meet the needs of
redundant workers, particularly in the light of th&thering momentum towards enterprise
restructuring in the country, on a more comprehenand sustainable basis.

Accordingly, the ILO was asked, and undertook altim two phases during 2002 and
2003, to consider such a proposal. The provisiooatlusion of the studies was that such
a scheme should be both feasible and, in broatynadtterms, affordable, if properly
designed and implemented.

An effective scheme of unemployment benefits shdadddesigned not only to provide
cash, or income, benefits, but also to provide figaees with an integrated package of
services including counseling, training (or retnag) and job placement services. In this
regard, Sri Lanka is well placed to go ahead withimplementation of a scheme, in that it
should be possible to integrate without difficuiliyo the services of the existing JobsNet
system.

The interim conclusion, therefore, is that the s to implement the UBIF has a high
level of potential. However, it will be necessatyttee outset to complete the policy review
as to the future of the TEWA. In addition, there asconsiderable need for better
understanding of the needs and issues amonggighdite partners, in particular those of
equitable treatment for the workers already affibdby restructuring of a number of
formerly publicly-owned enterprises, and on theibad which the political consensus
could be built which would provide the impetus tarsthe scheme.
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5. A proposed basic social security benefit package
for Sri Lanka *

In line with the overall poverty alleviation poligoal pursued by the Government of Sri
Lanka and with its reaffirmed commitment to extendial security coverage, this Chapter
sets out an ILO proposal for the establishmentrinL8nka of a basic social security
benefit package consisting of a set of social sgcguarantees and benefits for all
residents. The following proposal envisages thesldgwment of this basic benefit package
in view of the country’s needs and national circtanses and therefore takes as a starting
point the social assistance infrastructure alréaghtace in Sri Lanka. This is done first by
considering the context into which such a propasaftooted, then by looking at the
components of the proposed basic benefit packagdirelly, by providing cost estimates
and indications of the financial implications oftadishing such a package for the
Government of Sri Lanka, taking into account currlvels of social expenditure. It
should be emphasised that the scope and ambitioangf concrete proposal, to be
discussed and defined at a further stage, wouldbepurse, tailored to the prevailing
conditions of Sri Lanka, both social and financial.

5.1 Context

As seen in previous chapters, Sri Lanka has suedeiedputting in place a social security
system which provides universal health care, a$ agincome replacement in old-age,
and to some extent disability, to, in principlepab50 per cent of its population, together
with income support for the poor through cash tienssreaching an estimated 40 per cent
of the population. Reducing poverty and raising ltheand living standards have
consistently been priorities for Sri Lanka. Accogly, the Government has shown a
strong commitment to human development throughattaption, over the years, of social
policies ensuring growth through equiyYet, while existing social security schemes and
social assistance programmes have certainly argldemably contributed to improving the
well-being of the nation, their ability to reducketpoverty gap and ensure equitable
growth in future years is questionable, as theyaloat present reach all those in need of
protection. By some estimates, a quarter of theadivyeopulation is still in poverty and an
even higher proportion, just above the povertylléVe

% The proposal elaborated here uses as a startimy e analysis and findings of a recent
research carried out by the ILO Social Security &&pent for the extension of social security
coverageCan low-income countries afford basic social sely@Bocial Security Policy Briefings,
Paper 3, Social Security Department, ILO, Gene0882

8 See, among others, the Pro-Poor Policy Framewmak, of theNew Development Strategy:
Framework for Economic Growth and Poverty Reductbtthe Ministry of Finance and Planning
of Sri Lanka of 2005 (p. 27), where it is statedtti(i)ncreasing the income of the poor is a
principal objective of the economic growth stratedyhe Government”.

87 According to UNDP, Human Development Index, 20008 As previously noted, however, the
Department of Census and Statistics of Sri Lankenaged in March 2008 the number of people
living under the official poverty line at 15.2 psent in 2006-2007, excluding the Northern Province
and certain districts (see http://www.statistics.ddpoverty/index.htm).
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As underlined by the Ministry of Finance and Plagnin the New Development Strategy
(2005), economic development can promote péace;that, it should be added, based on
the ILO’s experience, that long-lasting peace caly be ensured if economic growth is
accompanied by social development. In that resgiegtas long been recognised that social
protection is a powerful tool to prevent and akg®ipoverty, enhance peace, stability and
social cohesion. Social security transfers serveaab injections to local economies and
have a positive impact on their development; rebistion has a positive effect on growth.
In addition, and even more importantly considerthg Sri Lankan context, providing
social security is one of the most effective pekcihat a State can implement to gain
legitimacy and to provide stability in post-conflisituations”® In view of Sri Lanka’s
dedication to achieving the first Millennium Devpioent Goal of halving poverty by
2015 and taking into account the existing sociatgmtion system’s limitations, in its
present state, to contribute much further to thatl,gthe time seems well chosen for the
country to envisage the development of its soatgiugty system in a way that would
better suit the needs of its population, and maréiqularly, of the most vulnerable. A new
approach is thus needed, one that will take intasicieration current and future socio-
economic trends and that will equip the country,aawhole, to better cope with their
accompanying challenges.

Considering Sri Lanka’s national circumstances basked on the ILO’s global and long-
lasting experience in the field of social securityappears that it may be timely to move
towards a system of social protection founded enripht to universal access to coverage
through the establishment of a basic benefit packRgsearch undertaken in recent years
within the ILO, in collaboration with other inteti@nal organizations, with regional
organizations and with partners at the nationatllend practical worldwide experience
acquired through technical cooperation activitibeves that it is possible to frame a
minimum set of non-contributory benefits that amoy should provide to its population to
take and keep people out of poverty and which fdinen content of the basic benefit
package. In line with international human rightgalke instruments and key ILO
constitutional documents, such a package wouldisboka basic and modest set of social
security guarantees. These aim at securing atdeast income security/income support to
all residents at each major stage of life and aoeiged through social transfers in cash or
in kind. Such a basic benefit package would enthae®™

» all residents have access to basic/essentiahheale benefits under the aegis of the
state’s responsibility for ensuring adequacy ofdbkvery system and its financing;

« all children enjoy income security at least & tével of an appropriate poverty line
through a range of family/child benefits aimed tilitate access to nutrition,
education and care;

*  some targeted income support is provided to te pnd the unemployed in the age
group covering (most) active workers;

» all residents in old age, with disabilities, oingvors of deceased breadwinners enjoy
income security in pension form at least at thellev the poverty line.

8 Sri Lanka — New Development Strategy: Framework Emonomic Growth and Poverty
Reduction Ministry of Finance and Planning Colombo, 20052§.

8 Can low-income countries afford basic social sety@rSocial Security Policy Briefings, Paper 3,
Social Security Department, ILO, Geneva, 2008,1pp.

% Ibid.
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Figure 1.

In the framework of its Global campaign for theemdion of social security to all, the ILO

is promoting a universal and progressive approacbkotial development that envisages
this basic benefit package as the first and baslar pf the national social security

structure, which provides a minimum level of proie. The additional pillars provide

progressively higher levels of protection (see Fegl).

The social security development staircase

Voluntary insurance

Mandatory social insurance/social security benefits
of guaranteed levels for contributors

THE BASIC BENEFIT PACKAGE: Four essential guarantee s
Access to essential health care fo rall

income security assistance income security
children unemployed and poor elderly and disabled

As illustrated in Figure 2, most elements of thepmsed basic benefit package are already
provided — at least partially — under the exisiggtem and therefore would simply need to
be strengthened (increased), complemented anddexden a larger (and better targeted)
population base. Hence, the design of this mininhenefit package should take into
account existing social assistance provisions, isting mainly of the Samurdhi
programme?* so that the provisions envisaged build on and ¢ement existing ones, by
filling coverage gaps so as to provide at leashagidolevel of protection to those in need.
Given the similarities between the objectives (bdipapoverty alleviation and creation of
opportunities for people in need) and the targetadience (the most vulnerable, i.e.
children, the elderly, disabled persons, the uneygu and the poor) of the Samurdhi
programme and of the ILO proposal for a basic benmdckage, the integration of
complementary provisions with existing ones shawdt be too problematic. With regard
to the health care component of the basic benatikqge, it is already well implemented
in Sri Lanka, where medical care is provided om&ersal basis, financed by the treasury
from tax revenues, with an extensive network ofthgaroviders.

1 While there do exist other transfer programmes sisgemergency assistance to people affected
by natural disasters, these are ad-hoc interventioising from specific needs and are meant to be
short-term interventions. The basic social secléyefit package, as described below, on the other
hand is meant to provide benefits which are ofedigtable nature and should cover specific and
predictable contingencies (i.e. old-age, childhaid,).
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Figure 2.  The social security development staircase for Sri Lanka

Voluntary insurance

EPF
Mandatory social insurance/social security ETE
benefits of guaranteed levels for contributors PSPS. PSPF

Approved Funds
Farmers, Fishers, Self - Employed

THE BASIC BENEFIT PACKAGE: Four essential guarantee s
Access to essential health care for all [4—— Public Health Care System

income security assistance income security
children unempl and poor elderly and disabled

Samurdhi

As such, this minimum benefit package would coutgia basic “pillar” of provisions for
all, onto which existing formal social security eames (EPF, ETF, PSPS, PSPF, APP,
Farmers, Fishermen and Self-Employed Pension Sa)emeuld rest, as additional
“pillars”, providing higher levels of protection gpecific groups of the population, by way
of compulsory and voluntary insurance.

The establishment of a basic social security bemeftkage in Sri Lanka, through the
implementation of the proposed minimum benefit paek complementing actual
provisions will require a commitment from the Gawment to increase its social
expenditure in due course, part of a longer-tematesgy and global vision for poverty
alleviation. In order to provide some indicationtasthe level of long-term costs which
would be expected for the implementation of a basmwal security benefit package in Sri
Lanka, this Chapter first sets allustrative calculations by way of cost estimates, for the
respective benefits that form part of the packalge analysis is based on the assumption
that the government would maintain the proportibiisoown expenditure which would be
devoted to social protection (11.4 per cent in 2086eking external financing to meet
excess costs.

5.2 Components of a basic social security package o f benefits

As indicated previously, the ILO proposal for aibacial security benefit package in Sri
Lanka, as set out in this Chapter, envisages thgion of a modest set of benefits to all
residents and to some targeted groups in caseewhployment assistance, as a first pillar
of the social security system and as a complengegitisting programmes. The main social
assistance programme currently providing cash feemso the population and the only one
which, in a cross-cutting way covers all the eletsarf the minimum benefit package, is
the Samurdhi programme. Taking this into considenatthis Section examines the

components of the proposed minimum benefit packagelation to the respective benefits
provided through Samurdhi and their level, in viefvidentifying at a later stage the

additional costs implied for the full implementatiof the minimum benefit package.
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Old-age and disability benefit

It is recognized internationally that universal ibagensions have a strong impact on
improving the livelihoods of older persons and thus now globally acknowledged as an
effective poverty alleviation mechanism for the elgl.*> A “social pension” for the
elderly, and especially the poor, not only bringsriuch needed regular income but also
provides crucial financial support to vulnerableuseholds, which may well include
children. Non-contributory old-age pensions prodide all, regardless of earnings or
occupation, further guarantee income support tamgoof the population, e.g. women,
manual labourers, self-employed, who are otherwisé covered under compulsory
contributory schemes linked to formal or paid emgplent and who, even if eligible for
voluntary schemes, are more often than not incapatbpaying regular contributions. The
overall impact of universal pensions on social tigu@ent has also been demonstrated, as
pension recipients often redistribute cash incoméaduseholds, finance school fees and
medication, etc® In South Africa, for instance, the positive “trieldown” effects of old-
age pensions have been shown to equate to a medwdti5 per cent in the number of
persons living below the poverty line, with addi#b, demonstrable and positive impacts
on health and nutrition of childre#{.

In 2008, the elderly over the age of 65 represpptaimately 7 per cent of the total Sri
Lankan population. With an average growth rate betw2008 and 2034 of 3.8 per cent,
the elderly are expected to represent approximdi@lper cent of the total population by
2034. It thus becomes pressing to ensure that thesple, a significant proportion of
whom are not effectively covered under existingiaagecurity schemes, have some form
of income security, at least at a basic level. Aasnspreviously, the establishment of a
universal pension system had already been envisaghd 1950s, but was not carried out,
mainly for financial reasons and a lack of admmaigte capacities. The situation has
changed since then: not only has the country begyiag (on a long-term view) steady
economic growth but its labour force participati@s also been increasing. In addition, Sri
Lanka’'s administrative capacities have significanthproved over the years, with well
gualified staff in the public administration anduitable expertise in the field of pensions.
The country has the practical and technical abititgdesign and manage a national pension
scheme.

In view of its national circumstances and in thghtiof evidence emerging from various
countries showing the positive effects of providoash transfers to the elderly, Sri Lanka

92 See for instance: Barrientos, A. and Lloyd-Shérlde., Non-contributory Pensions and Social
Protection, Issues in Social ProtectioDiscussion Paper 12 ILO, Geneva, 2003; Barrienfos
Gorman, M. and Heslop, A., "Old Age Poverty in Diepéing Countries: Contributions and
Dependence in Later LifeWorld Developmer2l (3), 2003, pp. 555-570; Barrientos, A., "Old age
poverty, and social investmentlournal of International Developmed#, 2002, pp. 1133-1141;
Charlton, R. and McKinnon, RRensions in DevelopmerAldershot: Ashgate, London, 2001.; See
alsoSocial Transfers and Chronic Poverty: Emerging Ewick and the Challenge Ahedtactice
Paper, Department for International DevelopmenttéshiKingdom, London, 2004Age and
Security: How social pensions can deliver effectiiceto poor people and their familieselpAge
International, London, 2004.

% Age and Security: How social pensions can deliviéecéive aid to poor people and their
families,HelpAge International, London, 2004.

% Making Cash Count: Lessons from Cash Transfer Sehém East and Southern Africa for
Supporting the Most Vulnerable Children and Housg$fioSave the Children UK, HelpAge
International and Institute for Development Studlesndon, 2005.
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may wish, accordingly, to consider making this ohés priority areas of intervention for
the extension of social security coverage.

At present, there are two programmes providing ¢estefits to the elderly and disabled
persons in Sri Lanka, the Samurdhi programme arash transfer programme for disabled
persons who do not benefit from the Samurdhi temssfsee section 2.2.2 above). While
this element of the Samurdhi programme providegtitsnthrough cash transfers to some
of the elderly, it has been found that a signiftgaroportion, even if poor, do not in fact
benefit from it. A recent estimate indicated thalya?3 per cent of the poorest quintile of
the elderly received benefits.Moreover, the level of the benefit appears inadégjio
meet the beneficiaries’ most basic needs. In 19 2the average Samurdhi benefit was
estimated to meet on average 21 per cent of thé émenditure for recipients in the
lowest income decilé€® As this benefit level has not been indexed aganfkttion since
then, a rough estimate on a pari passu basis dsgies in 2007 the average Samurdhi
benefit would have covered only around 10 per cdrthe food basket cost. The same
probably applies to the level of the disability piem provided under the cash transfer
programme for disabled persons, which consist m@tlzer low benefit of Rs. 100-300 per
month.

According to the latest information from the Srinka Department of Census and
Statistics, the Official Poverty line at nationalél for April 2008 was Rs. 2934which
represents the minimum expenditure per person pethrto fulfil their basic needs on a
“standard” basis. The level is equivalent to apprately 20 per cent of GDP per capita.

The universal old-age and disability pension congmbiof the basic social security scheme
could therefore be set taking into account the llefethe official poverty line. The
illustrative cost estimate set out here is accaglgirbased on the assumption that the
benefit may be set at a level of 20 per cent of GEPcapita. Beneficiaries would be all
men and women aged 65 and older; together withopsrsef working age with serious
disabilities. If the benefit is set, thus, in redatto GDP per capita, it should increase year
by year to reflect GDP growth and ensure (largéh® maintenance of its purchasing
power. The statistical data relating to disabledsges is rather sketchy, but for the
purposes of this modeling process, it has beematdd that approximately 1 per cent of
persons of working-age would be eligible for a Hikyy pension. This almost certainly
reflects a very conservative estimate of the ratigability.

Based on these assumptions, and projecting bestefis over the future period to 2034,

i.e. a little over 25 years, the annual cost olvmlog universal basic old-age and disability

pensions is estimated in 2008 at 1.5 per cent dP @dreasing to a level of 2.0 per cent by
2015. At the end of the projection period in 2084 costs are projected to reach 3.6 per
cent of GDP (see Figure 1). The level of the bengfiabsolute terms would represent

approximately US$ 113 PPP per month in 2008.

Basic health care

Universal access to basic health care has beertaimad in Sri Lanka, with an extensive
network of health service providers. Certain aréasyever, need improvement. There is

% Sri Lanka: Strengthening Social Protectjdorld Bank, Washington, 2006, p. 70.
% Ibid.

" Department of Census and Statistics, Sri Lanka:
http://www.statistics.gov.lk/poverty/monthly powgindex.htm
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also a shortage of qualified medical staff (dodtarses) needed to provide health care
services.

While overall spending on health in 2004 was estmaat 4.9 per cent of GDOPtotal
government expenditure on health represented offlypér cent of GDP in that yeat.
Statistical evidence is incomplete, but if it isasied that 90 per cent of 2004 government
expenditure on health care was spent on basic iketigs would be equivalent to 1.5 per
cent of GDP.

In order to make a quantitative projection of fetinealth expenditures, a country-specific
cost base has been used. It takes into accoufulttwing individual parameters: medical
staff ratio to population; wages of medical staftlaverhead non-staff costs. It is assumed
that 300 medical staff are available per 100,00@utadion. This corresponds to
approximately to the estimate of health persorm&lamibia in 1997°° (which represents
approximately 40 per cent of the level in the Ushikingdom). Namibia was chosen as an
example having developed an exceptionally detasladlytical framework for policy-
making, which is set out in the docum@iswards Achieving Health for All Namibiaasd

in the framework of which the government commitieself to providing access to health
services to all Namibians by the year 208bNearer at hand, however, Thailand has a
similar staff-to-population ratio and achieves ebetter health outcomes as measured for
example in under-5 mortality. Thus it is suggedtsat the staffing benchmarks achieved
by Namibia and Thailand may be broadly indicative possibilities, standards and
minimum requirements for universal basic healtle gaovision. The wages of health staff
were assumed to be at a minimum of three times @&Rapita, indexed year-on-year in
line with per capita GDP growth. Other non-staftltie costs were assumed to be 67 per
cent of wage cost®?

Based on these assumptions, the annual cost ofdprgvaccess to basic health care is
estimated in 2008 at 1.5 per cent of GDP (Figurar throughout the projection period

given that medical staff wages are set in relatio@®DP per capita. This is approximately

the level of current spending of government on thea&lare. The figure represents

approximately 6.8 per cent of government spending0i08, declining to an expected level

of 6.5 per cent in 2010 and to 5.0 per cent in 2%t capita expenditure is estimated at
Rs. 3,696 in 2010 (i.e. equivalent to US$ 133 PPP).

Basic child benefits

Observation worldwide indicates clearly that poyedtes are higher in households with
children than in households without. Children inopdiouseholds experience higher
mortality rates, higher levels of health-relatedijems due among others to malnutrition,

% World Health Organization Statistical InformatiGystem (WOSIS): Total health expenditure=
Public Health Expenditure (PHE) and Private Hekltpenditure (PVtHE).

% Source health expenditure: IMF Government FinaBtatistics (Jan 2008) Budgetary Central
Government. Source GDP: World Bank World Developmeadicators online database (March
2008).

190 World Health Organization Statistical InformatiSgstem (WHOSIS).

191 Towards achieving health for all Namibians: a pgliramework Government of Namibia
Ministry of Health and Social Services Windhoek989

102 Estimated from figures from the Government of GhatP99:Draft medium-term expenditure
framework(Accra).
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and higher illiteracy rates, potentially trappinigetn in a vicious cycle of poverty.
Economic vulnerability of poor households leadghddren being required to bring in an
income for survival of the household and thus miy deprives them from basic schooling
but also puts these children at the risk of beorgdd into the worst forms of child labour.
Social transfers to households with children magrdfore be expected to have very
positive effects, and these have been demonstritedlungary and in Poland it was
estimated that poverty rates for children wouldenbeen respectively 85 per cent and 33
per cent higher in the mid-1990s if family allowanschemes had not been in place,
providing cash transfer®? In view of the important contribution of child sugut to social
development and poverty reduction, a child berfefithe form of a cash transfer) has thus
been included in the proposed basic social secbetyefit package. Such a benefit is
particularly relevant to the Sri Lankan context vehén 2007, 15,964 children aged 10-14
were considered part of the labour force, accordimgthe official statistics of the
Department of Census and Statistié.

In 2008, children aged 14 and under represent appately 23 per cent of the total
population of Sri Lanka. With an average rate aflide between 2008 and 2034 of (-) 0.8
per cent, this group will represent approximatelypger cent of the total population by
2034. Under the current social assistance systhiid lbenefit takes the form of income
support integrated in the welfare grant providedaimilies with small means under the
Samurdhi programme (see Chapter 2.2.1), which vanats amount depending on the
number of members of beneficiary families (from B80 per month for families of one
member to Rs. 1500 for families of 5 and more mas)béeneficiary families are also
entitled to a child grant, in the form of a lumprsof Rs. 2000 for the birth of their first
and second child. While these child support measceeainly help families to better cope
with the extra costs of maintaining and raisingldien, they present some important
shortcomings (see Chapter 3.2) which prevent threm fully achieving the fundamental
objectives of periodical child benefits as mentobrabove. Recent research shows that
children in large families are particularly prone poverty, the incidence of poverty
increasing with the number of children in a housglftrom 27 per cent poverty rate for
households with 2 children to a high 51 per centtiose with 4 children and moré¥’

Due to the integration of the child support/benefimponent in the overall welfare grant
provided under the Samurdhi programme, it was pesiple to determine with exactitude
the total amount allocated by the Government fat threcise type of benefit and the
percentage of GDP it represented in recent yeassitAas also proven difficult to
determine the overall amount of birth grants alledaunder the programme, the cost
projections presented in this proposal are thé toists of providing a child benefit, and do
not take into account the funds currently allocated child support. It should be
underlined, however, that any concrete proposatioped at a later stage would ideally
envisage a “top up” from actual levels of spendimthis regard.

193 samson, M., van Niekerk, |., Mac Quene, Besigning and implementing social transfer
programmeskEconomic Policy Research Institute, Cape Town, 20062.

194 i Lanka Labour Force Survey, Final Report — 20D@partment of Census and Planning,
Ministry of Finance and Planning, Colombo, 2008.

195 gri Lanka: Strengthening Social Protectjdorld Bank, Washington, 2006, pp. 20-21.
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The level of child benefit is suggested at a lelivalent to half of the universal old-age
and disability pension benefit® For the purposes of the model projections, it thas
been set at 10 per cent of GDP per capita. Thefibamld be paid for up to two children
only (under the age of 14) per woman who has gbigh, in order to avoid the possibility
that such a benefit might be perceived as an ineet increase fertility. The number of
children qualifying for the benefit is projectedline with growth in the number of women
of fertile age.

Based on these assumptions, the annual cost ofdprgvchild benefits is estimated in
2008 at 2.2 per cent of GDP decreasing to a léh2lQoper cent by 2015. At the end of the
projection period in 2034, the costs are projedtedeach 1.8 per cent of GDP (see
Figure 1). The level of the benefit in absolutertemould represent approximately US$ 57
PPP per month in 2008.

Social assistance / employment scheme

Providing income security to the vulnerable catggof working-age persons who are
either unable to find employment or are underengdogiso forms part of the proposed
basic benefit package. Targeted social assistanostituites an essential means for
preventing the most vulnerable to fall into extreposerty and to ensure that they enjoy at
least minimum standards of living. In Sri Lanka,end there exists a strong link between
unemployment and poverty — the incidence of poverty increasing with the bemof
unemployed in the household — the provision of sbehefits is crucial. In addition,
linking employment and labour market policies wéibcial security/assistance has a very
positive impact on reducing unemployment, espgcithong the youth, and stimulating
local economies, both highly needed in the country.

To a certain extent, such a social assistance/gmglot benefit resembles the existing
Samurdhi programme which is based on means-testinglinks the provision of the
benefit to the work of an able-bodied member oftibeasehold (i.e. providing labour for
small scale infrastructure projects). However, dlesign of a social assistance benefit as
suggested in this proposal is based on the recegtgammme launched in India through the
National Rural Employment Guarantee Act, which jes a guarantee of 100 days per
year of unskilled work per rural household (onhattults), or an unemployment allowance
if no work can be offered. In the same way as igisaged for other benefits of the
proposed basic package, this social assistancaeggmpht component would ideally be
integrated within the existing Samurdhi framewadkkmore concrete proposal would need
to be elaborated accordingly at a later stageiasat present impossible to distinguish the
amount and proportion which this component reprsseithin the Samurdhi welfare
grant.

Taking this into account, the social assistanceleynpent benefit component of the basic
social security package proposed here for Sri Lamdald provide income support for an
assumed beneficiary group of 10 per cent of thekingrage population. The benefit
would be available only to households not benefiftom any other form of cash transfer
(i.e. child benefit, pensions).

1% The assumed relationship between the child berefit the old-age and disability pension is
based on the equivalence scale calculations fordraa in Lancaster, R., and Valenzuela, R.,
cross country study of equivalence scales and ehjpea inequality on unit record household
budget dataReview of Income and Wealtg (4), 1999, pp. 455-482.

197 sri Lanka: Strengthening Social ProtectjdNorld Bank, Washington, 2006, p. 24.
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It is assumed in the simulations that the employtraeheme would provide a benefit set at
20 per cent of GDP per capita., a level which @poads to the national poverty line. The
benefit would be paid for a total of 100 days ie lear.

Based on these assumptions, the annual cost ofdprg\the social assistance benefit is
estimated in 2008 at 0.5 per cent of GDP and at#mee level throughout the projection
period.

Administrative costs

5.3

For modelling purposes, it is assumed that 15 pat of total cash benefit expenditure is
spent on administration of the cash transfers &gle-and disability pensions and child
benefit).

A proposed scenario

Summary of assumptions

For this modelling exercise, the costs of a basitias protection benefits package are
estimated based on the following main assumptions:

real GDP growth is assumed in each year to etpgatate of growth of the working
age population plus 3 percentage points;

the level of total government expenditure is gotgd to increase by 50 per cent of
current levels by year 2034, with a maximum of 80 gent of GDP;

it is assumed that in targeting a balanced budgetvernment revenue (excluding
grants) will reach the projected expenditure ldyeP014;

government expenditure on basic social protecisoassumed at the 2005 level of
11.6 per cent;

universal old-age and disability pension of 20 pent of GDP per capita, to older
persons aged 65 and over and the disabled (assoniedl per cent of working age
population);

basic health care costs based on ratio of 300calestaff to 100,000 population;
medical staff wages equivalent to 3 times GDP peita; non-staff overhead costs of
67 per cent of staff costs;

universal child benefit at 50 per cent of old-agel disability pension per child (10
per cent of GDP per capita) for up to two childesged 0-14 per women who has
given birth;

social assistance/ employment scheme benefaits2d per cent of GDP per capita;
provided to 10 per cent of the population for 169s]

administration costs of delivering cash benddifgial to 15 per cent of cash benefit
expenditure.

The main results are found in a detailed tablenneéx to Chapter.5
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Results

Figure 3.

The total cost of the proposed basic social sgcbenefit package represents 6.3 per cent
of GDP in 2008, and it is estimated that this wilrease to a level of 8.3 per cent of GDP
in 2034 as illustrated in Figure 3.

Costs of a basic social security benefit package as a percentage of GDP for Sri Lanka,
2008-2034

Basic social protection expenditure in percent of G DP
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M Social assistance/employment scheme Basic health care
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Source: ILO calculations.

The main item of functional expenditure in the gaeéars is on child benefits which are in
2008 estimated to cost 2.2 per cent of GDP, reptiegeapproximately 34 per cent of total
expenditure. While decreasing over the projectienagl to a level of 1.8 per cent of GDP
by 2034 (see above), by 2015 it should no longpresent the main expenditure item,
being overtaken by expenditure on old-age and tlisabenefits, reflecting the relatively
rapid growth rate of the group of persons over @dge of 65. Old-age and disability
pensions represent 24 per cent of total expenditurthe package in 2008 increasing to a
level of 44 per cent by 2034 while child benefiexibase to a level of 21 per cent by 2034.

It should be noted that expenditure as calculatatié model is gross expenditure on basic
social protection, i.e. it includes expenditurebasic social protection that the government
is already incurring. The Government is currentleady providing social assistance
through the Samurdhi programme and universal actesdasic health care. The
calculations here assume thus that the Governmeuldweallocate its current spending
on the Samurdhi welfare grant in order to finareelenefits as defined above. According
to the latest report of the Central Bank the gowemnt was allocating in 2007 0.5 per cent
of GDP for Samurdhi and 1.4 per cent for healthe céctual spending was less as the
following Table 1 shows, but that must be attrildute specific events during the budget
year.
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Table 1. Selected social expenditure items : Voted expenditure of the Government in 2007
Expenditure item Actual Actual Total in%  Approved Capital Total in %
recurrent capital expenditure of GDP expenditure expenditure of GDP
expenditure expenditure recurrent

(Rs. million)  (Rs. million)  (Rs. million) (Rs. million)  (Rs. million)  (Rs. million)
Community dev. 45 171 216 0.01 54 156 210 0.01
Disaster 248 504 752 0.02 298 1,506 1,804 0.05
management
Child development 319 272 591 0.02 325 729 1,054 0.03
Social services 550 264 814 0.02 661 282 943 0.03
and welfare
Samurdhi and 15,433 1,258 16,691 0.47 15,831 2,168 17,999 0.50
poverty all.
Disaster relief 405 135 540 0.02 467 403 870 0.02
Health care and 34,907 8,115 43,022 1.20 34,882 14,653 49,535 1.38
nutrition
Total 51,907 10,719 62,626 1.75 52,518 19,897 72,415 2.02
In % of total govt. 8.4 1.9 10.3 8.5 34 12.0
exp.

Source: Central Bank of Sri Lanka, Annual Report 2007.

We assume here that the resources for Samurdhheaith care can all be considered
spending for basic social security services ornetf— can be reallocated to that purpose. It
is also assumed that no further administration ditndd needed for the basic package, i.e.
that most of the administration will be taken olsgrSamurdhi and the Ministry of Health
and hence the gross cost can be cut by 0.6 per Ghet estimates relating to the
(illustrative) basic benefit package indicate tbasts equivalent to about 2.5 per cent of
GDP, or about 40 per cent of the overall package)dcbe met from the level of the
expenditure which the Government is already allogatto social welfare. If the
government could increase social spending to 2% @et of total government expenditure
then about two thirds of the package could be fiednin the initial years. However, in
view of the present size of the government def{@i7 per cent of GDP) a realistic
expansion of social expenditure would require itwmesits in increasing national revenues
and probably substantial peace dividends to méizicbefore the package can be
introduced in full. In practice, a basic packageyrba introduced gradually. Nonetheless,
it may be timely to develop a master plan over ¢bming months, pointing towards a
larger-scale redevelopment of the national framé&vi@r social security.
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Annex to Chapter 5

Results

Table A.1.  Cost of a basic social protection package and cost by function in per cent of GDP for selected
countries in Africa and Asia, 2008-2034

Results 2008 2009 2010 2015 2020 2025 2030 2034

Total expenditure on basic benefit

package in million US$ 2,248 2,587 2,977 6,007 12,072 24,016 47,238 80,073
Universal pensions 537.6 633.2 748.2 1,772 4,125 9,091 19,444 34,952
Basic health care 5325 609.3 696.3 1,335 2,526 4,738 8,839 14,504
Basic education - - - - - - - -
Social assistance/employment scheme 190.5 218.2 249.4 472.3 875.6 1,607 2,945 4,771
Child benefit 763.9 868.7 986.2 1,818 3,299 6,064 11,000 17,293
Administrative expenditure 223.8 258.0 297.6 609.4 1,245 2,514 5,008 8,552

Total expenditure in % of GDP 6.3 6.4 6.4 6.8 7.2 7.6 8.0 8.3
Universal pensions 1.5 1.6 1.6 2.0 2.5 29 3.3 3.6
Basic health care 15 1.5 1.5 1.5 1.5 1.5 1.5 1.5
Basic education 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Social assistance/employment scheme 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5
Child benefit 2.2 21 2.1 2.0 2.0 1.9 1.9 1.8
Administrative expenditure 0.6 0.6 0.6 0.7 0.7 0.8 0.9 0.9

Total expenditure on basic benefit

package in % of government expenditure 28.2 28.0 27.9 27.6 27.7 27.8 27.8 27.7
Universal pensions 6.8 6.9 7.0 8.1 95 10.5 115 12.1
Basic health care 6.7 6.6 6.5 6.1 5.8 5.5 5.2 5.0
Basic education 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Social assistance/employment scheme 24 24 2.3 2.2 2.0 1.9 1.7 1.6
Child benefit 9.6 94 9.2 8.4 7.6 7.0 6.5 6.0
Administrative expenditure 2.8 2.8 2.8 2.8 29 29 3.0 3.0

Total expenditure on basic benefit

package in % of government revenue 35.2 335 32.0 27.6 21.7 27.8 27.8 21.7
Universal pensions 8.4 8.2 8.0 8.1 95 10.5 115 12.1
Basic health care 8.3 7.9 7.5 6.1 5.8 55 5.2 5.0
Basic education 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Social assistance/employment scheme 3.0 2.8 2.7 2.2 2.0 1.9 1.7 1.6
Child benefit 11.9 11.2 10.6 8.4 7.6 7.0 6.5 6.0
Administrative expenditure 3.5 3.3 3.2 2.8 29 29 3.0 3.0

Proportion of government expenditure

allocated to basic social protection (2006

level) 11.6 11.6 11.6 11.6 11.6 11.6 11.6 11.6
Government financing in % of GDP 2.6 2.6 2.7 2.8 3.0 3.2 34 3.5
Government financing (in million US$) 925.8 1,073 1,241 2,531 5073 10,044 19,728 33,669
External financing required (in million US$) 1,322 1,514 1,735 3,476 6,999 13972 27,509 46,404
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6. Steps Ahead

The 50th anniversary of the Employees ProvidentdRuovides an excellent opportunity
for assessing the results achieved by the sodialrisg system of Sri Lanka in providing
income security and medical care to the countrgputation, and to set in motion a
process of planning for further enhancement thrabghadoption of targeted measures for
the extension of coverage under existing schemes pgrogrammes and through the
implementation of new complementary provisions éach all those in need. As seen
previously, the various social security schemeggabhave had, and continue to have, a
positive overall impact on the country’s social elepment. It can be seen with increasing
clarity, however, that the schemes’ efficiency &ripered by a series of deficiencies that
need to be addressed for the system to reach litpdtential. In seeking to fulfil the
fundamental objectives of social security, the allesbjective must be that the current
gaps in coverage be addressed through the extengimyressively and at a rate which
recognizes the country’s economic capacity - ofed@ecurity to all. For that objective to
be reached, and to ensure that the most vulnemtibdach stage of their life, have access to
some form of income support, a strategy for thevision of social assistance, building on
and complementing existing mechanisms, is alsoatked

In this light, it is suggested that action, moreless immediately, along the lines of the
following steps may be considered.

A) Short-term steps

1. Creation of a national forum for social dialogue in relation
to social security

As a first step towards the reform of the sociatg@ction system, the establishment of a
national forum for social dialogue should be enyéshto ensure the consultation and
participation of all stakeholders in the developtmeina comprehensive national strategy
for the extension of social security. More partaly, it is crucial that all key players be
involved in important decisions to be taken regagdhe reform of existing schemes, the
adoption of new provisions or any other matterteglato social security, so as to ensure
that their interests are represented and the ssfat@®plementation of measures adopted.
Several years ago, such a task was undertakenfispl@cin the context of a time-limited
ILO project, by the National Task Force on Sociat\@&ity. It is suggested that this should
be reconvened and revitalized, starting with a ewviand assessment of its earlier
discussions and recommendations. This may be doderwa title reflecting a new and
ongoing commitment, such as the Tripartite Natidbanmittee on Social Security, which
should include representation for all the existiegemes and ministries, departments and
agencies concerned, as well as social partners.

2. Development of a comprehensive national strategy for the extension
of social security and coverage

Once a national forum for social dialogue in r@atio social security is established and
operational, a comprehensive strategy for the sitanof social security and coverage in
Sri Lanka should be discussed within its framewswkio ensure that concerted action is
taken towards the achievement of a common goalndmch reflect a shared vision for the
country. From the analysis undertaken in this repord from the ILO’s long-lasting
experience in the country, it would be advisabbd #iny sound strategy for comprehensive
social security in Sri Lanka, understood as conmmissocial security under formal
schemes linked to employment as much as basicl s@sstance to those in need, include
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(a) measures concerning formal social security reelseand (b) measures concerning
social assistance.

a) Measures concerning formal social security schemes

At the outset, we would observe that any measatemntfor such purposes, whether in the
short or longer-term, and whether consisting in théorm of actual social security
schemes, the amendment of the legislation undechwkbcial security schemes are
established or the development of new schemes,|dsltmmply with the fundamental
principles set out in ILO social security Conventd® Observance of these principles
should go far to ensure the good governance ad¢chemes. Broadly:

» the State should maintain general responsiliitthe proper administration of social
security institutions and services and for the [giown of benefits;

* to ensure the ability of schemes to pay bengfitsvhich members are entitled,
arrangements should be made (effectively a guazdntehe State) that the necessary
verifications concerning financial equilibrium armeade periodically and, in any
event, prior to any change in benefits, the ratmstfirance contributions or the taxes
allocated to cover the contingencies;

* the assets of its social security system shoelgiotected from diversion for such
purposes as making up for a deficit in the natidnalget, which could cause insured
persons to lose confidence in the institutions @asjble for their protection;

* insured persons should participate in the adtnatisn (or supervision) of social
security systems so as to ensure that their integre looked after and taken into
account in decision-making process; and

« finally, social security systems should be fundedthe basis of collective financing
of the benefits, the financial burden of which ddobe borne jointly by the
employers and the workef§’

Taking the above into consideration, the followingasures may be envisaged:
Inventory of social security provisions

First a detailed inventory of all social securiggislation and regulations should be
undertaken, including any provision in the procgfsadoption, or awaiting implementation
(e.g. proposed amendments to the EPF Act, ConstnuWorkers’ Scheme, etc.). This
will provide an up-to-date overview of the curresystem and of any overlapping
provisions, legal gaps and areas for reform.

1% The up-to-date ILO social security Conventions: @ecial Security (Minimum Standards)
Convention, 1952 (No. 102); Employment Injury Bétse€Convention, 1964 (No. 121); Invalidity,
Old-Age and Survivor’'s Benefits, Convention, 1968i6( 128); Medical Care and Sickness Benefits
Convention, 1952 (No. 130); Employment Promotiord dProtection against Unemployment
Convention, 1988 (No. 168), and Maternity Protaet@onvention, 2000 (No. 183).

199 For a more detailed analysis of these principled af ILO social security standards, see
Humblet, M., and Silva, RStandards for the XXIcentury — Social Securit_O Geneva, 2002. It
should be said that, in general, the social secggstem of Sri Lanka complies quite well with
these principles, although in some aspects moegghtforwardly than others: in particular the
principle of collective financing would be bett@rged by a scheme based on defined benefit design
rather than defined contribution design.
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Examination of the possibility of converting the payment of benefits
as a lump sum into periodical payments

Second, it should be underlined that the conversibthe payment of old-age benefits
provided under the EPF, ETF and other providentdduas lump sums into periodical
payments has been recommended by the ILO on repeatasions in the past, and while
no steps have been taken towards implementatierissne becomes ever more urgent and
should again be put forward for more intensive werstion.

b) Measures concerning social assistance:

Formulation of an explicit policy towards the implementation
of a basic social security benefit package

A policy for the implementation of a basic sociacsgrity benefit package, integrated
within the framework of the Samurdhi programme aadhplementing existing provisions,
may be envisaged along the lines suggested in €hépabove. The implementation of
this minimum social security benefit package comldke a significant contribution to
poverty reduction and social development in SriKaay providing essential income
support to the most vulnerable of its populatiospezially needed in times of crisis. It
should guarantee that: (a) all residents have adoebasic/essential health care benefits
through pluralistic delivery mechanisms where ttatesaccepts the general responsibility
for ensuring adequacy of the delivery system asdfiitancing, (b) all children enjoy
income security at least at the level of an appat@rpoverty line through a range of
family/child benefits aimed to facilitate accessniatrition, education and care, (c) some
targeted income support is provided to the poor tredunemployed in the active age
group, and (d) all residents in old age or withalikties enjoy income security at least at
the poverty level through pensions for old age,aliigy and survivors. The
implementation of such package could be achievsifateild the Government maintain its
current level of social expenditure and would bke &b mobilize additional resources so as
to reach the basic levels set out in the propasdl down in Chapter 5. Some initial
external financial support for this exercise wouldlp to kick-start the development
process. A master plan outlining a larger scaléassecurity plan could be developed as a
first step in that direction.

B) Medium-term steps

3) Assessment of the modalities and prospects of designing
and establishing a maternity insurance scheme
in compliance with Convention No. 103

Having ratified the ILO Maternity Protection Convem (Revised), 1952 (No. 103), Sri
Lanka is bound by its requirements, notably thevigion of medical care and cash
benefits in case of maternity, either through afil@anced or a social insurance scheme. In
this respect taking into account the Observatiors @irect requests of the Committee of
Experts on the Application of Conventions and Rememdations;™ it is timely that the
Government examine the possibility of establishangmaternity protection insurance
scheme, providing for medical care and cash benef# prescribed under Convention No.
103, and therefore fulfil its international obligats under this Convention.

10 The Committee of Experts on the Application of @emions and Recommendations is the

supervisory body in charge of monitoring the apgilen of ILO Conventions by ratifying Statdts

observations and direct requests are available at:
http://webfusion.ilo.org/public/db/standards/nosfegpl/index.cfm?lang=EN

ILO-RP-SRI LANKA-R37 49



4) Assessment of the modalities and prospects of integrating
existing and future social security schemes

An assessment of the modalities and prospectsegriating all existing and future social
security schemes under a combined, or common, astnaitive entity — possibly involving
the EPF — should be carried out. The integratiothefschemes in this way is likely to
contribute, among others, to streamlining their i@istration, to strengthening their
management and to increasing their overall costieffcy and effectiveness. This should
also guarantee the portability of benefits betwibendifferent social security schemes.

5) Assessment of the modalities and prospects of integrating
policy-making and oversight functions

Simultaneously, an assessment of the modalities prodpects for the integration of
policy-making and of oversight functions within tgevernment should be carried out. In
the absence of a coherent policy approach at the of their establishment, the existing
social security schemes have developed in patalleach other, with the involvement of
several ministries and departments. As a resulireths a lack of common vision or
perspective of social security that is criticallgenled to achieve its extension to all.
Bringing all schemes under one general administmatsupervised by a single national
central social security agency encompassing alstiegj schemes, could provide an
appropriate framework for the formulation of suamenon policy/vision, and increase
their effectiveness in realising their goal. Thimlcl further contribute to the establishment
of a conducive regulatory environment and createctinditions necessary to better ensure
the financial sustainability of the schemes.

Technical advisory support

A framework of technical support will be needed $ach a programme.lIt is envisaged that
advice would be cleared through a forum based omhlmeship of the social partners,
probably through the proposed Tripartite Commitb@eSocial Security, certainly made
directly available to the Ministry of Labour and Mzower Planning.

As in the past the ILO is ready to support thehfertdevelopment of social security in Sri
Lanka in particular with regard to the proposedgpanme outlined above.

50 ILO-RP-SRI LANKA-R37



7.  Concluding Remarks

The social security system of Sri Lanka, includasgit does provision for universal access
to a high level of health care and a scheme ofatasisistance accessible to a wide cross-
section of the poor and vulnerable, offers muchdmire, and is reflected in a set of social
indicators which, despite the depredations of mgears of conflict, remain enviably high
by comparison with both its regional neighbours #rel general averages for countries at
similar levels of economic development. Neverthgles/er recent years, it has become
clear that the fabric of the system shows signdegdiciency, wear and tear, requiring a
certain degree of maintenance and repair. Basdlenbservations and discourse of the
foregoing Chapters, the following conclusions maydbawn.

Firstly, an urgent need in regard to the socialggcsystem of Sri Lanka is to identify
deficiencies in personal coverage of persons ardptissible modalities for extension,
whether through schemes under government auspicesher (perhaps “grassroots”)
initiatives.

Secondly Sri Lanka should assess, without delay, pbtential value of establishing a
system of basic social security provision with @nsal access for all, through a basic
social security benefit package, possibly withie framework of the existing Samurdhi
programme of social assistance.

Thirdly, the need has become pressing for Sri LaoKaegin the process of conversion of
its existing employers’ liability scheme for theopision of maternity benefits into a
maternity benefit insurance scheme, in order topprwith its international obligations
arising out of the ratification of ILO Maternity étection Convention, 1952 (No. 103).

In addition, the Government of Sri Lanka needs nitigeo review the sustainability of the
group-specific pension and social security scheffoesfarmers, fishermen, and self-
employed workers and the investment parametersaaset management aspects of EPF
and ETF, to ensure the ability of these schemeteliver in the longer term and that they
fulfil their objective of providing adequate supptw their contributors.

Finally, those concerned with social security pplic Sri Lanka should appreciate and
seek to understand the implications of the outstgndeed to rationalize and integrate
aspects of social security provision including, bot necessarily limited to, all of the
following: the multiple and incompatible schemesegantly in existence; the
administrative arrangements for those schemes;ptiiey-making responsibilities in
relation to social security and social protecti@md the investment and investment
management needs of the various schemes.

The ILO takes pride in the close collaboration lelsshed throughout the years with the
Government of Sri Lanka in regard to social protectand is more than ready to
accompany Sri Lanka along the path of developmantp assist the country in realizing
the extension of social security to all.
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