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Many newly poor in Sri Lanka fﬁ{*\\\xg‘,%!-ﬁ!?ﬁiiie?

* |n 2019: 3 million individuals (14.3% of the population) living in
poverty (spending less than Rs. 7000 per capita per month)

* Today: Many more likely to have fallen into poverty given record
Inflation, unemployment etc.

* UN OCHA estimates 5.7 million in need of assistance now — 2Xx
those below poverty line in 2019

Sources: Department of Census and Statistics — HIES 2019 (2022), United Nations Office for the Coordination of Humanitarian Affairs (2022)



http://www.statistics.gov.lk/Poverty/StaticalInformation/PovertyIndicators-2019
https://srilanka.un.org/sites/default/files/2022-06/LKA_HNP_FoodSecurityCrisis_20220609_0.pdf

Social safety nets necessary, and can

come in many forms
4 )

» Cash transfers to vulherable groups
- Conditional cash transfers (payment made if
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- Unconditional cash tr,ansfersoﬁpayment
\ made without iImposing conditions) Y

* INn-kind transfers for vulnerable groups
- E.g. bags of food

 \Jouchers

- Usable in designated shops (to purchase
allowed list of goods)

« Universal basic income

- Everyone gets paid a flat amount, to enable
living above poverty line

 Reduces
opportunities for
leakages if well
Implemented

* Glves households
autonomy to
prioritize expenses
according to their

\n eeds /




Cash transfers are proven to have improved fooq@\\ LIRNEasia
security, financial & psychological wellbeing

Programme Intervention Food pSth?'Og FlEielEl Wetloslie
: ICa : Enterprene Investmen
SECUNy \vellbeing Savings urship t
Kenya GiveDirectly Provided eligible households with a series of three
transfers totaling USD 1,000 delivered through the mobile
money platform M-Pesa. The transfer amount was v v v v
equivalent to 75 percent of recipient household’s annual
spending.
Niger Zap One-third of targeted villages received a monthly cash
transfer of roughly USD 45 via a mobile money transfer v v
system
Zambia Child Grant Provided eligible households almost USD 12 per month
Program (CGP) (paid bimonthly) irrespective of household size and gives v v v
the money to the child’s primary caregiver.
DR Concern Households received an unconditional cash transfer of
Congo Worldwide's social US$130 over a seven-month period. J J
protection
scheme
Sri Pilot Cash The total transfer value amounted to 150 Sri Lankan
Lanka Transfer Project rupees per beneficiary per week, or USD 1.5. The cash was
(CTPP) distributed on a fortnightly basis to targeted households v v
from randomly selected communities in Batticaloa, Galle,
and Hambantota.
Ecuador WEFP cash transfer The value of the monthly transfer was USD 40 per month J

program per household.

Sources: Zambia - Natali et al. (2016), Kenya - Haushofer and Shapiro (2016), Niger- Aker et al. (2016), Ecuador - Hidrobo et al. (2012), Sri Lanka - Sandstrom and Tchatchua (2010), DR Congo — Aker (2017)


https://www.unicef-irc.org/publications/pdf/IWP_2016_02.pdf
https://www.issuelab.org/resources/29002/29002.pdf
https://www.journals.uchicago.edu/doi/full/10.1086/687578
https://www.sciencedirect.com/science/article/pii/S0304387813001715?via%3Dihub
https://www.calpnetwork.org/publication/do-cash-transfers-improve-food-security-in-emergencies-evidence-from-sri-lanka/
https://academic.oup.com/wber/article/31/1/44/2897296

Cash transfers do not increase consumption
of temptation goods (alcohol, tobacco), nor “&‘\\\ Fe o o
reduce the incentive to work

« Cash transfers are not used to purchase temptation goods
A systematic review with evidence from 19 countries in Asia, Africa and Latin America shows
that cash transfers did not increase purchase of temptation goods such as alcohol and
tobacco at a significant level. This is consistent across conditional and unconditional cash
transfer programmes.

« Cash transfers do not reduce the incentive to work

-  Randomized controlled trials from 6 countries (Honduras, Morocco, Philippines, Mexico,
Indonesia & Nicaragua) showed no evidence of cash transfer programs impacting either
the propensity to work or the overall number of hours worked, for either men or women.
This was true of conditional and unconditional cash transfer programmes.

- Cash transfers could help households escape the classic poverty trap problem by allowing
them to have a basic enough living standard to be productive workers.

- An infusion of cash could reduce credit constraints to starting or growing a business.

Source: Evans & Popova (2016), Banerjee et al (2017), Baird et al (2014), Afzal, Mirza & Arshad (2019),


https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2439993
https://academic.oup.com/wbro/article/32/2/155/4098285?login=true
https://sci-hub.hkvisa.net/10.1080/19439342.2014.890362
https://www.tandfonline.com/doi/full/10.1080/1331677X.2019.1661006

Several cash transfer programmes in Sri Lanka;

needs consolidation under Welfare Benefits

Board

Sources: Tilakaratna, G. & Jayawardana, S. (2015), World Bank (2017), interviews with key informants and beneficiaries by research team

Sri Lanka has over 30 different social
protection programmes under 11
different ministries. These include
social insurance, social assistance and
labour market programmes.

Monthly payments are made to
beneficiaries of several programmes
(Samurdhi, PAMA, Elders Assistance
Programmes, Disability Assistance,
Pensions etc.)

Consolidate welfare schemes under
Welfare Benefits Board and build
unified beneficiary database
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Monthly benefits for select social assistance programmes

Monthly Benefit (LK

health insurance development, skills and

training programmes

Samurdhi programme Total Net
amount amount

2 or fewer family members 1500 1345

3 member families 2500 2245

4 or more member families 3500 3145

Public Assistance Monthly Allowance (PAMA) 250-500

Elders Assistance Programme 2000

Disability Assistance 3000


http://www.ihdindia.org/sarnet/wp/SARNET_WP_3.pdf
https://www.worldbank.org/en/news/feature/2017/01/31/srilanka-poverty-welfare-recent-progress-remaining-challenges

Transfer payments to banks; allow cash out at L IRNEasia
® x‘x\\ \ Pro-poor. Pro-market
all ATM branches & mobile money outlets s e
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Source: LIRNEasia estimates



77% of regular welfare beneficiaries have a (non- %\\ L IRNEasi
) \ Pro-poor. Pro-market.
Samurdhi) bank account S

Households that received social grants or benefits from the state
0)
(% of households) 30%

of households received regular grants from
the government

77%

of households received regular grants
from the government had access to a
bank account

did not receive regular grants
from the government

23%

of households received regular grants
from the government did not have
access to a bank account

Base: All respondents and households (n=2,501)

Q: How many people in this household receive regular social grants or benefit (welfare) from the state (eg. disability, unemployment, veteran, child support, scholarship, Samurdhi)?

Source: LIRNEasia COVID impact survey, 2021. Representative of all households and age 15 and above population in Sri Lanka with a +/- 2.8% margin of error at 95% confidence interval.


https://lirneasia.net/2021/12/digital-sri-lanka-during-covid-19-lockdowns/

Poor targeting evident in the past, with %\\ LiRNEasis
Inclusion and exclusion errors N Fo-poor Promark

Households that received regular social grants or benefits
from the state (% of households)

SEC A\ SEC A
SECB 7% SECB
SEC C SECC
SEC D SECD

SECE

SECE

Receipt of Rs.5,000 grant from government during the
lockdown (% of households)

86%

Regular welfare
payments

23% 747 Rs. 5000 grant

66%

45%

* Socio economic classification is a proxy for household income based on the education and occupation of the household head. Base: All households (n=2,501)

Source: LIRNEasia COVID impact survey, 2021. Representative of all households and age 15 and above population in Sri Lanka with a +/- 2.8% margin of error at 95%

confidence interval.
Q: How many people in this household receive regular social grants or benefit (welfare) from the state (eg. disability, unemployment, veteran, child support,

scholarship, Samurdhi)? Q: Did any member of this household receive the Rs. 5,000 grants from the government during the COVID-19 lockdown?


https://lirneasia.net/2021/12/digital-sri-lanka-during-covid-19-lockdowns/

Need new methods to identify those in

need of assistance

-

-

Current
E.g.: Samurdhi

o

]

Last update:
Households those

testing)

~

earning less than Rs.
6000 eligible (means

/

/ Proposed \

2019 Gazette — Ministry of Finance

Asset ownership,
household
characteristics, iIncome
& expenditure

Wy
/ More options? \

Explore new data
streams to augment
proposed method,
differentiated
Indicators for different

considered (means +

\proxy means testlng/

\ geographies etc. /

Sources: Key Informant Interviews with Samurdhi officials and beneficiaries, Ministry of Finance (2019)

LIRNEasia

Pro-poor. Pro-market.
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Funds required for sustainance has g HRwEasi
increased given high inflation

Poverty line threshold
(per capita) (per household?*) (per household/capita

depending on entry criteria)

Original Rs. 7000 Rs. 28.000 Rs. 5000
J (2019) (2019) (April 2020)

Adjusted by

headline inflation Rs. 10770 Rs. 43,080 Rs. 7740

level (NCPI, M-0o-M,
upto May 2022)

Adjusted by food &

non-food inflation

levels, as per food-

non food ratio of Rs. 11,068 Rs. 44,272 Rs. 7892
those below poverty

line (NCPI, M-0-M,

upto May 2022)

*average household size in bottom 2 deciles: 4

Source: Calculated by author based on data from Department of Census and Statistics (2022 a; b) -


http://www.statistics.gov.lk/InflationAndPrices/StaticalInformation/MonthlyNCPI/Inflation-FoodAndNonFoodGroups
http://www.statistics.gov.lk/Poverty/StaticalInformation/PovertyIndicators-2019

Need a system that allows for easily 1 RwEasi
adjustable payment amounts

If high inflation continues, payment amounts can be
INncreased further to allow for citizens to continue to

access basic necessities

If the need reduces (through deflation, or
commencement of another programme such as an in-
kKind programme which reduces the need for the same
payment amount), payment amounts can also be

decreased
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Increase tax and non-tax revenue to %‘\\\g LIRNEasia
facilitate recovery

Government revenue (Rs. million)

- Twin deficits
fiscal, and
alance of
payment) at heart e
of economic crisis

1,400,000

1,800,000

28% |

1,200,000

« 2020 saw major
shift in tax1pollcy - e
- lower VAT,
higher thresholds
for PAYE (APIT)

400,000

800,000

200,000

« Government
revenue declined

by 28% from 20"9 | 2015t 2016 3217 2018 201N9 B 20T20 2021
B I[ncome tax u ation Building Tax

(> Rs. 500 bn) , . .
B Excise Duty B Import Duties W Ports & Airports Development Levy
B Special Commodity Levy B Other tax revenue ® Non tax revenue

Source: Ministry of Finance (2022), 13


https://www.treasury.gov.lk/api/file/a7a35d1a-556f-49b2-81e0-20294eb5a519

Major tax policy changes announced in early
June -- first step towards bridging deficit

~

/Government expects the

revised taxes to generate an
additional Rs. 125 bn for the

rest of 2022; if adjusted to a

year, Rs. 292 bn

\Z
(s

Similar calls in CMP, along
with other long term targets
such as the need to improve

/
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Tax Reforms to be introduced in the immediate and near term
Immediate Measures
1. To be implemented with immediate effect
Proposal . T F 77 mMethod of | Estimated | Estimated
b p L. ak xmplementatlon . Additional | Additionial
WIS LT ' : e Revenue ; Révenue
b T FELM “for2022 fora year
e f | “(Rs. BA) | (Rs.Bn)
VAT Rate
1. | Increase VAT rate from 8 Issve of Gazette. 91 156
percentlto 12 percent Notification subject to
i the approval of the
| parliament
Telecommunication Levy '
2. | Increase Telecommunication Issue of a letter l;?y the 3 5
Levy from 11.25 percent to 15 Telecommumcatlo.ns‘
percent Regulatory Commission
|i subject to Act
l Amendmen_t. - " | .
“Additional Tax Revenue from ]mmediatéi!ieaswesﬂ)- Y W - -g&l 161
2. Tobe lmplemented effectwe from October‘l 2022 , |
t Pmposal Sl : o Method of Esti‘matedv Estimated
| i - Implementatnon < Additmnal‘ | -Additional
A ‘ " g ¢ 1 Revenve: Revenue a
L . : ,‘ o far2022 year
sh P LEl (i P T (Rs By | Bn)
Income Tax
Meccmsmsmal lamnmaas Tav fDIT)

Source: Ministry of Finance (2022) via NewsFirst,

tax collection mechanisms

g HenEasis
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https://www.newsfirst.lk/2022/05/31/sri-lanka-increases-vat-to-12-telecommunication-levy-to-15/
https://www.treasury.gov.lk/api/file/a7a35d1a-556f-49b2-81e0-20294eb5a519

