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Muriate of Potash

Maximum Retail Prices

Medical Supply Division

Micro, Small and Medium Enterprises
Metric Tones

Medium Term Macro Fiscal Framework
Mega Watt

National Apprentice and Industrial Training Authority
Nation Building Tax

National Credit Guarantee Institution
National Consumer Price Index

New Comprehensive Rural Credit Scheme
Non - Conventional Renewable Energy
Non-Governmental Organizations
National Insurance Trust Fund

National Lotteries Board

National Livestock Development Board
National Medicines Regulatory Authority
Net Open Positions

Non Performing Loans



LIST OF ACRONYMS

NRFC
NSB
NSBS
NVQ.
NWS&DB
oD
ODA
OPEC
PAL
PAYE
PB
PDE
PFls
PLC
PMB
PMCUs
PMU
POD
PRC
PSB
RAMIS
RCU
RDB
RFC
RFP
RIl Act
ROA
ROE
RPCs
RSPGLoC
RSS1
S&P
SAGT
SCL
SD&CC
SDA
SDFR
SDR
SEC
SEZ

Non-Resident Foreign Currency

National Savings Bank

Nearest School is the Best School

National Vocational Qualifications

National Water Supply and Drainage Board
Overdrafts

Official Development Assistance
Organization of Petroleum Export Countries
Ports and Airport Development Levy

Pay - As - You - Earn

Peoples' Bank

Product Design Engineering

Participatory Financial Institutions

Public Limited Company

Paddy Marketing Board

Primary Medical Care Units

Project Management Unit

Permanent Overdrafts

Project Review Committee

Pradeshiya Sanwardana Bank

Revenue Administration Management Information System
Regional Corporate Unit

Regional Development Bank

Resident Foreign Currency
Request for Proposals

Regulation of Insurance Industry Act

Return on Assets

Return on Equity

Regional Plantation Companies

Rooftop Solar Power Generation Line of Credit
Rubber Smoked Sheet 1

Standard and Poor's

South Asia Gateway Terminals

Special Commodity Levy

State Development and Construction Corporation
Special Deposit Account

Standing Deposit Facility Rate

Special Drawing Rights

State Engineering Corporation

Special Economic Zone



LIST OF ACRONYMS

SGST
SIGH
SLA
SLADC
SLBC
SLC
SLDBs
SLECIC
SLFR
SLHB
SLIBTEC
SLIC
SLINTEC
SLPA
SLRC
SLREIT
SLSPC
SLTB
SLTDA
SMELoC
SMEs
SMIB
SOBEs
SOEs
SPC
SPMC
SRCC&T
SRR

STC

TEU

TIN

TL

TSP
TVET
ucu

UK

UN
UNCTAD
UNIVOTEC
us

Special Goods and Services Tax

Sri Jayawardhanapura General Hospital

Sri Lanka Airlines

Sri Lanka Ayurvedic Drugs Corporation

Sri Lanka Broadcasting Corporation

Sri Lanka Customs

Sri Lanka Development Bonds

Sri Lanka Export Credit Insurance Corporation
Standing Lending Facility Rate

Sri Lanka Handicraft Board

Sri Lanka Biotechnology Institute

Sri Lanka Insurance Corporation

Sri Lanka Institute of Nanotechnology

Sri Lanka Ports Authority

Sri Lanka Rupavahini Corporation

Sri Lanka Real Estate Investment Trust

Sri Lanka State Plantations Corporation

Sri Lanka Transport Board

Sri Lanka Tourism Development Authority

Small and Medium Enterprise Line of Credit
Small and Medium Enterprises

State Mortgage and Investment Bank

State Owned Business Enterprises

State Owned Enterprises

State Pharmaceutical Corporation

State Pharmaceutical Manufacturing Corporation
Strike, Riot, Civil Commotion and Terrorism Fund
Statutory Reserve Ratio

State Timber Corporation

Twenty Foot Equivalent Units

Tax Identification Number

Telecommunication Levy

Triple Super Phosphate

Technical and Vocational Education and Training
Upper Corporate Unit

United Kingdom

United Nations

United Nations Conference on Trade and Development
University of Vocational Technology

United States



LIST OF ACRONYMS

usD
USP
VAT
VOAs
VTA
WB
WCT
We - Fi
WEO
WHO
WHT
WTO
Y-O-Y

United States Dollar

United States Pharmacopoeia
Value Added Tax

Vote on Accounts

Vocational Training Authority
World Bank

West Container Terminal
Women Entrepreneurs Financial Institute
World Economic Outlook
World Health Organization
Withholding Tax

World Trade Organization
Year on Year






SRI LANKA AT A GLANCE 2018 - 2020

GDP
GDP at Market Prices (Rs.Bn)

GDP at Market Prices (USD Bn.)

Per Capita GDP at Market Prices (Rs.)
Per Capita GDP at Market Prices (USD)
GDP (Growth %)

GNP (Growth %)

Inflation - GDP Implicit Price Deflator
(%) 2010=100

Inflation - CCPI (%), 2013=100 (Annual
Average)

Unemployment (%)

Labour Force Participation Rate (%)

STRUCTURE OF THE ECONOMY
Share of GDP (%)
Agriculture
Industry
Services
Tax-Subsidier
Sectoral Growth (%)
Agriculture
Industry

Services

EXTERNAL TRADE

Exports (USD Mn)

Imports (USD Mn)

Trade Balance (USD Mn)

Tourism Earning (USD Mn.)

Worker's Remittances (USD Mn)
Current Account Balance (USD Mn)
Overall Balance of Payment (USD Mn)

GOVERNMENT FINANCE
Revenue ( Rs.Bn)

Tax Revenue (Rs.Bn)

Non -Tax Revenue (Rs.Bn)
Revenue (USD Mn)

Tax Revenue (USD Mn)

Non Tax Revenue (USD Mn)

Total Expenditure and Net Lending (Rs.Bn)

Current Expenditure (Rs.Bn)

Capital Expenditure and Net Lending (Rs.Bn)
Current Account Balance / (Present of GDP)
Primary Deficit/(Percent of GDP)
Budget Deficit / (Percent of GDP)

Total Expenditure and Net Lending (USD Mn)

Current Expenditure (USD Mn)

Capital Expenditure and Net Lending (USD Mn)
Budget Deficit (USD Mn)

* Included arrears
@ Provisional

n.a. - not available

2018

14,291

87.9
659,479
4,057
33

3.2

3.8

4.3

4.4
51.8

7.0
26.3
57.5
9.2

5.8
13
4.6

11,890
22,233
-10,343
4,381
7,015
2,799
1103

1,920
1,712
208
11,812
10,535
1,278
2,693
2,090
604
1.2
0.6
5.3
16,570
12,857
3,713
4,680

2019

15,013

84.0
688,575
3,852
2.3

21

2.7

4.3

4.8
5285/

7:5
27.5
58.1

6.9

1.0
2.6
2.2

11,940
19,937
7,997
3,607
6,717
1,843
377

1,891
1,735
156
10,577
9,704
872
3,338*
2,425*
913*
-3.6*
-3.6*
06"
18,670*
13,562*
5,109*
-8,049*

2020 @

14,973

80.7
683,106
3,682
3.6
-5.0

3.4

4.6

&85
50.6

8.4
26.2
7
5.7

2.4
-6.9
S

10,047
16,055
-6,008
682
7,104
1,083
-2,328

1,368
1,217
151
7,373
6,557
816
3,041
2,548
493
7.9
4.6
1
16,392
13,736
2,655
-8,989

TOTAL GOVERNMENT DEBT (Rs. Bn)

Total Government Debt (Percent of
GDP))

Domestic (Percent of GDP)
Foreign (Percent of GDP)
Total Debt Service (Percent of GDP)

PROVINCIAL BUDGET

Revenue (Rs.Bn)

Tax Revenue (Rs.Bn)

Expenditure (Rs.Bn)

Central Government Transfers (Rs.Bn)

MONETARY SECTOR DEVELOPMENTS
Narrow Money (Rs.Bn)

Broad Money (Rs.Bn)

Money Growth (M,,) (%)

ACCESS TO BANKING & FINANCE

Domestic Commercial Banks
Branches

Foreign Commercial Banks
Branches

Specialized Banks

Branches

ATMs
Domestic Commercial Banks
Foreign Commercial Banks

Specialized Banks

Insurance Companies
Registered Finance Companies
Specialized Leasing Companies
Student Savings Units

Credit Cards Issued

Credit Cards in Use

EXCHANGE RATES

Annual Average
Rs/USD
Rs/SDR

Year End
Rs/USD
Rs/SDR

2018
12,030

84.2

42.5
41.7
13.9

88.7

82.2

29288
203.6

831
7,128
13.0

13
2,826
13
51

696

4,584
60
376

26
43

5

3,309
338,692
1,710,671

162.54
229.90

182.75
25885

2019
13,031

86.8

45.5
41.3
13.5

91.3

310.1
218.8

866
7,624
7.0

700

5,334
59
401

28
42

L

3,783
353,826
1,854,103

178.78
246.97

181.63
25117

2020 @
15,117

101.0

60.6
40.4
13.0

52.2

431

337.0
284.8

1,177
9,406
23.4

703

5,687
57
432

27
40

3

3,787
235,310
1,984,525

185.52
258.61

186.41
268.48



Duty free items - Raw Materials

5% Duty
10% Duty
25% Duty
15% Duty Intermediate Goods

30% Duty Luxury Goods & Motor Vehicles

75% Duty Tobacco
85% Duty Cigarettes
125% Duty Liquor
Specific Duty
Specific & Advelorum
Total

SOCIAL DEVELOPMENT
Mid Year Growth of Population (%)

Life Expectancy at Birth (2017)

Crude Birth Rate (per 1,000 persons)
Crude Death Rate (per 1,000 persons)
Literacy Rate - (%) ©

Average

Male

Female
Computer Literacy Rate (%)
Dependency Ratio (%)

MOTOR VEHICLE IMPORTS
Motor Cars

Motor Cycles
Three-Wheelers

Tractors

Motor Vehicles for Transport of
Goods

Passenger Van and Buses
Other
TOTAL VEHICLE STOCK

Motor Cars

Three-Wheelers
Motor Cycles

Buses

Dual Purpose Vehicles

Motor Vehicles for Transport of
Goods

Land Vehicles - Tractors

Land Vehicles - Tailors
Quadricycle and Motor Home
® During first 06 months

2018

151
6.4

92.6

91.7
27.5
49.4

83,269
354,998
20,782
6,992

25,077

2,581
789

837,632

1,159,587
4,383,773
110,392
425,561

370,277

369,905
70,138
656

© Based on Quarterly Labour Force Survey, DCS

2019

0.6

14.6
6.7

92.9

92.3
30.8
49.4

34,800
266,659
16,997
5132

18,591

1,458
422

875,864

1,175,077
4,668,074
112,005
439,020

364,260

375,601
72,108
1,975

2020®

0.5

13.8
6.0

92.9

93.6

92.3
32.0%
49.4

15,776
71,306
4,864
6,560

6,925

470
86

896,885

1,182,227
4,819,708
112,583
448,552

827,993

381,626
74,385
2,445

@ Excluding KKS, Myliddy, Point of Pedro and Karraynagar Ports.

SRI LANKA AT A GLANCE 2018 - 2020

ACCESS TO BASIC
INFRASTRUCTURE

Access to Pipe-borne Water (% of
Population)

Access to Safe Drinking Water (%
of Population)

Telecommunications
Fixed Access Services ('000)

Cellular Phones (No. of
Subscribers) ('000)

Internet and email Subscribers (Including
mobile internet services) ('000)

Postal
Public Post Offices
Private Post Offices

Roads
Total Road Length (km)
Road Density (km?)

Ports

Vessels Arrived
Total Container Traffic ('000 TEUs)
Total Cargo Handled ('000 t) @

Transshipment Containers
Handling ('000 TEUSs)

2018
4,064

25
1,542
1,459

76
275
7,460

2018

50.5

90.6

2,485

32,528

10,563

4,063
412

12,390
n.a

4,874
7,047
104,952

5,704

PRODUCTION OF AGRICULTURE SECTOR

Tea (Mn kg)
Rubber (Mn kg)

Coconut (Mn Nuts)

Paddy ('000 t)
Fresh Milk (Mn Ltr.)
Fish ('000 t)

304
83

2,623

3,930
477
527

2019
4,099

25
1,537
1,462

73
287
7,499

2019

51.8

91.9

2,300

32,884

13,408

4,062
4512

12,438
0.19

4,697
7,228
106,979

5,802

300
75

3,086

4,592
448
506

2020
4,441

476

2,420

75
391
7,803

2020®

53]

2,613

28,739

17,524

4196
134

12,496
0.19

4,337
6,855
102,908

5,613

279
78

2,792

5,121
492
429
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2018
ACCESS TO BASIC NEEDS
HEALTH
Public Hospitals 612
Private Hospitals 191
Primary Medical Care Units 506
Beds* 76,824
PROFESSIONALS
Doctors* 19,692
Nurses* 34,714
Public Health Inspectors (PHI) n.a
Attendants 8,614
Midwives 8,387
EDUCATION
Government
Schools 10,175
Students ('000) 4,215
Teachers 247,334
Private
Schools 106
Students ('000) 142
Teachers 7,319**
Pirivenas
Schools 763
Students ("000) 61
Teachers 6,832
WOMEN PARTICIPATION
Women Population ('000) ©® 8,708
Employed Women ('000) 2,715
Women Participation in the Labour Force (%) 33.6
Women in the Public Service ('000) n.a
Unemployed Women (%) 7.1
CAPITAL MARKET
Market Capitalization (Rs.Bn) 2,840
Average Daily Turnover (Rs.Mn) 834
All Share Price Index (ASPI) 6,052
1985=100
S&P SL 20 Index (2004 =1,000) 3,135
Market Price Earnings Ratio- End of 9.7
the Year (%)
Turnover to Market Capitalization (%) 7.0

* Government

2019

603
209
499
77,964

18,130
38,276
n.a
8,531
8,310

10,165
4,062
246,592

nsg
138
8,011**

801
68
7,200

8,814
2,812
34.5
559
7.4

2,851
711
6,129

2,937
10.8

6.0

2020@

609
217
518

77,121

19,615
37,624
n.a.
8,384
n.a.

10,155
4,032
249,387

120
139
8,173**

802
70
7,221

n.a
2,568
32.1
n.a
8.4

2,961
1,899
6,774

2,638
&

5

PRINT MEDIA
Newspapers (No.)
Sinhala
Tamil
English
Bilingual/Tringual
ELECTRONIC MEDIA
Television Services
Government
Sinhala
Tamil
English
Private
Sinhala
Tamil
English
China
Radio Services
Government
Sinhala
Tamil
English
Arabic
Hindi
Private
Sinhala
Tamil
English
China
INSTALLED CAPACITY (MW)
Total
Public Sector
Hydro Power
Thermal Power
Fuel
Coal
Other
Private Sector
Hydro Power
Thermal Power - Fuel
Other
POVERTY (2016)

Poverty Head Count Index
Poverty Gap Index (%)

Gini Coefficient of Per Capita
Expenditure

Average Daily kilo Calorie Intake

** Including Special School Teachers and Excluding International Schools Teachers

© Women Population estimates were calculated based on final results of the Census of Population and Housing 2012

®15 years and over population

@ Based on Household Income and Expenditure Survey (2016), DCS

2018

118
69
17
21
1

23

58
22
10

36
21

10

4,046
2,903
1,399
1,504
604
900

1144
394
533

217

419
0.69

0.39@

2095@

2019

180
N4
23
39
4

25

58
22

4,213
2,953
1,399
1,554
654
900

1,260
410
628
226

41
0.69

0.39@

2095@

2020@

192
122
24
43
3

25

20
14

58
22
10

36
20

10

4,264
2,968
1,383
1,585
654
900
31
1,296
410
614
272

4.1@
0.6@

0.39@

2095@
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Tax Free Allowances
Tax on Taxable income

Next Rs. 600,000
Next Rs. 600,000
Next Rs. 600,000
Next Rs. 600,000
Next Rs. 600,000
Balance

Corporate Tax (%)

Standard Rate

Agro - Farming

IT and Enabled Service
Manufacturing

Export Income

Liquor & Tobacco

Economic Service Charge (ESC)
ESC Rate (%)

(Any ESC Paid is Deductible from any
Income Tax/ Corporate Tax Payable)

Value Added Tax (VAT) (%)

Standard Rate
Exports

Nation Building Tax (NBT) (%)

Ports and Airports Development
Levy (%)

Telecommunications Levy (%)
(other than Internet)

Share Transaction Levy (%)
CUSTOMS DUTY (%)
Inputs / Raw Material
Intermediate Goods

Finished and Luxury Goods

GOVERNMENT TAX RATE (%)

2018

Rs.500,000

A

8

12

16

20

24
As at end
2018 2019
28 28
14 exempt
14 14
28 28
14 14
40 40
0.5 0.5
15 15
0 0
2 2
7.5 7.5
15 11.25
0.3 0.3
0 0
15 15
30 30

2019

4L
8
12
16
20
24

2020

24
exempt
exempt

18

14

40

10

11.25

0.3

0
10
15

Rs.500,000 Tax Free Allowances

Tax on Taxable income
Next Rs. 3,000,000
Next Rs. 3,000,000
Balance

Excise Duty

Cigarettes (Rs. Per 1,000)
Length below 60mm
Length 60-67mm
Length 67-72mm
Length 72-84mm
Length Exceeding 84mm

Liquor Duty Structure ( Rs. Per Proof Liter)

Coconut Processed/Molasses
Arrack

Country Made Foreign Liquor

Malt Liquor (Beer) above 5% in
Strength

Malt Liquor (Beer) less than 5%
in Strength

Liquor made from any cereal
other than toddy

Imported Malt Liquor

Imported Wine

Any other imported Liquor

SOCIAL & ECONOMIC DEVELOPMENT BY INTERNATIONAL RANKING (2020)

Index Name A of
Countries
Prosperity index 167
Competitiveness Index* 140
Human Development index* 189
Global Hunger index 107
Global Innovation index 131
Corruption Perception index 179
Doing Business index* 190
World Happiness index 149
Economic Freedom index 178
Logistics Performance index 160

(2018)
* 2019 Data

Sri Lanka

84
84
71
64
101
0
99
129
131
S

India

101
68
129
9L
48
86
63
139
121
44

Bangladesh  Bhutan Maldives
125 n.a. n.a.
105 n.a. n.a.
135 134 104
75 n.a. n.a.
116 n.a. n.a.
146 24 130
168 89 147
101 n.a. 89
120 109 136
100 149 86

2020
Rs.3,000,000
6
12
18
As at end
2018 2019 2020
11,675 13,360 13,360
19,500 22,300 22,300
23,000 37,650 37,650
37,580 43,100 43,100
42,200 48,350 48,350
3,300 4,050 4,050
3,300 4,150 4,150
2,400 3,200 3,200
2,400 3,200 3,200
2,400 3,200 3,200
50 135 135
100 230 230
200 650 650
Nepal Pakistan

14 138

108 110

147 152

73 88

95 107

v 124

QL 108

87 105

157 152

14 122
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Chapter 01

1.1 Overview

The Government's response to the
unprecedented nature of the COVID-19
pandemic was cohesive and measured.
The pandemic highlighted the many issues
confronting the country including a half decade
of low growth and lack of investments and
reforms.

While the Government's first line of focus was
to identify and treat the COVID-19 patients
together with mitigating the spread of the
pandemic to ensure the safety of the citizens
from the disease, the response was more
broad-based, which included supporting
the livelihoods of the people better through
the existing social safety networks such as
Samurdhi and monthly allowance for elders
and cash grants, mostly to the temporarily
unemployed due to restrictions on mobility
and the provision of essential goods to those
quarantining at their homes. The Government
also operated Quarantine Centers in various
parts of the country. In discharging the
response, the Government effectively used
the well tested administrative framework from
the District Secretaries to the Grama Niladharis
that facilitated the Government to better reach
into each households. The cohesive approach
allowed the country which went into a full
lockdown in March 2020 to revert to a less
restricted environment that even allowed the
conduct of the General Election in August 2020.

The legacy of low growth that experienced
since 2015 has propelled the Government
to revamp the tax structure in its entirety in
December 2019, in less than a month into office
for revival of the economy. This timely needed
tax reforms included the simplification of the
tax system through the removal taxes such as
Nation Building Tax (NBT), Economic Service
Charge (ESC) and Debt Repayment Levy (DRL)
and the reduction of the Value Added Tax (VAT)
rates from 15 percent to 8 percent except for
financial services and Telecommunication Levy
(TL) from 15 percent to 11.25 percent while
rationalizing corporate and non-corporate tax
structure. Further, a comprehensive tax policy
package was announced with the Budget 2021
enabling the introduction of a composite tax
of Special Goods and Services Tax (SGST),
granting tax exemptions and tax holidays and
strengthening tax administration with the
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infusion of Information Technology. Also, the
Government has announced that the tax policy
introduced will remain unchanged for at least 5
years providing investors with certainty when
making investment decisions.

While 2020 commenced with the expectation
of stimulating the economy armed with a new
policy structure, it was rendered extraordinary
not only due to the pandemic but also because,
the year 2020 operated on Vote on Accounts
(VOAs) and two authorisations granted to
incur expenditure under Article 150(3) of the
constitution as the year 2020 had commenced
with no approved Budget. The VoAs, in a
simplistic sense, only supports the constitution
of existing works and is not designed to meet
emergencies of any nature, least of all possibly
the greatest health emergency of the last
century that took shape in March 2020.

The VoAs gave rise to significant operational
maneuverability issues in the fiscal space
and the pandemic had aggravated the low
growth legacy that had prevailed since 2015.
The legacies also included Rs. 422.6 billion
or 2.8 percent of GDP of unpaid bills due to
the construction sector, fertilizer, medical
supply, senior citizen interest payment etc.,
that resulted in these entities defaulting on
their dues to the Banks, which is reflected in
the high Non Performing Loan (NPL) ratios
recorded in 2019. In fact the non-settlement
of dues coupled with a high tax regime had
a debilitating impact on the Small Medium
Enterprises (SMEs).

In this context, the Government acknowledging
that the response cannot be postponed,
decided to settle the dues to the private
sector over 2020. Letters of Undertaking were
also issued to the Banks on the back of the
unsettled dues to enable the construction firms
in particular to be able to access credit from
Banks. It is also noted that the Government
continued to honour its dues to its creditors
both domestic and foreign. Foreign repayments
in particular which amounted to USD 2.6 billion
including USD 1.0 billion payment on the
maturing of the International Sovereign Bonds
(ISBs) was met in October 2020.

While the 2019 fiscal deficit was reported to
be at 6.5 percent of the GDP, however when
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adjusted for unpaid and unrecorded domestic
expenditure and foreign disbursements in 2019,
the fiscal deficit increases to 9.6 percent. The
deficit for 2020 was recorded at 11.1 percent,
the increase in the deficit is for two reasons
including the payment of past dues in 2020

Table 1.1 1 Government Fiscal Operations @

2019®

Actual

(Rs. Bn)

Revenue & Grants 1,899
Revenue 1,891
Tax Revenue 1,735
Income Tax 428
Taxes on Goods & Services 976
Taxes on External Trade 332
Non-Tax Revenue 156
Grants 8
Expenditure 3,338
Recurrent Expenditure 2,425
Salaries & Wages 686
Goods & Services 162
Interest 901
Subsidies & Transfers 552
Arrears 123
Capital Expenditure and Net Lending 913
Public Investments 631
Arrears 299
Other -17
Current Account Balance -534
Primary Balance -538
Overall Fiscal Balance (Budget Deficit) -1,439
Deficit Financing 1,439
Foreign Financing (Net) 543
Domestic Financing (Net) 896

Source: Department of Fiscal Policy
@ Based on the economic classification of Government fiscal operations.
® Included arrears

The Central Bank of Sri Lanka's (CBSL) decision
to slash policy rates, i.e. the Standing Deposit
Facility Rate (SDFR) and Standing Lending
Facility Rate (SLFR) to 4.5 percent and 5.5
percent, respectively in 2020 from 7.0 percent
and 8.0 percent, respectively at end 2019
helped create an environment that is more
conducive for credit growth. This also helped
widen the fiscal space, given the cost of
borrowing reduced by almost 300 basis points
since March 2020.

The curtailment of imports of non-essential
items and the extra resilience in the export
sector led to a narrowing in the trade deficit

and the recording of expenditures financed
by foreign credit facilities amounting to 1.2
percent of the GDP. Therefore, the adjusted
fiscal balance for 2020 is only 11.1 percent of
GDP, while when adjusted the fiscal deficit for
2019 increases to 9.6 percent of the GDP.

2020 2021 2019 2020 2021

Provisional Estimate Actual Provisional Estimate

(Rs. Bn) (Rs. Bn) (% of GDP) (% of GDP) (% of GDP)

1,373 1,961 12.6 9.2 1.9
1,368 1,951 12.6 9.1 11.8
1,217 1,724 1.6 8.1 10.4

268 371 2.8 1.8 %)
587 823 6.5 3.9 5.0
362 530 2.2 2.4 3.2
151 227 1.0 1.0 1.4

5 10 0.1 0.04 0.1

3,041 3,526 22.2 20.3 21.4

2,548 2,466 16.1 17.0 14.9
794 853 4.6 5.3 5.2
180 172 11 1.2 1.0
980 860 6.0 6.5 5.2

717 581 3.7 4.8 3.5
123 0.8 -0.8

493 1,060 6.1 3.3 6.4
812 1,070 4.2 5.4 6.5
299 2.0 2.0

-20 -10 -0.1 -0.1 -0.1

-1,180 -515 -3.6 -7.9 -3.1
-687 -705 -3.6 -4.6 -4.3

-1,668 -1,565 -9.6 111 -9.5
1,668 1,565 9.6 1.1 9.5

-83 99 3.6 -0.6 0.6
1,751 1,466 6.0 1.7 8.9

to USD 6.0 billion from USD 7.9 billion in 2019,
while the remittance inflows increased to USD
7.1 billion. This, among others, helped contain
the external current account deficit to 1.3
percent of GDP in 2020. The CBSL pursued an
accommodative monetary policy stance which
injected more liquidity into the market to
revive economic activities with the reduction
of the Statutory Reserve Ratio (SRR) by 300
basis points while reducing the policy interest
rates by 250 basis points during 2020. This has
resulted in the market lending rates adjusting
downwards. The difficulties faced by the SME
sector especially those in the agricultural
sector, the tourism sector and the construction
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sector were noted and a stimulus package
that included debt moratoria, access to credit
at a low cost was announced by the CBSL.
Meanwhile, inflation is well anchored within a
targeted corridor ranging from 4-6 percent in
2020.

By the end of April 2021, gross official reserves
stood at USD 4.5 billion excluding bilateral
currency swap facility with the People's Bank
of China (PBoC) which was at USD 5.7 billion at
the end of 2020. Foreign Direct Investment (FDI)
inflows subdued in 2020 with the disruptions of
the pandemic.

The equity market, which subdued in the first
half of 2020 with the All Share Price Index (ASPI)
recording its lowest point in over a decade
on May 12, 2020, nevertheless demonstrated
a resurgence with the ASPI crossing 6,774.2
points which is the highest annual increase
the index has reported since 2014. Mirroring
the ASPI, the S&P SL20 index also recovered
substantially since the lowest in May to close
the year at 2,638 points. The total average
turnover reached Rs. 397 billion with a 132
percent significant increase compared to
2019, which is the highest since 2011. The
equity markets were also helped, with the
digitalization programme fast tracked by the
Securities and Exchange Commission (SEC)
and the Colombo Stock Exchange (CSE), which
allowed the registration of investors online
during the times of restricted mobility.

The effectiveness of the fiscal and monetary
policy coordinated approach in meeting
the challenges of the pandemic is apparent,
where although the first two quarters of 2020
recorded contractions in the GDP of 1.8 and
16.4 percent respectively, the third and the
fourth quarters recorded a positive growth of
1.3 percent in each, while being able to contain
the overall contraction in the economy to 3.6
percent.

The International Monetary Fund (IMF) envisages
a speedy recovery of the global economy
from the crisis in 2021 and 2022. The world
economy is expected to expand by 6 percent
and 4.4 percent, in 2021 and 2022, respectively
with the anticipated adaptation of economies
to the health crisis, speedy vaccination
programme together with additional fiscal
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stimulus provided by several economies.
Advanced economies are projected to pick up
by 5.1 percent in 2021, moderating at around
3.6 percent in 2022 supported by the USD
1.9 trillion rescue package announced in the
US and fiscal support of Japan which helped
augment their GDPs, despite the slow recovery
of the Euro Area and the UK. Emerging and
Developing Asia including China and India
expect a faster recovery in 2021-22, however,
the current developments in India will dampen
the growth prospects in the region.

1.2 Way forward with Budget 2021

Having identified that the recovery will depend
on the adaptability to the health crisis and
the resistance to the supply and demand-
side shocks, among others, the Government
also announced a very development oriented
Budget for 2021. The public investment budget
at Rs. 1,070 billion or at 6.5 percent of the GDP
is designed to stimulate growth, given that
almost a third of the capital investment or
around Rs. 350 billion has been allocated to
the construction of roads, which includes the
100,000 Km project, which is focused on the
construction and rehabilitation of rural roads,
improving the connectivity of rural to urban Sri
Lanka. This is also expected to supplement the
wider agriculture strategy providing farmers
access to market places.

Similarly, almost Rs. 200 billion is allocated
for the provision of clean drinking water while
another Rs. 60 billion is allocated for irrigation
purposes to support agriculture. The 2021
budget proposals were an extension of the
Government policy as announced pre budget
2021, where the Government imposed strict
controls over the import of selected items such
as chemical fertilizer, pesticides, weedicides,
import replacement products such as turmeric,
pepper, areca-nut and Ethanol, all of which in
2019 had been imported at a cost of around
USD 1,500 million. As such, Government
provided support to not only the mass scale
domestic farmers but also households to
engage in the cultivation of not only these
products but also vegetables and fruits.
Such policy served to provide food security
especially at a time of border closures that have
resulted in breakdowns of the supply chains
but also served as a support to the Balance of
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Payments (BoP). It also further complemented
with the Government policy of preserving
the environment with the use of organic and
environment friendly agricultural practices.

While investments in the Budget 2021 focused
on providing the hard infrastructure with a
futuristic view and is focused on ensuring
opportunities for all segments of the society
facilitating a new work place and also the jobs
of tomorrow. Therefore, the focus on improving
public sector delivery through digitalization is
a central aspect of the Budget 2021 given its
envisaged technology infusion trajectory.

The digitalization of Government processes
including the electronic National Identity Card
(e-NIC), e-procurement, the e-monitoring for
the Department of Motor Traffic (DMT) and even
the introduction of e-learning mechanisms,
are in the process of implementation. The
digitalization process of the Government
has extended to the Integrated Treasury
Management Information System (ITMIS) used
in the preparation of the Budget 2021 for better
expenditure management. These initiatives will
make service delivery more efficient and will
improve the business environment, while also
having a positive impact on fiscal operations in
supporting better revenue administration and
expenditure management at all levels of the
Government. Further improvements to RAMIS
to support revenue collection and the National
Single Window to support exporters have
already initiated.

The Budget 2021 also focused on facilitating
4G technology around the country. To harness
the investments in IT, technology parks on
'‘plug and play' mode are being established.
The Budget 2021 has also allocated funds to
support Biotechnology, Robotics and even
gene technology, use of drones to facilitate
precision technology in agriculture while also
upping the capacities of the quality assurance
agencies such as the Industrial Technology
Institute (ITI) and the Sri Lankan Standards
Institute (SLSI).

Given the Government's policy on ensuring
sustainable development with focus on green
policies, incentives have been provided to
harness solar power to generate electricity
to meet the energy needs, to support

agriculture that is more sustainable not only
environmentally but also economically, and
socially, using technology and practices
that maximize productivity and profit while
mitigating damage to the environment.

Vocational training is also given prominence
with the Government looking to empower not
only the youth but the labour force to be able to
capacitate themselves with the required skills
of tomorrow that requires to be technology
literate.

On the expenditure side, measures have been
taken tofreeze certain Government expenditure
including the provision of new vehicles and
office buildings to elected members. Rolling
out of the ITMIS also has facilitated better
commitment control and cash management.

The Budget 2021, is expected to be
predominantly financed by domestic currency.
Foreign concessional sources both multilateral
and bilateral is expected to finance around
USD 1,800 million. As expected already as part
of the second tranche of the Foreign Currency
Term financing facility of USD 500 million was
drawn down in April 2021, with a further USD
200 million being expected to be drawn down.
An additional USD 800-1,000 million is also
expected to be raised from domestic sources.
During the year 2021, foreign currency debt
service payments amount to USD 4.1 billion,
including the USD 1.0 billion of International
Sovereign Bonds (ISBs) to be settled in July
2021.

While Government debt remains a concern, it
must be looked at given the decomposition
of debt whereby at the end of 2019 although
debt to GDP was only 86.8 percent, the
foreign currency debt accounted for almost
50 percent of the total debt. However, by
end of 2020, although debt to GDP stood at
101 percent, foreign debt accounted for only
40 percent of the total debt, given that the
Government rationalised its foreign currency
borrowings mitigating the future currency risks
considerably. At the same time of the total
foreign currency debt, apart from the USD 13
billion of ISBs at commercial rates, the balance
debt of USD 16.8 billion are at concessionary
rates, with tenures in excess of 10 years.
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The Government's  Foreign Resource
Mobilisation Strategy (FRMS) for the period
2020-2025 was marked with the Government
realigning its project pipeline of almost USD 9
billion to be disbursed in the next 5-7 years, into
high impact sectors, while also ensuring that
wherever possible if the technology is available
in the country and if the import content is
minimal such activities are to be executed
through local funds and local contractors.
This will reduce the dependency on foreign
currency debt and thereby the currency risks,
to finance development projects especially in
the context of alternatives being available.

However, at the same time, the Government
has approved the construction of the elevated
Expressway of 16 kilometres, connecting the
New Kelani Bridge and Athurugiriya, which will
in reality seamlessly connect the Southern Port
to the Colombo Port and also the Port City.
The contractor will Build, Maintain and Transfer,
the Elevated Expressway to the Government
at the end of 15 years after the construction.
Such modalities will enable the country to
create assets that has the potential to generate
significant value in the economy without the
fiscal space being imposed at the outset itself.

While the Government's financing strategy is
more domestic currency tilted, itis nevertheless
not envisaged to result in the crowding out of
resources in the market, as the Government's
capital budget is to be implemented through
Domestic contractors such that the funds will
be circulated to the private sector via the
Government. To support domestic industries
given that the Government is the single largest
procurer of goods and services, procedures
were introduced to provide preference to
domestic producers of construction, software
and hardware, furniture and allied appliances.

1.3 Reforms in the State Owned
Enterprises (SOEs)

The State Owned Enterprises (SOEs) were also
affected by the pandemic which reflected a
loss of revenue and the Government has been
supporting a number of SOEs through transfer
of budgetary funds to meet both the capital
and recurrent expenditures.  Further, the
Government is in the process of introducing
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a regulatory framework to the SOEs providing
the required commercial freedoms to the
public enterprises in various sectors with a
high level of accountability given its nexus to
the public funds.

In this regard, directives by way of circulars
have been issued providing greater operational
independence including the recruitment of
employees to fill in the already-approved
cadre positions and the recruitment of key
professionals at market rates.

The Government with a view to streamline
the SOEs, as has been announced in Budget
2021, has identified policy reforms through
amalgamation or consolidation of SOEs with
similar objectives or at various points of the
value chain, unlocking the advantages of scale,
reducing duplication and easing the barriers
to doing business including eliminating the
unnecessary transfer pricing costs and to
improve the business valuation.

The Government acknowledging that SOEs are
not adequately capitalised have announced
various mechanisms to capitalise SOEs
including the Sri Lankan Airlines (SLA). While
airlines by and large have been experiencing
less than expected financial outcomes, for a
medium sized airline such as the SLA, the equity
contribution has been inconsistent and has
not been timely. It is noted that in the last 30
years, capital infusion has occurred only in 1993
and during the period 2012-2014, where the
Government decided to infuse USD 500 million,
out of which only USD 375 million was infused. In
this background, while acknowledging that the
Budget 2020 allowed a further capital infusion
of USD 500 million over three years, of which
already USD 150 million has been released.

The Government, evaluating the existing
portfolio of investments, finds that some SOEs
have run its course and while there are other
areas that the Government must pioneer
investments.

In this background, having identified
opportunities in the market, the Government
decided to incorporate four companies solely
owned by the Government with private sector
presence on the Boards of Management. These
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companies are Selendiva Investments, Sahasya
Investments, Centre for Robotics (CERA) and
Sri Lanka Biotechnology Institute (SLIBTEC).

Selendiva Investments will manage and
consolidate the Government's high end real
estate assets, especially hotels, through
the management and restructure of assets
including the Grand Hyatt, Grand Oriental and
Hotel Developers and prime land belonging to
Ceynor Foundation adjacent to the Lotus Tower.
More assets are expected to be vested with
Selendiva, given that a far reaching Investment
policy has been approved by the Government.
It is also expected that a few entities will be
listed in the stock market before the end of the
first half of 2021.

1.4 Investment prospects

The passage of the Colombo Port City Act
has put to rest the policy and administrative
uncertainty over the Colombo Port City,
the appointment of the Colombo Port City
Commission will allow the attraction of
investments into the City. On the investments
front, the Technology Parks and the Fabric Park
in Eravur, a Dedicated Pharma Zone at Arabokka
and Horana, together with the investments into
the East and West Terminals will take a center
place in attracting investments.

The energy sectoris also undergoing significant
change with the shift towards cleaner energy
with renewable energy being focused on. The
wind parks at Mannar and the proposed wind
parks at Pooneryn are also expected to attract
investors, among others.

1.5 COVID-19 Response

While on the COVID-19 response the country
initiated its vaccination programme as early as
February 2021.

The Government also being mindful of the
issues that arises in being fully dependent for
the import of vaccines is already in discussion
with both Sputnik, Sinopharm and Sinovac
to enable local production of the vaccines in
Sri Lanka. It is expected that the objective of
ensuring at least 60 percent of the population
will be vaccinated by end 2021 could very well
be achieved ensuring that economic activities
in particular will be able to proceed without
interruption.
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Box 1.1 | Key Policy Responses to COVID-19

Fiscal Sector

Establishment of a COVID-19 Healthcare and Social Security Fund with an allocation of Rs.
100 million from the President Fund.

Granting tax exemptions on importation and supply or donation of medical, surgical, and
dental instruments, drugs and chemicals and similar items, required for the provision of
health services to address the COVID 19 pandemic.

Granting tax exemptions on the supply or donation of health protective equipment and
similar products by export-oriented BOI enterprises to the Ministry of Health and other
Government institutions.

Granting tax exemptions on the importation of pharmaceutical machinery and equipment
including accessories and spare parts for pharmaceutical machinery and equipment.

Granting tax exemptions on the importation of medical instrument and equipment
including test kits required for the provision of health services, to help in detection of
COVID-19 patients.

Establishment of the Fuel Price Stabilization Fund (FPSF) with an initial capital of Rs. 50
billion. Surcharge on Customs Duty collected on fuel imports has been credited to the
FPSF. However, surcharge was removed due to the increase in oil prices.

Provision of Rs. 5,000 cash allowance to senior citizens, differently-abled persons, kidney
patients and farmers and displaced daily worker for the month of April to December 2020
and to low income families living in locked down areas across the nation.

Provision of Rs. 5,000 for samurdhi beneficiaries and low income earning households for
New Year in April 2021.

Providing of Rs 15,000 worth of dry rations for families (regardless of economic status)
who are undergoing quarantine of 2 weeks.

Incurring COVID-19 related expenditure of Rs 117.5 billion for 2020 and Rs. 42.5 billion
during Jan-mid May 2021.

Payment of an interest-free advance of Rs. 10,000 to Low Income beneficiaries through all
Samurdhi Banks.

Implementation of a debt moratorium facilitated through banks complemented by
guarantees from the Central Bank.

Introduction of the one-month grace period to the general public for the payments of
utility bills and monthly credit card bills less than Rs. 50,000.

Doubling the insurance benefits for health workers engaged in Corona prevention
activities, Police, Tri-forces personnel and other Government employees.

Suspension of the loan payment deductions from salaries of all public sector employees
drawn from advance accounts for two months.

Extending the payment deadlines for Value Added Tax for the months of February and
March until April 30, 2020.

Directions issued to exempt penalty payments of all taxes during the COVID19 lockdown
period and to commence penalty provisions for late payments from July 2020.
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Relief measures for SMEs such as wavering of income tax arrears on assessments issued
up to the Year of Assessment 2018/19, non-issuance of additional assessments for the year
2019/20, granting grace period to settle taxes in arrears/default, extension on seizure
notices, and extension of the dates for the payment of taxes and filling tax returns.

External Sector

Suspension of foreign currency outflows in relation to any investments by local persons,
outward remittances and repatriation of funds by emigrants for three months.

Suspension of Letters of Credit (LCs) facilities on the importation of selected motor
vehicles and on the Importation of selected non-essential goods under LCs, documents
against acceptance and advance payments for a period of three months.

Imposition of restrictions on all non-essential imports with certain conditions.

Issuing of directions to Authorized Dealers to issue foreign currency notes up to a maximum
of USD 5,000 (or its equivalent in other foreign currency) as travel allowance to persons
resident in Sri Lanka travelling abroad for any purpose, from the previously permitted
travel allowance of USD 10,000.

Sell-Buy Forex SWAP Auctions for LCBs to provide foreign currency liquidity on term basis
without depleting the foreign reserves.

Obtaining approval to enter into a Bilateral Currency Swap Agreement with the Reserve
Bank of India for USD 400 million. All necessary prerequisites for signing the Swap
Agreement have been fulfilled by the Ministry of Finance and Central Bank.

Curtailing of Net Open Positions (NOP) of LCBs on a selective basis to prevent speculative
activity in the foreign exchange market.

Obtaining approval to initiate a Repo Facility for USD 1,000 million from Federal Reserve
Bank New York, to meet the contingent liquidity needs of the Government.

Monetary Sector

Suspension of the leasing loan repayment for a period of six months for 1.5 million self-
employed persons, including owners of three-wheelers, trucks, school buses and vans
and self-employed motorists.

Injection of liquidity amounting to Rs. 150 billion into the banking system by reducing the
Statutory Reserve Ratio (SRR) to 2.00 in order to facilitate economic activity.

Introduction of the Rs. 50 billion re-financing facility to support business and the economy.

Introduction of a "Special Deposit Account” to support the national efforts to manage the
challenges faced due to COVID-19.

Reduction of the Standing Deposit Facility Rate (SDFR) and Standard Lending Facility Rate
(SLFR) by 250 basis points to 4.50 and 5.50, respectively to reduce market lending rates.

Reduction of the interest rate for credit card domestic transactions to 15 percent up to Rs.
50,000 and 50 percent in minimum monthly charges.

Opening of all bank branches during non-curfew hours providing maximum service to
customers.
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Issuance of the guidelines to licensed banks for them to maintain uninterrupted credit
flows by cutting down on discretionary payments and other non-essential expenditures.

Implementation of three new Credit Schemes to support the revival of economic activity
to support lending to business segments affected by the COVID-19 (construction and
other needy sectors) at the concessional rate of 4.00 per cent per annum. Repayment
period was extended to 9 months.

Administrative Operations

Commencement of Vaccination from February, 2021 onwards.

Establishment of the National Operations Centre for Prevention of COVID-19 and
appointment of Presidential Task Forces on COVID-19 Health Care, Education, Economic
Revival and Poverty Alleviation and a high-level coordination council to manage health
risks and economy easing strategies.

Conversion of National Institute of Infectious Diseases and many other major hospitals into
the COVID-19 treatment centers and establishing around 34 Quarantine Centers island
wide.

Increasing the Daily PCR testing to over 25,000 tests as at May, 2021.
Delivery of food and medicines directly to the targeted beneficiaries.

Payment of the pensions to 645,179 pensioners though Divisional Secretariats and Postal
Services.

Implementation of the "Saubhagya Home Garden" programme to ensure the food security
of the country.

Provisions of fertilizer, and seeds and plantation material for low income beneficiaries to
encourage farming.

Encouragement of domestic manufacturers and inventors to produce requested equipment
such as hospital beds, disinfection chambers and sanitizers.

Relaxing the restrictions such as curfew on all agricultural activities to meet local and
export demand.

Contribution of USD 5 million to the SAARC COVID-19 Emergency Fund.

1.6 Medium Term Strategy and Outlook
2021-2025

The COVID-19 poses immense challenges to the
health system and economic activities and the
low growth legacies have not helped matters.
While the Government took prompt action to
mitigate the impact of the pandemic, these
actions in particular the lockdowns, mobility
restrictions has had a cost as reflected in the
contractions in growth.
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In this context, the Government has undertaken
an aggressive drive to ensure that at least 60
percent of the population will be able to be
vaccinated. Such action is expected to facilitate
the country to enable its economic activities to
rebound and recover at faster pace, benefiting
from the expected increase in household
consumption and business investment and
growth momentum in the external trade.
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Table 1.2 | Medium-Term Macro-Fiscal Framework

% of GDP

2018 2019@ 2020 2021 2022 2023 2024 2025

Actual Actvual Provisional Projections

Revenue & Grants 13.5 12.6 9.2 1.9 13.1 13.6 14.4 15.3
Revenue 13.4 12.6 9.1 11.8 13.0 13.6 14.4 15.2
Tax Revenue 1.9 1.6 8.1 10.4 1.4 1.9 12.7 13.4
Non-Tax Revenue 1.4 1.0 1.0 1.4 1.6 1.7 1.7 1.8
Grants 0.09 0.05 0.04 0.06 0.05 0.05 0.04 0.04
Expenditure 18.7 22.2 20.3 21.4 20.6 19.3 19.2 19.3
Recurrent Expenditure 14.5 16.1 17.0 14.9 14.4 13.6 13.2 13.0
Interest Expenditure 5.9 6.0 6.5 5.2 5.2 5.0 4.9 4.9
Capital Expenditure & Net Lending 4.2 6.1 3.3 6.4 6.2 5.7 6.0 6.4
Of which Public Investments 4.4 4.2 5.4 6.5 6.3 5.7 6.1 6.4
Current Account Balance -1.2 -3.6 -7.9 -3.1 -1.3 0.0 1.2 2.3
Primary Balance 0.6 -3.6 -4.6 -4.3 -2.3 -0.6 0.2 0.9
Overall Budget Balance -5.3 -9.6 -11.1 -9.5 -7.5 -5.7 -4.8 4.1
Deficit Financing 5.3 9.6 11.1 9.5 7.5 5.7 4.8 4.1
Foreign Financing 3.2 3.6 -0.6 0.6 -0.3 -0.1 -0.3 -0.2
Domestic Financing 2.1 6.0 1.7 8.9 7.9 5.8 5.1 4.2
Central Government Debt (% of GDP) 84.2 86.8 101.0 98.0 95.0 91.0 86.0 80.0

Source: Department of Fiscal Policy
@ Included arrears

Such recovery will be assisted significantly by
the Budget 2021, which has introduced a series
of reforms to realign the economy for better
utilization of existing capacities while facilitating
investments into infrastructure that needs to be
improved immediately to enable the economy
to connect and repair the disconnect in both
the local and global value chains. Considering
the longstanding requirement for infrastructure
related investments to complement the
private sector investments, the capital budget
of Rs. 1,070 billion or 6.5 percent of GDP has
been allocated to support connectivity,
digitalization and upholding of basic human
needs in the areas of rural roads, drinking
water, agriculture, health and education and
e-government etc. The public investment will
be maintained an average at 6.0 percent of
GDP per annum during the period 2021 - 2025
to spur economic growth and stimulate private
investments.

However, it is also noted that prolonged
macroeconomic issues triggered by the
pandemic would exert pressure on the
economy, in particular, subdued export
earnings, determined by both the pace
of recovery of the trading partners and in
particular the pace of revival of the tourism
sector. The disruption to the value chain and its
pass-through effect on the financial sector and
the resultant policy measures taken to mitigate

the pandemic may also exert pressure on the
fiscal sector.

The medium term fiscal path of the Government
is to contain the fiscal deficit to around 4
percent of the GDP by 2025 while ensuring
a debt to GDP of 70 percent, with the fiscal
deficit for 2021 expected to be at 9.6 percent
and tapering down since then, and growth
average during the period 2020 to 2025 at
round 6 percent. The Government will move
ahead with its reforms that includes improving
the productivity of the public sector in its
delivery of services through digitalisation and
modern practices which is expected to reduce
the Government's recurrent expenditure to
GDP ratio to 14.4 percent in 2022 from 17.0
percent in 2020 and further contract to 13.0
percent by 2025.

With the improvement in economic activities
coupled with better revenue administration
and also policy certainty, Government revenue
to GDP ratio of 9.2 percent recorded in 2020
is expected to increase up 11.9 percent in 2021
and it will further augment to 15.3 percent by
2025.

In articulating the MTMF, the economic recovery
in the second half of 2020, amidst the relaxation
of lockdowns and adaptation of working from
home concept was taken into account. This
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was further examined within the context of
the vaccination programme undertaken by the
Government. At the same time, the emergence
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prices remain a downside risk in the economic
recovery. Nevertheless, the impact of the
vaccinations in many other countries remains an

of new variants of the Coronavirus across the
world poses a new challenge in managing
response. In addition, increases in the global
oil prices including other global commodity

anchor point for hope, to revive the economic
activities and the MTMF is also well dependent
on such outcome.

Box 1.2 | Major Fiscal Measures: January - May 2021

Effective

Measures
Date

Income Tax ~Amendments to the Inland Revenue Act, No. 24 of 2017

Inland Revenue (Amendment) Act, No. 10 of 2021
Income Tax Exemptions
01.04.2021

- Gains made by a person from the realization of lands or buildings which were
sold, exchanged or transferred to a Sri Lanka Real Estate Investment Trust
(SLREIT) listed in the Colombo Stock Exchange and licensed by the Securities
and Exchange Commission of Sri Lanka.

- Dividends and gains on the realization of units or amounts derived as gains
from the realization of capital asset of a business or investment by a unitholder
from any SLREIT.

- Interest accruing to or derived by any welfare society (including benevolent
fund which promotes the savings of members).

- Interest accruing to or derived by any multi-national company on any deposit
opened and maintained such deposit in foreign currency in any domestic
bank, if such deposit is maintained to cover its import expenditure for that
year of assessment.

- Interest or discount accrued or derived by any Samurdhi community-based
banks established under the Department of Samurdhi Development from the
Sri Lanka Government Treasury Securities.

- Gains from the realization of Sri Lanka international sovereign bonds, issued
by or on behalf of the Government of Sri Lanka and received or derived by a
commercial bank or authorized dealer who made an aggregate investment
not less than USD 100 million in such bonds on or after April 1, 2021.

- Gains and profits earned or derived from any business of export of gold, gems
or jewellery or from the business of cutting and polishing gems which are
brought to Sri Lanka and exported after such cutting and polishing, where
such gains and profits earned in foreign currency are remitted through a bank
to Sri Lanka.

- Gains and profits earned or derived by any Vocational Education Institution
from any vocational educational programme which is standardized under TVET
concept (Technical and Vocational Education and Training) and regulated
by the Tertiary and Vocational Education Commission, if such institution has
doubled their student intake of such programmes for such year of assessment
compared to the student intake of the previous year. The exemption is
available for a period of five years.

14



MINISTRY OF FINANCE, SRI LANKA | ANNUAL REPORT 2020

Box 1.2 | Major Fiscal Measures: January - May 2021 contd...

Effective
Date

Measures

- Remittance tax (at the rate of 14 percent on remitted profit) is exempted for
a non-resident company carrying a business in Sri Lanka through a Sri Lankan
permanent establishment which earned profits and income and retained
such total profit for minimum of three years period by investing in Sri Lanka
to expand its business or to acquire shares or any securities from Colombo
Stock Exchange or to acquire any Treasury Bill, Treasury Bond or Sri Lanka
International Sovereign Bonds. The exemption is available for the period of
three years.

Tax holidays

01.04.2021

- Tax holidays are granted for the gains and profits (excluding capital
gains) received or derived from the following new businesses. Two years
implementation period will be considered.

- Ten-year tax exemption period for an undertaking which sale of construction
materials recycled in a selected separate site established in Sri Lanka to
recycle the materials which were already used in the construction industry.

- Five-year tax exemption period for any business commenced on or after
April 1, 2021 by an individual after successful completion of vocational
education from any institution which is standardized under TVET concept
and regulated by the Tertiary and Vocational Education Commission.

- Seven-year tax exemption period for an undertaking commenced by a
resident person in manufacturing of boats or ships in Sri Lanka and received
or derived any gains and profits from the supply such boats or ships.

- Seven-year tax exemption period for any "renewable energy project”
established with a capacity to produce not less than one hundred Mega
Watts solar or wind power and supplied such power to the national grid.

- Five-year tax exemption period for any undertaking commenced on or
after January 1, 2021 by any resident person who constructs and installs
the communication towers and related appliances using local labours and
local raw materials in Sri Lanka or provide required technical services for
such construction or installation.

Concessiona

ry Tax Rates

01.04.2021

- Sale of Gem and Jewellery taxed at the maximum rate of 14 percent for
individuals and flat rate of 14 percent for companies.

- Amounts received on the supply of electricity to national grid generated by
using renewable energy resources taxed at the maximum rate of 14 percent
for individuals and flat rate of 14 percent for companies.

- A company which lists its shares in Colombo Stock Exchange during the
period of January 1, 2021 and December 31, 2021 for three years of assessment
commencing from April 1, 2022 (2022/2023 to 2024/2025) taxed at the rate

of 14 percent.
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Box 1.2 | Major Fiscal Measures: January - May 2021 contd...

Effective Measures
Date
Reduction of Tax Liability
01.04.2021 .
Reduction of
Income
Tax
Aggregate income tax payable by any company 50%

(including BOI companies but other than on gains from
the realization of investment assets) which lists its shares
on or after January 1, 2021 but prior to December 31, 2021
in the Colombo Stock Exchange licensed by the Securities
and Exchange Commission of Sri Lanka for the year of
assessment 2021/2022.

On the relevant tax liability of dividend income derived by a multinational
company

(i) If exports are increased by a minimum of 30 percent in 25%
2021/2022 compared to the year 2020/2021

(ii) If exports are increased by a minimum of 50 percent in 50%
2022/2023 compared to 2021/2022

(iii) If exports are increased by minimum of 50 percent in 50%

2023/2024 compared to 2020/2021 or same status as
in (i) above is maintained for 2023/2024
On attributable quantum of the relevant tax liability, if 25%
agricultural produce from farming activities are used for
processing or manufacturing activities by the same person

Deductions in computing the assessable income

01.04.2021

- Marketing and communication expenses, incurred on market research,
development and production of marketing or advertising campaigns,
advertising and communication campaigns, advertising on mainstream media
or social media, product launches or campaign activation and development
and printing of point-of-sale material are allowed to be deducted in computing
the assessable income from business whether the expenditure is on capital or
revenue nature.

- Cost of funds incurred by any financial institutions will be considered as a
deductible expenditure for such financial institutions, on any loans provided
for start-up capital of the businesses starting by young men and women after
a vocational training (which is qualified for 5-year tax holiday).

New Qualifyi

ng Payments

01.04.2021

- Contribution made by a resident individual in money or otherwise to establish
a shop for a female individual who is from a Samurdhi beneficiary family as
instructed and confirmed by the Department of Samurdhi Development.

- Expenditure incurred by any financial institution by way of cost of acquisition
or merger of any other financial institution where such cost is ascertained
by considering all the facts on a case-by-case basis and as confirmed by
the Central Bank of Sri Lanka. The total deductible expenditure shall be
apportioned in equal amounts over a period of three years and be deductible
from the assessable income up to the total qualifying payment.
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Box 1.2 | Major Fiscal Measures: January - May 2021 contd...

Effective
Date

Measures

- Expenditure incurred in the production of any film at a cost (including the
promotional expenditure of such film) not less than five million rupees or in the
construction and equipping of a new cinema at a cost not exceeding twenty-
five million rupees or in the upgrading of a cinema at a cost not exceeding
ten million rupees. The deduction will be restricted to one third of the taxable
income of the year and can be carried forward to next year.

Consideration as “specified undertakings"

01.04.2021

- The following businesses are considered as specified undertakings to apply
the 14 percent rate

- Bunkering services provided for the supply of marine fuel, including the supply
of marine fuel to local bunker suppliers within a specified port premises.

- Sale of goods manufactured in Sri Lanka by a BOI export-oriented company
which has entered into an agreement with the Board of Investment of Sri
Lanka under section 17 of the Board of Investment of Sri Lanka Law, No. 4 of
1978, to -

(a) any company which has entered into an agreement with the Board of
Investment of Sri Lanka under section 17 of the Board of Investment of Sri
Lanka Law, No. 4 of 1978, including any company enjoying tax holidays
under the Strategic Development Projects Act, No. 14 of 2008, and which
is permitted to import project related goods or raw materials on duty
free basis under the provisions of such agreement, during the project
implementation period; or

(b) any person eligible to import specific goods on duty free basis under any
Government Authority,

but, up to the quantity approved by the Board of Investment as import
replacement within the 3 years period commencing on April 1, 2021.

Changes in Tax Incentives and Temporary Concessions

01.04.2021

- Additional deduction of 100% of the expenditure is provided with an upper
cap of Rs. 500 million for a three-year period commencing on April 1, 2021.
However, expenditure should be attributable to a good or service with
minimum of 65% of local value addition during the three years from 2021/2022
to 2023/2024.

- The validity period to claim enhanced capital allowances in relation to new
investments up to USD 3 million under the Sixth Schedule of the Inland
Revenue Act has been extended for another 3 years.

- Additional 100 percent deduction is granted on research and development
expenditure for the years of assessment from 2021/2022 to 2022/2023.

Tax relief for

resident Individuals

01.04.2021

- Relief to the individuals who invest in solar panels up to the maximum
deduction of Rs. 600,000 for a year. Investment can be made by financing
through a bank loan and in such cases, the loan repayment will be considered

for relief purposes.
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Box 1.2 | Major Fiscal Measures: January - May 2021 contd...

St Measures
Date
Changes to tax administrative provisions
01.04.2021 |- Allowing to file a single capital gains tax return (covering all capital gains

transactions of the month) and making the payments within thirty days after
the end of the relevant calendar month in which the realization occurred.

- If a person files a return of income, it will be considered as his self-assessment
for the relevant year of assessment and capital gain tax returns filed by the
same person for the same year shall not result in self-assessments.

- Making it mandatory to use the Tax Identification Number (TIN) in all tax related
source documents or underlying documents of the taxpayer.

- Making e-filing mandatory for all limited liability companies irrespective of
whether resident or non-resident, including public corporations to file their tax
returns (including annual statements) only electronically using the computer
system or mobile devices.

Value Added Tax (VAT) ~Amendments to Value Added Tax Act, No. 14 of 2002

Value Added Tax (Amendment) Act, No. 9 of 2021

01.01.2021 |- To reduce piece based VAT rate applicable on domestic sale of certain
garments by the export oriented Board of Investment (BOI) companies from
Rs.100/- to Rs. 25/-

Excise (Special Provisions) Duty - Excise (Special Provisions) Act, No. 13 of 1989

05.04.2021 |Gazette Notification No. 2222/2 of 05.04.2021

- To exempt the applicable duty to purchase 2,000 three -wheelers to the Sri
Lanka Police.

06.04.2021 |Gazette Notification No. 2222/3 of 05.04.2021

- To introduce new duty structure on locally assembled/ manufactured motor
vehicles and motor bicycles in line with the implementation of standard
operating procedures (SOP) for Automobile manufacturing /assembling
industry & Automobile component manufacturing industry.

23.04.2021 |Gazette Notification No. 2224/24 of 22.04.2021

- To revise the duty rates on mobile workshop vehicles.

Excise (Ordinance) Duty - Excise Ordinance (Chapter 52)

01.01.2021 Excise Notification No. 01/2021 (Gazette Notification No. 2208/34 of 01.01.2021)

- To extend the date of implementing the Foolproof Sticker and Sticker
Management System for licensed manufactures.

01.01.2021 |Excise Notification No. 02/2021 (Gazette Notification No. 2208/35 of 01.01.2021)

- To exempt the annual license fee for FL/7, FL/8, FL/11, FL/12 and FL/22B for
the year 2021.

08.01.2021 |Excise Notification No. 03/2021 (Gazette Notification No. 2209/42 of 07.01.2021)

- To impose a duty of Rs. 25/ per litre of bottled toddy manufactured in and
issued from any licensed manufactory established in Sri Lanka.

(Excise Notification No. 993 (Gazette Extraordinary No.1998/6 of 20.12.2016
rescinded.)
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Box 1.2 | Major Fiscal Measures: January - May 2021 contd...

Effective
Date

Measures

07.01.2021

Excise Notification No. 04/2021 (Gazette Notification No. 2209/44 of 07.01.2021)

- To amend the Excise Notification No. 03/2018 to revise the opening and
closing hours of Toddy Taverns

Excise Notification No. 11/2018 (Gazette Extraordinary No.2075/24 of
13.06.2020 rescinded.

07.01.2021

Excise Notification No. 05/2021 (Gazette Notification No. 2209/43 of 07.01.2021)

- To revise the limit of sale by retail and quantity transported to 3 litres for
Toddy.

[Excise Notification No. 745 of 14.08.1985 rescinded.]

11.01.2021

Excise Notification No. 06/2021 (Gazette Notification No. 2210/2 of 11.01.2021)

- To exempt payment of Authorization Fee only for year of 2021 to (i) 3 star and
4 star class hotels and (ii) 5 star hotels and above star class/ boutique hotels:
boutique villas / heritage hotels.

25.02.2021

Excise Notification No. 07/2021 (Gazette Notification No. 2216/16 of 25.02.2021)

- To specify regulations pertaining to the security features and Security
Management System.

Ports and Air

ports Development Levy (PAL) - Ports and Airports Development Levy Act, No.

18 of 2011
05.01.2021 |Gazette Notification No. 2209/17 of 05.01.2021
- To change the recommending authority for granting PAL exemptions to
pharmaceutical machinery and raw materials used in the production of
face masks from Secretary, Ministry of Health to Secretary, State Ministry of
Production, Supply and Regulation of Pharmaceuticals.
23.02.2021 |Gazette Notification No. 2216/3 of 22.02.2021
- To grant a concessionary rate of 2.5 percent on the importation of milk powder.
09.03.2021 |Gazette Notification No. 2218/51 of 09.03.2021
- To allow any enterprise which carries out a capital investment of not less
than USD 50 million in a stage wise during the project implementation or
construction period and prior to the commencement of commercial operations
to be exempted from PAL.
20.03.2021 |Gazette Notification No. 2219/68 of 19.03.2021
-To create an exemption provision for PALto allow Ceylon Petroleum Corporation
to import furnace oil specifically for the production of bitumen.
20.04.2021 |Gazette Notification No. 2224/8 of 19.04.2021

- To grant concessionary rate of 7.5 percent or Rs. 2,000 per Metric Ton (MT)
whichever is the lowest until International liquefied Petroleum Gas Prices

reach USD 325 per MT on the importation of Liquefied Petroleum Gas.
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Box 1.2 | Major Fiscal Measures: January - May 2021 contd...

Effective
Date

Measures

CESS Levy -

Sri Lanka Export Development Act, No. 40 of 1979

13.01.2021

Gazette Notification No. 2210/9 of 12.01.2021

- To exempt CESS on the export of scrap/waste by an enterprise, generated
through the process of manufacture of goods to be exported, out of raw
material imported and generated through the process of repair/maintenance
works done by that enterprise which has entered into an agreement with
the Board of Investment of Sri Lanka and registered under the Customs
Manufacture-in-Bond Scheme or under the Temporary Importation for Export
Processing (TIEP) Scheme.

18.03.2021

Gazette Notification No. 2219/36 of 17.03.2021

- To allow any goods imported by any enterprise and Strategic Development
Project, which invests USD 50 million or above in each stage on a project on
or after March 06, 2019, during the project implementation or construction
period of the said project but prior to commencement of commercial
operations to be exempted from CESS.

16.03.2021

Gazette Notification No. 2219/15 of 15.03.2021

- To revise CESS Levy on importation of tiles and sanitary ware.

Customs Import Duty (CID) - Revenue Protection Act, No. 19 of 1962

23.04.2021 |Revenue Protection Order No. 01/2021 (Gazette Notification No. 2224/25 of
17.11.2020)
-To create National HS Subdivisions for Motor Vehicles used as mobile workshops
as per direction of the Committee on Public Accounts.
18.05.2021 |Revenue Protection Order No. 02/2021 (Gazette Notification No. 2228/2 of

17.05.2021)

- To create National HS Subdivisions for Face Masks to impose a nominal Special
Commodity Levy and protect revenue leakage.

Surcharge on Customs Duty -Customs Ordinance (Chapter 232)

02.02.2021

Gazette Notification No.2213/7 of 01.02.2021

- To reduce surcharge to zero rate on importation of selected fuel oils.

Customs Import Duty (CID) Waiver - Customs Ordinance (Chapter 232)

01.01.2021

- To increase CID waiver on the importation of petrol (Octane 92) to Rs. 18 per
litre from Rs. 7 per litre and petrol (Octane 95) to Rs. 16 per litre from Rs. 6
per litre

- To grant CID waiver of Rs. 15 per litre on the importation of Super diesel and
increase CID waiver on auto diesel to Rs. 20 per litre.

02.02.2021

- To increase CID waiver on the importation of petrol (Octane 92) to Rs. 29 per
litre from Rs. 18 per litre and reduce CID waiver on petrol (Octane 95) to Rs. 8
per litre from Rs. 16 per litre

- To remove CID waiver of Rs. 15 per litre on the importation of super diesel and

reduce CID waiver on auto diesel to Rs. 14 per litre from Rs. 20 per litre.
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Box 1.2 | Major Fiscal Measures: January - May 2021 contd...

Effective Measures
Date
25.03.2021 |- To increase CID waiver on the importation of petrol (Octane 92) to Rs. 45 per

litre from Rs. 29 per litre and petrol (Octane 95) to Rs. 24 per litre from Rs. 16
per litre

- To grant CID waiver of Rs. 10 per litre on the importation of Super diesel and
increase CID waiver on auto diesel to Rs. 25 per litre from Rs. 14 per litre.

Special Com

modity Levy (SCL) - Special Commodity Levy Act, No. 48 of 2007

14.01.2021 | Gazette Notification No. 2210/16 of 13.01.2021
- To extend the validity period of SCL on the importation of (Sugar, Bombay
onion and dhal for a period of six months.)
19.01.2021 Gazette Notification No. 2211/8 of 18.01.2021
- To extend the validity period of SCL on the importation of cheese coriander,
turmeric and black gram flour for a period of six months.
12.02.2021 | Gazette Notification No. 2214/58 of 11.02.2021
- To maintain the same duty rate for all varieties of dried fish and to reduce
the duty of potatoes to Rs. 15 to control vegetable prices in the market for a
period of six months.
04.03.2021 |Gazette Notification No. 2217/23 of 03.03.2021
- To extend the validity period of SCL on the importation of (Mackerel fish, black
gram, cowpea and kurakkan and millet for a period of one year.
14.04.2021 |Gazette Notification No. 2223/2 of 13.04.2021
- To extend the validity period of SCL on the importation of (Sugar, Bombay
onion and dhal for a period of six months.)
28.04.2021 |Gazette Notification No. 2225/1 of 27.04.2021
- To extend SCL on the importation of fish, Maldive fish, green gram,
mangoesteens, kiwi fruit for a period of one year.
28.04.2021 |Gazette Notification No. 2225/8 of 27.04.2021
- To impose SCL on the importation of Desiccated Coconut (other) of Rs. 300
per kg for a period of three months and granted duty waiver to BCC Lanka
Ltd .
27.04.2021 |Gazette Notification No. 2225/13 of 27.04.2021
- To increase SCL on the importation of Potatoes to Rs. 50 per kg.
18.05.2021 |Gazette Notification No. 2228/3 of 17.05.2021

- To extend the validity period of SCL on the importation of 22 items for a period
of one year.

Regulations of Department of Imports and Exports Control

05.01. 2021

Imports and Exports (Control) Regulations No. 01 of 2021 (Gazette Notification
No. 2209/18 of 05.01.2021)

- To amend the lists of goods related to tyre imports that are under import
restrictions as specified by Imports and Exports (Control) Regulations No. 04

of 2020.

21

Chapter 01



Chapter 01

MINISTRY OF FINANCE, SRI LANKA | ANNUAL REPORT 2020

Box 1.2 | Major Fiscal Measures: January - May 2021 contd...

Effective Measures
Date
11.02.2021 |Imports and Exports (Control) Regulations No. 03 of 2021 (Gazette Notification
No. 2214/56 of 11.02.2021)
- To amend the lists of goods related to ceramic products and sarees that are
under restrictions as specified by Imports and Exports (Control) Regulations
No. 04 of 2020.
07.04.2021 |Imports and Exports (Control) Regulations No. 04 of 2021 (Gazette Notification
No. 2222/31 of 06.04.2021)
- To regulate the importation of palm oil.
23.04.2021 |Imports and Exports (Control) Regulations No. 05 of 2021 (Gazette Notification
No. 2224/43 of 23.04.2021
- To Impose requirement of ICL for mobile workshops
23.04.2021 |Imports and Exports (Control) Regulations No. 06 of 2021 (Gazette Notification
No. 2224 /44 of 23.04.2021
- To temporary suspend the importation of brand new mobile workshops
07.05.2021 |Imports & Exports (Control) Regulations No 07 of 2021 (Gazette Notification No.
2226/48 of 06.05.2021
- To control Importation of Chemical fertilizers, pesticides & herbicides
Finance Act, No. 35 of 2018
Luxury Tax on Motor Vehicles
05.01.2021 |Gazette Notification No. 2209/23 of 05.01.2021
- To exempt Members of the 8th Parliament under a permit issued by the
Secretary of line Ministry of the subject of Parliament Affairs from payment of
Luxury Tax.
Finance Act, No. 11 of 2006

Levy on Tele-dramas, Films and Commercials

09.02.2021 |Gazette Notification N0.2214/25 of 09.02.2021
- To reimpose the Levy on Tele-dramas, films and commercials on the telecast
of foreign tele-dramas and films. Foreign tele-dramas and films were
exempted from the levy on 27.03.2020 as a temporary measure considering
the disruptions to local production of tele-dramas and films due to COVID-19
related restrictions.
11.05.2021 | Gazette Notification No.2227/2 of 10.05.2021

- To introduce a provision for obtaining a certificate of clearance for telecasting
foreign commercials for one month.

Finance Act,

No. 11 of 2009

International Telecommunication Operators Levy

01.01.2021

Gazette Notification No. 2208/59 of 01.01.2021

- To continue the same rates for International Telecommunication Operators
Levy with effect from 01.01.2021
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Box 1.2 | Major Fiscal Measures: January - May 2021 contd...
RUSEthE Measures
Date
Strategic Development Projects Act, No.14 of 2008
05.01.2021 | Gazette Notification No. 2209/22 of 05.01.2021
- To Setup a dedicated pharmaceutical manufacturing zone in Arabokka,
Hambantota.
05.03.2021 |Gazette Notification No. 2217/40 of 05.03.2021
- To publish relevant information of the "Ceylon Tyre Manufacturing Company
(Pvt) Ltd".
23.03.2021 |Gazette Notification No. 2220/30 of 23.03.2021
- To publish relevant information of the Colombo International Financial Centre
(CIFC) Mixed Development Project.
19.04.2021 | Gazette Notification No. 2224/2 of 19.04.2021
- To declare the infrastructure requirement and granting incentives for each
enterprise of the dedicated pharmaceutical manufacturing zone.
20.04.2021 |Gazette Notification No. 2224/9 of 20.04.2021
- To declare the infrastructure requirement and granting incentives for each
enterprise of the dedicated textile manufacturing zone.
24.05.2021 |Gazette Notification No. 2229/2 of 24.05.2021
- To extend the time granted to implement the "WELCOMHOTELS LANKA
(PRIVATE) LIMITED" Project for a further period of Eighteen (18) months from
01.01.2022
24.05.2021 |Gazette Notification No. 2229/3 of 24.05.2021
- To extend the time granted to implement the "AVIC INTERNATIONAL HOTELS
LANKA LIMITED "Project for a further period of Nineteen (19) months from the
25.03.2020.
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2.1 Overview

The unprecedented challenges swirled
rapidly to the Sri Lankan economy in 2020
with the global economic crisis triggered
by the COVID-19 pandemic which is once-
in-a-century turbulence on human life and
economic activities. The spillover effects of
the pandemic to the socioeconomic spectrum
of the society in Sri Lanka has propelled a
contraction of economy by 3.6 percent in
2020. The Government has implemented
swift fiscal and monetary policy measures to
mitigate the impact of the pandemic on the
vulnerable groups of the society, households
and entrepreneurs. As such, the economy
regained its momentum in the third and fourth
quarters of 2020 registering a growth of 1.3
percent on each benefiting from the successful
battle against the pandemic amidst the
economic contraction recorded, in particular,
in the second quarter of 2020 due to the
health measures such as 'lockdown’ and ‘social
distancing’, among others.

The impact of the pandemic and accompanying
containment measures have posed the
subdued performance in major sectors in the
economy such as Industry activities including
construction, manufacturing and mining and
quarrying, Services activities, in particular,
transportation, accommodation, food and
beverages and Agriculture activities, namely
tea, animal production and fishing. The timely
intervention to curtail the importation of
non-essential products together with the
resilience in the export sector have resulted in
a contraction of trade deficit to USD 6 billion.
The surge in remittance inflows to USD 7.1
billion, despite the reduced inflows from the
tourism sector, together with the increase
in services from Information Technology and
Business Processing Outsourcing (IT/BPO)
and improvement in the trade deficit helped
reduce the external current account deficit to
USD 1.1 billion in 2020 or 1.3 percent of GDP in
2020. However, inflows to the financial account
moderated with the limited foreign direct
investment inflows coupled with outflows
from the government securities market and
Colombo Stock Exchange (CSE). Sri Lankan
rupee depreciated by 2.6 percent against the
US dollar in 2020. Meanwhile, gross official
reverses were USD 5.7 billion at the end of
2020.
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The total labour force participation rate
plummeted to 50.6 percent in 2020 from 52.3
percent in 2019 reflecting the decline in labour
force together with the increase in inactive
population stemming from the spillover
effect of the pandemic to the labour market.
Unemployment rate increased to 5.5 percent
in 2020.

Inflation measured by the Colombo Consumer
Price Index (CCPI) (2013=100) increased to
4.6 percent in 2020 from 4.3 percent in 2019
anchoring to the medium term corridor of
4-6 percent due to the fiscal and monetary
policy stance adopted by the Government to
contain the price level by containing interest
rate and maintaining the maximum price levels
of selected, essential items. Reflecting the
underlying trend in inflation in the economy,
core inflation based on the CCPI declined to 3.5
percent at the end of 2020, compared to 4.8
percent at the end of 2019. An accommodative
monetary policy stance implemented with the
reduction of the Statutory Reserve Ratio (SRR)
to 300 basis points while lowering the policy
interest rate of Standing Deposit Facility Rate
(SDFR) and Standing Lending Facility Rate
(SLFR) by 250 basis points to 4.50 percent and
5.50 percent, respectively.

Figure 2.1 | Quarterly GDP growth rates
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Investment expenditure contracted in 2020
while recording a marginal increase in
consumption expenditure. National savings
reduced during the year. Credit to the private
sector, which was severely affected due to the
pandemic, increased in the latter part of the
year. Amidst all challenges, the economy is
poised to take off in 2021 with an anticipated
growth of 5.0 percent.
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Figure 2.2 | Per capita GDP (USD)
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Table 2.1 | Sectoral GDP growth rates in 2020 (%)

Sector Qi Q2 Q3 Q4 Annval
GDP 23 -16.2 6.7 5.2 -0.3
(Nominal)

Agriculture 9.3 4.9 17.2 10.7 10.6

Industry -7.3 -20.7 5.0 4.0 -4.5

Services 9.8 23 4.7 7.4 2.4
GDP (Real) -1.8 -16.4 1.3 1.3 -3.6

Agriculture -6.5 -8.2 3.1 1.3 -2.4

Industry -7.9 S25N] 0.6 1.3 -6.9

Services 2.9 -12.9 2.1 1.9 SIS

Source: Department of Census and Statistics
2.2 Sri Lankan economy

In 2020, the Sri Lankan economy recorded
a contraction of 3.6 percent due to multiple
reasons, in particular, the ramification effect
of the COVID-19 on the socioeconomic
activities which was heightened by the
restriction imposed on mobility, the impact of
the highest-ever recorded global economic
collapse which has gusted profound impact
to the external sector and the effect to the
tourism sector due to the closure of borders,
among others. As such, major sectors of the
economy including Agriculture, Industry
and Services contracted in 2020. Despite
the notable growth demonstrated in the
rice, spices, fruits and vegetables sector, the
Agriculture sector contracted by 2.4 percent in
2020, compared to 1.0 percent growth in 2019
reflecting the decline in marine fishing, tea,
coconut, animal production and forestry and
logging sectors. Demonstrating the severe
impact on construction activities, mining and
quarrying and all manufacturing activities
with the exception for the food, beverages
and tobacco sector and chemical products
subsector, the Industry sector contracted by

6.9 percent in 2020, compared to 2.6 percent
growth reported in 2019. The Services sector
slightly contracted by 1.5 percent in 2020,
compared to 2.2 percent growth in 2019 due to
the hard-hit subsectors such as transportation,
accommodation, food and beverages, real
estate and professional service activities.
However, IT and communication subsectors,
wholesale and retail trade, financial services,
insurance and public administration grew
notably, in value added terms, reflecting the
positive impact of the COVID-19 on certain
activities.

Investment expenditure declined by 6.2 percent
in 2020 mainly due to the reduction of gross
capitalformulationintransportand construction
despite the increased investment expenditure
on IT sector. In contrast, consumption
expenditure comprising of private and
government expenditure increased moderately
by 2.1 percent in 2020 from 7.4 percent in
2019 reflecting the increased government
expenditure over private expenditure. Net
external demand contracted by 3.5 percent in
2020 from the growth of 13.4 percent in 2019,
in nominal terms, overweighing the benefits of
the restriction imposed on the imports of non-
essential items and encouragement of local
production over the subdued performance
in the export sector. The national savings to
GDP ratio declined to 23.9 percent in 2020.
However, the national savings-investment gap
narrowed to 1.4 percent of GDP in 2020.

The GDP at current market prices was Rs. 14,973
billion in 2020, compared to Rs. 15,013 billion
in 2019. Accordingly, GDP per capita declined
to Rs. 664,620 or USD 3,682 in 2020 from Rs.
668,748 or USD 3,852 in 2079.
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Table 2.2 | Gross Domestic Product (GDP) at constant (2010) market prices, 2015 to 2020

Economic Activity 2015
Agriculture, Forestry and Fishing 669,725
1 Growing of Cereals (except rice) 14,984
2 Growing of Rice 76,293
3  Growing of Vegetables 56,730
4 Growing of Sugar cane, Tobacco and 1,882
other non-perennial crops
5 Growing of Fruits 48,038
6 Growing of Oleaginous Fruits 67,514
(Coconut, King Coconut, Oil palm)
Growing of Tea (Green Leaves) 72,051
Growing of other beverage crops 1,259
(Coffee, Cocoa, etc)
9 Growing of spices, aromatic, drug and 60,797
pharmaceutical crops
10 Growing of Rubber 25,783
11 Growing of other perennial crops 16,839
12  Animal Production 51,857
13 Plant propagation and agricultural 10,421
supporting activities
14 Forestry & Logging 48,362
15 Marine Fishing and Marine Aquaculture 104,413
16  Fresh water fishing Fresh water Aquaculture 12,503
Industries 2,267,725
17 Mining and quarrying 191,145
18 Manufacture of food, beverages and 528,821
Tobacco products
19 Manufacture of textiles, wearing 282,719
apparel and leather related products
20 Manufacture of wood and of products 27,320
of wood and cork, except furniture
21 Manufacture of paper products, printing 27,728
and reproduction of media products
22 Manufacture of coke and refined 29,075
petroleum products
23 Manufacture of chemical products and 83,179
basic pharmaceutical products
24 Manufacture of rubber and plastic products 76,144
25 Manufacture of other non - metallic 75,191
mineral products
26 Manufacture of basic metals and 28,953
fabricated metal products
27 Manufacture of machinery and 38,848
equipments i.e.
28 Manufacture of furniture 94,489
29 Other manufacturing and repair 68,509
and installation of machinery and
equipment
30 Electricity, gas, steam and air 85,202
conditioning supply
31 Water collection, treatment and supply 12,023
32 Sewerage, Waste, treatment, and 21,681
disposal activities
33 Construction 596,697
Services 4,894,717
34 Wholesale and Retail Trade 933,216
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2016

644,655
13,158
52,388
58,349
2,347

46,512
66,971

63,972
1,354

62,931

23,028
16,484
55,631
10,210

52,485
105,100
13,735
2,396,833
217,577
529,786

289,001

32,855

30,283

31,245

90,095

77,055
69,660

38,577

46,610

96,303

70,923

92,356

12,972
25,539

645,994
5,127,616
957,088

2017

642,159
11,503
48,648
55,240
2,044

49,961
53,773

66,879
1,268

63,200

24,165
16,717
58,729
9,238

62,545
103,043
15,208
2,509,421
237,827
534,924

304,090

32,909

31,885

29,743

GBES52.

86,202
77,821

43,862

50,967

97,920

76,943

94,803

13,562
28,316

674,097
5,313,435
993,667

2018 @

679,702
11,829
70,380
55,230
1,820

55,654
57,577

67,170
1,592

66,914

25,158
16,303
63,418

9,258

58,920
102,175
16,304
2,541,186
225,505
559,356

324,565

34,233

32,884

27,312

97,851

85,933
81,764

48,491

51,697

92,997

76,589

100,382

14,351
30,207

657,070
5,555,325
1,040,360

2019 @

686,412
10,582
74,169
53,248
2,000

60,399
67,742

66,329
1,181

66,223

22,779
16,380
64,764

8,404

58,846
96,589
16,797
2,608,211
231,893
574,888

326,803

31178

30,803

33,694

100,51

83,009
85,341

46,328

52,578

100,797

75,040

104,437

15,139
32,403

683,371
5,678,485
1,071,847

Rs. Million

2020®

669,802
14,957
78,417

58,606
2,339

64,156
60,804

61,621
1,437

68,437

23,831
16,681
61,566

8,363

54,066
75,593
18,930
2,427,844
202,873
599,902

287,844

28,725

30,094

30,026

101,312

68,334
81,844

45,017

51,285

87,299

69,623

102,758

15,866
32,078

592,963
5,595,469
1,086,937

2019/2018
Change
(%)

1.0
-10.5
S.4
-3.6
9.9

8.5
17.7

oS
-25.8

-1.0

S
@5
2.1
<2

-0.1
D
3.0
2.6
2.8
2.8

0.7

5350

23.4
2.7

-3.4
4.4

1.7
8.4
-2.0
4.0

55
7.3

4.0
2.2
3.0

2020/2019
Change (%)
-2.4

41.3

5.7

10.1

17.0

6.2
-10.2

-7.1
21.6

35

4.6
1.8
-4.9
-0.5

-8.1
-21.7
12.7
-6.9
=125
L4

=(19

-10.9
0.8

-17.7
-4.1
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S22

-13.4
S22

4.8
-1.0

-13.2
-1.5
1.4
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Table 2.2 | Gross Domestic Product (GDP) at constant (2010) market prices, 2015 to 2020 contd...

Rs. Million
2019/2018
Economic Activity 2015 2016 2017 2018@ 2019@ 2020® Change 2020/2019
Change (%)
(%)
35 Transportation of goods and 931,529 982,703 1,013,857 1,034,755 1,048,825 978,455 1.4 -6.7
passengers including warehousing
36 Postal and courier activities 4,052 4,260 4,425 4,485 4,752 4,975 5.9 4.7
37 Accommodation, Food and beverage 134,017 139,443 146,432 154,794 147,671 89,452 -4.6 -39.4
service activities
38 Programming and broadcasting 2,624 2,831 2,804 2,519 2,639 2,702 4.8 2.4
activities and audio video productions
39 Telecommunication 34146 36,984 41,503 45,830 53,695 61,990 17.2 15.4
40 IT programming consultancy and 12,148 13,015 13,564 15,072 17,044 18,752 13.1 10.0
related activities
41 Financial Service Activities Auxiliary 493,785 554,564 606,512 687,918 701,891 778,258 2.0 10.9
financial service
42 Insurance, reinsurance and pension funding 82,013 92172 95925 112,515 17,446 118,134 4.4 0.6
43 Real estate activities, including 489,352 520,085 544,733 566,078 579,601 572,799 2.4 -1.2
ownership of dwelling
44 Professional services 154,266 152,229 158,755 165,550 169,523 164,949 2.4 -2.7
45 Public Administration and defence, 430,105 452,586 430,672 428,022 437,065 443,960 2.1 1.6
compulsory social security
46 Education 159,875 171,830 172,701 179,524 185116 186,712 3.1 0.9
47 Human Health Activities, Residential 160,056 162,405 174,155 179,356 182,777 190,706 1.9 4.3
care and social work activities
48 Other personal service activities 873,534 885,421 913,729 938,547 958,592 896,688 2.1 -6.5
Gross Value Added (GVA), at basic prices 7,832,167 8,169,103 8,465,015 8,776,212 8,973,108 8,693,114 2.2 -3.1
(+) Taxes less Subsidies on Products 815,667 866,727 894,132 889,166 910,242 837,492 2.4 -8.0
Gross Domestic Products (GDP), at 8,647,833 9,035,830 9,359,147 9,665,379 9,883,350 9,530,606 2.3 -3.6
Constant Market Price
Source: Department of Census and Statistics
@ Revised
®) provisional
Table 2.3 | Sectoral distribution of GDP growth (%) - constant (2010) prices, 2015 to 2020
Economic Activity 2015 2016 2017 2018@ 2019® 2020
Agriculture, Forestry and Fishing 4.7 -3.7 -0.4 5.8 1.0 -2.4
1 Growing of Cereals (except rice) 7.3 -12.2 -12.6 2.8 -10.5 41.3
2 Growing of Rice 25.0 -31.3 7.1 447 5.4 5.7
3 Growing of Vegetables 2.7 2.9 53 0.0 -3.6 10.1
4  Growing of Sugar Cane, Tobacco and Other non-perennial Crops -17.7 24.7  -12.9  -10.9 9.9 17.0
5 Growing of Fruits 17.5 &% 7.4 n.4 8.5 6.2
6 Growing of Oleaginous Fruits (Coconut, King Coconut, Oil Palm) 5.2 -0.8 -19.7 7.1 177  -10.2
7 Growing of Tea (Green Leaves) -2.5 -11.2 4.5 0.4 -1.3 -7.1
8 Growing of Other Beverage Crops (Coffee, Cocoa, etc) -18.1 7.5 -6.4 25.6 -25.8 21.6
9 Growing of Spices, Aromatic, Drug and Pharmaceutical Crops 5.7 S5 0.4 5.9 -1.0 3.3
10 Growing of Rubber -10.1 -10.7 4.9 4.1 -9.5 4L.6
11 Growing of Other Perennial Crops 9.3 -2.1 1.4 -2.5 0.5 1.8
12 Animal Production 8.1 7.3 5.6 8.0 2.1 -4.9
13 Plant Propagation and Agricultural Supporting Activities 6.7 -2.0 -9.5 0.2 -9.2 -0.5
14 Forestry and Logging 1.9 8.5 19.2 -5.8 -0.1 -8.1
15 Marine Fishing and Marine Aquaculture -1.3 0.7 -2.0 -0.8 -5.5  -21.7
16 Fresh Water Fishing and Fresh Water Aquaculture -11.2 9.9 10.7 7.2 3.0 12.7
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Table 2.3 | Sectoral distribution of GDP growth (%) - constant (2010) prices, 2015 to 2020 contd...

Economic Activity 2015 2016 2017 2018@ 2019@ 2020®

Industries 2.2 5.7 4.7 13 2.6 -6.9
17 Mining and Quarrying 52 13.8 9.3 52 2.8 -12.5
18 Manufacture of Food, Beverages and Tobacco Products 2.9 0.2 1.0 4.6 2.8 L.y
19 Manufacture of Textiles, Wearing Apparel and Leather related Products 2.1 2.2 5.2 6.7 0.7 -11.9
20 Manufacture of Wood and Products of Wood and Cork, except Furniture 18.1 20.3 0.2 4.0 -8.9 -7.9
21 Manufacture of Paper Products, Printing and Reproduction of Media Products .1 9.2 5.3 3.1 -6.3 -2.3
22 Manufacture of Coke and Refined Petroleum Products 1.2 7.5 -4.8 -8.2 23.4  -10.9
23 Manufacture of Chemical Products and Basic Pharmaceutical Products 1.1 8.3 3.8 4.6 2.7 0.8
24 Manufacture of Rubber and Plastic Products 5.9 1.2 1.9 -0.3 3.4 177
25 Manufacture of Other Non-metallic Mineral Products b4 7.4 1.7 Sl L.t -4
26 Manufacture of Basic Metals and Fabricated Metal Products 16.4 33.2 13.7 10.6 -4.5 -2.8
27 Manufacture of Machinery and Equipment 21.2 20.0 9.3 1.4 1.7 -2.5
28 Manufacture of Furniture 14.2 1.9 1.7 -5.0 8.4 -13.4
29 Other Manufacturing and Repair and Installation of Machinery and Equipment 22.4 315 8.5 -0.5 -2.0 -7.2
30 Electricity, Gas, Steam and Air Conditioning Supply 6.1 8.4 2.6 5.9 4.0 -1.6
31 Water Collection, Treatment and Supply 4.5 7.9 4.6 5.8 585 4.8
32 Sewerage, Waste, Treatment and Disposal Activities 24.9 17.8 10.9 6.7 7.3 -1.0
33 Construction -2.5 8.3 L.4 -2.5 4.0 -13.2
Services 6.0 4.8 3.6 4.6 2.2 -1.5
34 Wholesale and Retail Trade 5.6 2.6 3.8 4.7 3.0 1.4
35 Transport of Goods and Passenger including Warehousing 52 585 3.2 2.1 1.4 -6.7
36 Postal Courier Activities -0.1 5.1 3.9 1.4 5.9 4L.7
37 Accommodation, Food and Beverage Service Activities 1.9 4.0 5.0 5.7 4.6 -39.4
38 Programming and Broadcasting Activities and Audio Video Productions 4.4 7.9 -0.9  -10.2 4.8 2.4
39 Telecommunication 10.2 8.3 12.2 10.4 17.2 15.4
40 IT Programming Consultancy and Related Activities 14.8 7.1 4.2 1.1 131 10.0
41 Financial Service Activities and Auxiliary Financial Services 17.5 12.3 9.4 13.4 2.0 10.9
42 Insurance, Reinsurance and Pension Funding 9.4 12.4 4.1 17.3 L. 0.6
43 Real Estate Activities, Including Ownership of Dwelling 10.2 6.3 4.7 3.9 2.4 -1.2
44y Professional Services -7.3 -1.3 4.3 4.3 2.4 2.7
45 Public Administration and Defence; Compulsory Social Security 6.9 5.2 -4.8 -0.6 2.1 1.6
46 Education -8.0 7.5 05 4.0 3.1 0.9
47 Human Health Activities, Residential Care and Social Work Activities 8.2 1.5 7.2 3.0 1.9 4.3
48 Other Personal Service Activities 4.0 1.4 3.2 2.7 2.1 -6.5
Gross Value Added (GVA), at Basic Prices 4.8 4.3 3.6 37 2.2 -3.1

(+) Taxes less Subsidies on Products 8.3 4.3 3.0 0.7 2.4 -8.0
Gross Domestic Products (GDP), at Constant Market Price 5.0 4.5 3.6 3.3 2.3 -3.6

Source : Department of Census and Statistics
@ Revised

® Provisional

AGRICULTURE SECTOR

The production of rice, spices, aromatic,
drug and pharmaceutical crops increased in
2020 with the Government's drive towards
increasing local agricultural production despite
the significant COVID-19 led disturbances
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that occurred in other subsectors such as tea
and coconut production, marine fishing and
animal production which has resulted in the
contraction of agriculture sector to 2.4 percent
in 2020, in value added terms, compared to
1.0 percent growth in 2019. Tea production
plummeted due to the adverse impact of
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the first wave of COVID-19 together with
unfavourable weather conditions prevailed in
tea growing areas while marine fishing was
disturbed by the first and second waves of
the pandemic. The Government committed to
respond to the pandemic, boosting agricultural
production while assuring continued
uninterrupted supply chains throughout the
country. The Government embarked on a
home garden campaign, "Saubhagya" with
the distribution of packets of seeds free of
charge which has encouraged entrepreneurs
to commence innovative agricultural practices
and agro-industrial activities diversifying their
production and processes.

Figure 2.3 | Agriculture sector composition - 2020

Rice and
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4% Spi Fruits
pices Tea 9%
10% 9%

Source: Department of Census and Statistics

Paddy

In 2020, the total paddy production recorded
the highest-ever production benefiting from
the Government's policy towards attaining self-
sufficiency in food crops and the favourable
weather condition in paddy growing areas. The
paddy production increased by 11.5 percent
to 5.12 million metric tons in 2020, compared
to 4.6 million metric tons in 2019. Extended
cultivation mainly contributed to the increased
production during 2020. Paddy production in
2019/20 Maha season increased by 4 percent
to 3.2 million metric tons, compared to 3.07
million metric tons in 2018/19 Maha season.
Paddy production in the 2020 Yala season
increased by 26.6 percent to 1.92 million
metric tons, compared to 1.52 million metric
tons in 2019. The bumper harvest was largely
attributable to the increase in net extent
harvested by 11.3 percent to 1,066,000 ha in

2020 from 958,000 ha in 2019, the increase in
productivity to 4,802 kg/ha in 2020 from 4,795
kg/ha in 2019 combined with the provision of
fertilizer free of charge and guaranteed paddy
purchasing price.

The Government continued the fertilizer
subsidy programme in 2020 while encouraging
farmers to engage in organic farming and to use
organic fertilizer instead of chemical fertilizer in
order to reduce the over usage of chemicals
due to health and environmental concerns.
Meanwhile, about 61,925 metric tons of paddy
with a cost of Rs 3,109 million purchased under
the Government paddy purchasing programme
in 2020. The highest-ever guaranteed price
of Rs. 50.0 per kg (Standard moisture level of
14%) for Keeri Samba, Samba and Nadu has
been assured to farmers to uplift their living
standards.

The efforts have been made to stabilize the
prices of all varieties of rice in 2020. The Paddy
Marketing Board (PMB) released 40,000 metric
tons of paddy to the market in January 2020
to be sold rice through Sathosa outlets. The
maximum retail price of Rs. 94 per kg and
Rs. 92 per kg for Samba and Nadu varieties,
respectively was fixed to relieve consumers
while mitigating market distortions. Rice
imports declined by 34.8 percent to 15,770
metric tons in 2020.

Tea

The tea production dropped by 7.1 percent to
278.9 million kg in 2020, compared to 300.1
million kg in 2019 reflecting the drought weather
conditions that prevailed in tea growing areas
combined with the mobility restrictions. In
value added terms, tea subsector contracted
by 7.1 percent in 2020, compared to a negative
growth of 1.3 percent in 2019. The production
of high, medium and low grown tea declined
in 2020, in particular, low grown tea which
accounts to a share of around 60 percent of
the total production recorded a significant
contraction of 10.5 percent in 2020. As a result,
tea prices at Colombo Tea Auction (CTA)
increased, on average, by 15.9 percent to Rs.
633.85 per kg in 2020 from Rs. 546.67 per kg in
2019. In the same vein, the average FOB export
prices increased to USD 4.7 per kg in 2020 from
USD 4.6 per kg in 2019. Reflecting the drop

31

Chapter 02



Chapter 02

in tea production together with the supply
shortage in the world market, tea exports
declined by 9.3 percent to 265.6 million kg in
2020 from 292.7 million kg in 2019.

Rubber

Rubber production increased notably by 4.6
percent to 78.2 million kg in 2020 from 74.8
million kg in 2019 benefiting from the increase in
demand for natural rubber in the world market
coupled with favourable weather condition
prevailed particularly, in the second half of
2020 amidst the reduction in tapping days
due to the mobility restrictions. In value added
terms, the rubber subsector expanded by 4.6
percent in 2020, compared to the contraction
of 9.5 percent in 2019. The production of sheet
rubber and unspecified categories of rubber
increased by 4.6 percent to 39.1 million kg
and 14 percent to 26.1 million kg, respectively
whereas crepe rubber production declined by
10.2 percent to 13 million kg. Domestic raw
rubber consumption by the industrial sector
declined by 0.8 percent to 112.1 million kg as
reflected in the contraction of rubber related
manufacturing activities. Earnings from rubber
exports increased to USD 30.1 million in 2020
due to the increase in FOB prices and export
volumes by 21.3 percent to 15.8 million kg. The
average price of Rubber Smoked Sheet 1 (RSS1)
and Latex Crepe Reached at increased by 21.8
percent to Rs. 351.46 per kg and 18.8 percent
to Rs. 359.04 per kg, respectively at Colombo
Rubber Auction (CRA).

Coconut

The coconut production declined to 2,792
million nuts in 2020 from 3,086 million nuts in
2019. This was due to the inclement weather
conditions that prevailed in coconut growing
areas. As such, related industries such as
coconut oil, desiccated coconut, copra and
coconut milk powder have been adversely
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affected. Desiccated coconut and coconut oil
production declined by 42.7 percent to 25,255
metric tons and 55.7 percent to 19,759 metric
tons, respectively in 2020. Copra production
dropped to 6 million nuts in 2020 from 22
million nuts in 2019. However, Virgin coconut
oil production notably increased in line
with the augmented in demand from export
destinations. Imports of coconut oil increased
significantly to 79,060 metric tons in 2020
from 4,628 metric tons in 2019. Reflecting the
decline in coconut production, the average
retail price of a nut increased to Rs. 73.82 in
2020 from Rs 50.63 in 2019; auction price of a
nut, on average, increased to Rs. 48.89 in 2020
from Rs. 27.55 in 2019: the price of a bottle of
coconut oil (750 ml) and desiccated coconut
(1 kg) increased by 31.9 percent to Rs. 343.18
and 78.3 percent to Rs. 447.56, respectively in
2020. The coconut exports fell by 25.3 percent
to 574 million nuts in 2020, compared to 768
million nuts in 2019.

Minor export crops

Production of minor export agricultural crops
increased by 23.6 percent in 2020 with the
increase in the production of spices such
as turmeric, cinnamon, cardamom, ginger,
pepper, cocoa, and areca-nut. To encourage
and protect small export crop growers and
industries, the government suspended imports
of pepper, areca-nut, cinnamon, nutmeg,
ginger, cardamom, turmeric, and cloves with
effect from December 2020. Raw turmeric
production increased remarkably to 25,506
metric tons in 2020, from 9,415 metric tons
in 2019 while Cardamom production also
increased significantly by 24.6 percent to 86
metric tons in 2020, compared to 69 metric
tons in 2019. A slight increase of 2.5 percent
to 20,866 metric tons in Cinnamon production
was recorded in 2020, compared to 20,352
metric tons in 2019.

Table 2.4 | Minor export agricultural crops : Production and exports (t)

Production Export*
Crop 2017 2018 2019 2020@ 2017 2018 2019 2020@
Cinnamon 22,341 20,398 20,352 20,866 16,617 17537 17,480 19,090
Pepper 29,546 22,551 227156 23,970 13,309 13,535 8,335 9,542
Cocoa 471 413 548 612 2,584 296 520 255
Cardamom 13 86 69 86 839 108 13 1
Clove 6,413 3,360 4,786 3512 7806 3,279 5126 2,597
Nutmeg & Mace 3,545 4,180 5,119 2751 2,043 1,938 3,417 2,451

Sources : Central Bank of Sri Lanka and Sri Lanka Customs
@ Provisional
* Including Re-export
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Other crops

Cereal production (excluding rice) increased
by 41.3 percent, while the production of
some major crops such as Kurakkan, Maize,
Green gram, Cowpea, Soya beans, Black gram,
Gingerly, and Groundnuts increased in 2020
as a result of import curtailment measures to
encourage domestic production. Big onion
production grew dramatically, recording 43,000
metric tons in 2020 from 18,600 metric tons in
2019. Potato production fell by 35.9 percent to
65,085 metric tons in 2020 from 101,600 metric
tons in 2019. Growing vegetables and fruits
contributed 19.9 percent to the Agriculture
sector. Despite many setbacks, vegetable
production increased to 1.7 million metric tons
in 2020 while vegetable exports rose by 38.6
percent to 33,206 metric tons in 2020 with an
earning of USD 36.6 million. Fruit production
rose by 3.1 percent in 2020, compared to 2019,
while fruit exports fell to 38,725 metric tons in
2020 with an earning of USD 33.1 million.

Livestock

The animal production subsector, in value
added terms, contracted by 4.9 percent in
2020, compared to 2.1 percent growth in 2019.
However, milk production increased by 9.8
percent to 491.5 million litres in 2020 from 447.6
million litres in 2019 due to the growing demand
and attractive prices for liquid milk. Reflecting
a negative growth recorded in the poultry
sector, the egg production declined by 10.3
percent to 1,869.7 million in 2020, compared to
2,084.2 million eggs in 2019. Also, the number
of cattle, swine, poultry and goats slaughtered
in 2020 fell by 54.5 percent, 4.7 percent, 3.5
percent and 11.0 percent, respectively, due to
lower demand for meat with the cessation of
tourist arrivals during the COVID-19 Pandemic.

Marine and inland fishing

The fisheries sector demonstrated a mixed
performancein2020.The marinefish production
significantly declined by 21.3 percent to 326,930
metric tons, which accounted 76 percent of
total fish production in 2020, compared to
415,490 metric tons recorded in 2019 due to
multiple reasons. During the second wave of
the COVID-19 pandemic, Peliyagoda National
Wholesale Fish Market was closed after the

identification of a cluster of COVID patients.
Several major fishing harbours, several fish
markets and retail stalls in the country were
closed temporarily to contain the spread of
the COVID-19. Misconception which rivalled
among social media that the COVID-19 could
be transmitted via fish helped reduce demand
for fish. Reflecting these turbulences, in value
added terms, Marine Fishing and Marine
Aquaculture sub sector contracted by 21.7
percent in 2020, compared to the contraction
of 5.5 percent in 2019. However, fresh water
fishing in value added terms increased by 12.7
percent in 2020, compared to 3.0 percent
growth in 2019 benefiting from the increase in
inland fish catch and shrimp farm production.

INDUSTRY SECTOR

The Industry sector contracted by 6.9 percent,
in value added terms, in 2020 compared to
the growth of 2.6 percent in 2019 mainly due
to the contraction of construction activities,
manufacturing activities and mining and
quarrying activities followed by the adverse
impacts of COVID-19. Lack of demand in the
export market for textiles, wearing apparel and
leather related products due to the pandemic
resulted in a decline in related manufacturing
activities. Moreover, electricity, gas, steam
and air-conditioning and waste treatment
activities contracted in 2020. However,
the manufacturing activities such as food,
beverages and tobacco products and chemical
products and basic pharmaceutical products
expanded in 2020.

Figure 2.4 | Industry sector composition - 2020
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Mining and quarrying

Mining and quarrying activities contracted by
12.5 percent in 2020, in value added terms,
compared to the growth of 2.8 percent in 2019
due to the health related concerns augmented
by COVID-19. Subdued demand for sand due
to contraction in the construction sector was
attributable to this performance.

Manufacturing

Manufacturing industries contracted by 3.9
percent in 2020, compared to the growth of
1.8 percent recorded in 2019. This was mainly
due to the disruption in international trade and
commerce together with the disturbances that
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occurred in domestic activities resulting from
the restrictions imposed with the COVID-19
pandemic. All sub sectors reported negative
growth apart from the manufacture of food,
beverages and tobacco and chemical products
and pharmaceuticals.

Manufacturing of textiles and wearing apparel
sub sector contracted significantly by 11.9
percent in 2020, compared to 0.7 percent in
2019. This was mainly due to the temporary
closure of factories in March and April 2020
amidst island wide lockdowns, initial delays
in inbound raw materials especially from
China and reduced demand from usual export
destinations such as the USA and Europe which
were severely hit by COVID-19.

Table 2.5 | Performance of the selected industrial exports

Item
Food , Beverages and Tobacco
Animal Fodder
Textiles and Garments
Rubber Products
Gems, Diamonds and Jewellery
Machinery and Mechanical Appliances
Transport Equipment
Petroleum Products
Chemical Products
Wood and Paper Products
Leather Travel Goods and Footwear
Plastics and Articles thereof
Base Metals and Articles
Ceramic Products
Other Industrial Exports
Total
Source: Central Bank of Sri Lanka
@ provisional

Other manufacturing activities also contracted
in 2020, compared to 2019 including wood
and wood products (7.9 percent); paper
products (-2.3 percent); coke and refined
petroleum (-10.9 percent); rubber and plastic
(-17.7 percent); other non-metallic mineral
products (-4.1 percent); basic metals (-2.8
percent); machinery and equipment (-2.5
percent); furniture (-13.4 percent) and other
manufacturing (-7.2 percent).

Electricity, gas, steam, and air conditioning
supply subsector recorded a negative growth
of 1.6 percent in 2020, compared to 4.0 percent
growth in 2019 due to the decline in demand
from industrial customers. Electricity power
generation dropped to Gwh 15,714 in 2020
from Gwh 15,922 in 2019.
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USD Million

2014 2015 2016 2017 2018 2019 2020@
289 307 324 393 462 L4L7 L64
64 75 68 80 108 129 103
4,930 4,820 4,884 5032 5318 5596 4423
890 761 768 835 875 866 786
394 332 274 258 278 306 181
343 294 318 371 435 400 338
152 244 131 162 120 146 71
338 374 287 L34 622 521 374
134 126 126 146 167 176 173
123 112 7 139 141 129 99
139 136 166 158 148 103 54
67 62 66 75 78 73 176

62 56 90 16 165 177 m

41 35 34 34 31 30 24
296 283 288 309 311 326 295
8,262 8,017 7,940 8,542 9,258 9,426 7,672

Construction

The construction industry contracted by 13.2
percent in 2020, compared to 4.0 percent
growth in 2019 owing to the closure of
construction sites during the lockdown and
curfew periods, and delays associated with
raw material importation arising from COVID-19
induced shocks. Major construction projects in
the public sector compelled to halt temporarily
due to the operation of the budget under two
Vote on Accounts (VOAs) and two authorization
which has also adversely affected to the
performance of the construction sector. The
total cement supply and imports of building
materials declined by 11.5 percent and 31.4
percent, respectively in 2020.
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SERVICES SECTOR

Services sector contracted by 1.5 percent in
2020 led by contractions recorded in contact-
intensive  and non-teleworkable sectors
including accommodation, food and beverage
services (by 39.4 percent), transport (by 6.7
percent) and other personal services (by 6.5
percent) owing to international and local
mobility restrictions and the drop in tourist
arrivals. In contrast, services that could be
delivered virtually grew in 2020 including
telecommunication (by 15.4 percent), financial
services (by 10.9 percent) and IT consultancy
and related services (by 10.0 percent). In
addition, postal courier services, health, public
administration, wholesale and retail trade, and
education sectors recorded growth in 2020.

Wholesale and retail trade

Wholesale and retail services grew by 1.4
percent in 2020, comprised to 3.0 percent
growth recorded in 2019, despite the reduced
demand and disruptions to distribution and
supply owing to restrictions on mobility as
well as rationalization of non-essential imports.
This was due to Government's mechanism
to continuously deliver goods and essential
services to curfew-imposed areas. Due to the
moderate growth in wholesale and retail trade,
the share of GDP increased to 11.4 percent in
2020 from 10.8 percent in 2019 and share of
services sector increased to 19.4 percent from
18.9 percent in 2019, respectively.

Transportation of goods and passengers

The transport sub-sector contracted by 6.7
percent in 2020, compared to growth of
1.4 percent in 2019. This was the first-ever
contraction in the sector recorded during the
last decade, led by the decline in air transport
(35 percent), water transport (19 percent) and
land transport (6 percent) owing to international
and local mobility restrictions and the drop in
tourist arrivals. Considering the air transport,
passenger kilometres flown by Sri Lankan Air
Lines significantly fell by 76.5 percent to 3,641
million km in 2020 due to international travel
restrictions. Passenger kilometres operated
by Sri Lanka Transport Board and Sri Lanka
Railways also declined by 32.2 percent to 9,725
million km and 46.6 percent to 3,906 million

km, respectively in 2020. Further, total cargo
handled declined by 3.8 percent to 102.9
million metric tons and total container traffic
declined by 5.2 percent to 6.8 million Twenty
Foot Equivalent Units (TEUs). In addition,
import curtailment of vehicles also impacted
the contraction in the transport sector. The
contribution made by transport sector to the
GDP declined to 10.3 percent in 2020 from 10.6
percent in 2019 and the share of the transport
sector out of services declined to 17.5 percent
in 2020 from 18.5 percent in 2019.

Accommodation, food and beverage
service activities

Accommodation, food and beverage service
activities sub-sector contracted significantly
by 39.4 percent in 2020, compared to the 4.6
percent contractionin 2019. This was exclusively
due to the worldwide travel restrictions
imposed by many countries as a response to
the COVID-19 pandemic together with the
domestic travel restrictions. Tourist arrivals
declined by 73.5 percent to 507,704 persons in
2020, compared to arrivals of 1,913,702 persons
in 2019, resulting in the substantial drop in
earnings from tourism to USD 682 million in
2020 from USD 3,607 million in 2019. This was
reflected in the decline in room occupancy at
graded hotels registered in Sri Lanka Tourism
Development Authority (SLTDA) fell to 15.0
percent in 2020, compared to 57.1 percent in
2019.

Financial, insurance and real estate
activities

Financial and auxiliary services grew
significantly by 10.9 percent in 2020,
compared to the marginal growth of 2 percent
in 2019. Activities of Licensed Commercial
Banks, Licensed Specialized Banks, and other
registered financial companies recorded 10.9
percent growth during 2020 as a result of the
increase in value of gross loans and advances
by 11.9 percent and advances and deposits of
financial institutions by 21.6 percent. Insurance,
re-insurance and pension activities increased
marginally by 0.6 percent in 2020, compared
to 4.4 percent growth in 2019. Meanwhile, real
estate activities contracted by 1.2 percent in
2020, compared to the 2.4 percent growth
reported in 2019.
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Table 2.6 | Selected indicators of services sector
Indicator

Port Services

Vessels Arrived "®

Total Cargo Handled (t '‘000)

Total Container Traffic (TEU '000) ©

Transshipment Container ** (TEU '000)
Telecommunication Sector

Fixed Telephone Lines*** (No '000)

Cellular Phones (No '000)

Wireless Phone (No '000)

Internet and E mail Subscribers ('000) @
Health Sector

Private Hospitals

Public Hospitals

No of Beds (Government)

No of Doctors (Government)

No of Nurses (Government)
Financial Sector

Bank Branches and Other Outlets

Credit Cards in Use

Registered Finance Companies

Registered Leasing Companies
Tourism Sector

Tourist Arrivals

Tourist Earnings (US$ Mn)

Annual Room Occupancy Rate
Transport Services (New Registrations)

Buses

Cars

Dual Purpose Vehicles

Goods Transport Vehicles - Lorries

Motor Cycles

Three Wheelers

Land Vehicles - Tractors

Land Vehicles - Trailers
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2016 2017 2018 2019@  2020®
5,023 4,879 4,874 4,697 4,337
86,546 93,857 104,934 106,979 102,908
5,735 6,209 7,047 7,228 6,855
4,435 4,826 5,704 5,955 5,765
1,166 1,198 1,216 1,245 1,246
26,228 28199 32,528 32,884 28,739
1,384 1,405 1,269 1,055 1,367
4,921 5,904 10,563 13,408 17,524
2925 181 191 209 217
610 612 612 603 609
76,829 76,569 76,824 77,964 77,121
20,458 20,349 19,692 18,130 19,615

32,499 34,221 34,714 38,276 37,634

6,107 6,213 6,882 7,390 7,406
1,315,915 1,486,545 1,710,671 1,854,103 1,984,525
46 45 43 42 40

7 6 5 4 3
2,050,832 2,116,407 2,333,796 1913,702 507,704
3,518 3,925 4,381 3,607 682
74.8 73.3 72.8 5711 15.0
2,685 3,331 2,957 1,613 578
45172 39,182 80,776 38,232 21,021
26,887 16,742 16,931 13,459 9,532
7,563 11,432 9,371 5,223 3,941
340129 344,380 339,763 284,301 151,634
56,945 23,537 20,063 15,490 7150
10,285 8,821 7,460 5,696 6,025
3,662 4,228 2,822 1,970 2,277

Sources : Sri Lanka Ports Authority, Telecommunications Regulatory Commission of Sri Lanka, Ministry of Health & Indigenous Medicine, Department

of Motor Traffic, Sri Lanka Tourism Development Authority, Central Bank of Sri Lanka

@ Revised
® Provisional
© Including KKS, Myliddy, Point Pedro & Karrainagar Ports

@ Including mobile internet connections

* Excluding of Sailing craft, Naval Vessels, Fishing trawlers,Yatch & Dredgers

**Including Re-Stowing

*** excluding fixed wireless phones

Other service activities

The value-added Telecommunication activities
grew by 15.4 percent in 2020, compared
to 17.2 percent growth in 2019. This sub-
sector reported the highest growth rate
among services sector due to the integrated
connectivity needs through internet emanating
from the commencement of ‘working from
home' and e-learning concept with the eruption
of COVID-19.
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IT programming, consultancy and related
activities grew by 10 percentin 2020, compared
to 13.1 percent growth in 2019 reflecting the
increased demand for digitalization. Public
administration and defence and compulsory
social security services grew by 1.6 percent
during 2020, compared to the contraction of
2.1 percent in 2019. Meanwhile, education and
health services grew by 0.9 percent and 4.3
percent, respectively in 2020.
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Domestic demand and consumption

Domestic demand consisting of consumption
and investment expenditure remained static in
2020 at current market prices with the increase
inconsumption expenditure by 2.1percenttoRs.
12,146 billion while the investment expenditure
contracted by 6.2 percent to Rs. 3,779 billion in
2020, compared to total demand of Rs. 15,925
billion in 2019.

Export of goods and services significantly
dropped by 28.5 percent to Rs. 2,483 billion

Table 2.7 | Domestic demand, supply and trade balance @
Current Market Prices

= (Rs. Bn)
2018 2019® 2020©

Domestic Demand 15,321.7 15,932.4 15,924.7

Consumption 11,086.7 11,902.2 12,146.2

Private 9,7761 10,485.2 10,589.7

Government 1,310.7 1,417.0 1,556.5

Investment 4,266.0 4,030.2 3,778.5

Net External Demand (Trade -1,061.9 -919.4 -951.7
balance)

Export of Goods and Services 3,292.4 3,472.3 2,483.1

Import of Goods and Services 4,354.3 4,391.7  3,434.8

Domestic Supply = GDP 14,290.9 15,013.0 14,973.0

in 2020, compared to Rs. 3,472 billion in 2019
mainly due to the reduction in export demand.
The import of goods and services declined
by 21.8 percent to Rs. 3,435 billion in 2020,
compared to Rs. 4,392 billion in 2019 mainly
due to the curtailment of non-essential imports
and encouragement of local production. As
such, the net external demand at current prices
declined by 3.5 percent to Rs. 952 billion in
2020, compared to the contraction of Rs. 919
billion in 2019.

Change (%) As a Percent of GDP

2018 2019® 2020@ 2018 2019® 2020@
8.0 4.0 -0.0 107.2 106.1 106.4
9.7 7.4 2.1 77.4 79.3 81.1
9.0 7.6 1.0 68.2 69.8 70.7
15.2 8.1 9.8 9.2 9.4 10.4
3.8 LS -6.2 29.9 26.8 257
-10.3 13.4 -3.5 -7.4 -6.1 -6.4
13.2 SE5) -28.5 23.0 23.1 16.6
12.4 0.9 -21.8 30.5 29.3 22.9
7.8 5.3 -0.3 99.8 100.0 100.0

Sources : Department of Census and Statistics and Central Bank of Sri Lanka

@ The data is based on the base year 2010 GDP estimates of the Department of Census and Statistics

® Revised

© Provisional

Table 2.8 | Aggregate supply and use of goods and services ©

Item
2018
Aggregate Demand 18,644
Domestic Demand 15,352
External Demand = Export of Goods and Services 3,292
Aggregate Supply 18,645
Gross Domestic Product 14,291
Import of Goods and Services 4,354
Trade Gap of Goods and Services -1,062
Share of Imports in Aggregate Supply (%) 23.4

Rs. Bn Change (%) As a % of GDP
2018/ 2019/
(b) (c) (b) (c)

2019 2020 2019® 2020© 2019 2020
19,404 18,408 41 -5.1 129.2 122.9
15,932 15,925 3.8 -0.0 106.1 106.4
3,472 2,483 585 -28.5 23.1 16.6
19,405 18,408 4.1 =5.1 129.3 122.9
15,013 14,973 5.1 -0.3 100.0 100.0
4,392 3,435 0.9 -21.8 29.3 22.9
-920 -952 13.4 -3.4 -6.1 -6.4
22.6 18.7 -3.1 -17.3 0.2 0.1

Sources : Department of Census and Statistics and Central Bank of Sri Lanka

@ The data is based on the base year 2010 GDP estimates of the Department of Census and Statistics

®) Revised

© Provisional
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The total consumption expanded by 2.1
percent in 2020, compared to the growth
of 7.4 percent in 2019 due to the mobility
restrictions imposed in response to COVID-19.
The consumption, as a percentage of GDP
was 81.1 percent in 2020 which comprises
70.7 percent of private consumption and 10.4
percent of government consumption. Private
consumption grew at a slower pace of 1.0
percent due to the decline in consumption
expenditure in transport, hotel and restaurants
and clothing and footwear stemming from the
pandemic related restrictions. However, the
government consumption grew notably by
9.8 percent in 2020, compared to 2019 due to
the increase in expenditure on health, public
administration, defence and social protection.

Investment and savings

Reflecting the uncertainty arisen from
the recovery from global pandemic, the
investment expenditure at current market
prices contracted by 6.2 percent in 2020,
compared to the contraction of 5.5 percent in
2019. The investment as a percentage of GDP
declined to 25.2 percent in 2020, compared to
26.8 percent in 2019. This was mainly due to
significant decline in gross capital formation
by 6.4 percent in 2020, compared to 2019.
Also, the Foreign Direct Investments (FDIs) fell
by 42.2 percent to USD 687 million in 2020,
compared to USD 1,188.7 million in 2019.

Table 2.9 | Investment and savings

Rs. Bn As a % of GDP
Item
2019@ 2020® 2019@ 2020®
Domestic Investment 4,030 3,778 26.8 25.2
Domestic Savings 311 2,827 20.7 18.9
Private 3,645 4,007 24.3 26.8
Government -534 -1,180 -3.6 -7.9
Investment - -919 -952 -6.1 -6.4
Domestic Savings Gap
Net Factor Income -432 -405 -2.9 -2.7
From Abroad ©)
Net Foreign Private 1,031 1,154 6.9 7.7
Transfers
National Savings 3,709 3,576 24.7 23.9
Sources : Department of Census and Statistics and Central Bank of
Sri Lanka
@ Revised

® provisional
© The difference with the BOP estimates is due to the time lag in
compilation.
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The contraction of domestic savings by 9.1
percent was attributable to the subdued
revenue performance together with the impact
of the COVID-19 and a slower growth in private
investments in 2020. Domestic savings as a
percentage of GDP declined to 18.9 percent
in 2020, compared to 20.7 percent in 2019.
Amidst the increase in the net primary income
from the rest of the world by 6.3 percent,
national savings contracted by 3.6 percent in
2020, which was 23.9 percent of GDP.

Figure 2.5 | Savings - investment gap
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Source: Central Bank of Sri Lanka

2.3 External sector

The external sector demonstrated a mixed
performance in 2020 with the COVID-19
pandemic: trade deficit narrowed significantly
to its lowest level since 2010 benefiting from
the gradual increase in merchandise exports
together with a notable drop in merchandise
imports with the restriction on non-essential
items; workers' remittances increased;
computer services significantly surged; the
external current account deficit significantly
contracted to 1.3 percent of GDP; unblemished
record of debt serving maintained; despite the
depreciation, relatively stable exchange rate
maintained; however, earnings from tourism
nearly halted due to closure of borders across
the world; foreign direct investment declined;
with the global financial turbulence, outflows
from the government securities market and
Colombo Stock Exchange (CSE) increased.
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Table 2.10 | External trade

USD Million
2017 2018 2019@ 2020®
Exports 11,360 11,890 11,940 10,047
Agricultural 2,767 2,579 2,462 2,336
Exports
Industrial Exports 8,542 9,258 9,426 7,672
Mineral Exports 35 34 34 25
Unclassified 17 18 18 14
Imports 20,980 22,233 19,937 16,055
Consumer 4,503 4,980 3,957 3,402
Goods
Intermediate 11,436 12,488 11,370 9,077
Goods
Investment 4,895 4,690 4,603 3,563
Goods
Unclassified 147 75 8 14
Trade Deficit -9,619 -10,343 -7,997 -6,008
Source: Central Bank of Sri Lanka
@ Revised

®) provisional

Figure 2.6 | Growth in exports & imports and trade
balance (Quarterly)
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The trade deficit narrowed by USD 1.9 billion to
USD 6.0 billion in 2020 from USD 7.9 billion in
2019 for the second consecutive year, amidst
the shocks to the external sector from the
COVID-19 pandemic. The trade deficit declined
by 2.1 percentage points to 7.4 percent of GDP
in 2020 from 9.5 percent of GDP in 2019. The
combined effect of the recovery of exports
to pre-pandemic levels and the restrictions
imposed on imports of non-essential
commodities coupled with the comparatively
low global oil prices helped this notable
performance. Earnings from export declined
significantly by 15.9 percent to USD 10.0 billion
in 2020 from USD 11.9 billion in 2019. Import bill
declined by 19.5 percent to USD 16.0 billion in

2020 from USD 19.9 billion in 2019 due to the
reduction of import expenditure on refined
petroleum, textile and textile articles, building
materials and machinery and equipment.

The current account deficit in the external
sector narrowed to USD 1.1 billion in 2020 from
1.8 billion in 2019 reflecting the reduction in the
trade deficit, increased workers' remittances
and low primary deficit of USD 2.1 billion amidst
the reduction of surplus in the services account
to USD 819 million in 2020 from USD 2,849
million in 2019 emanating from the declined
inflows from tourism, sea and air transport
amidst the increased inflows from computer
services such as IT/BPO.

Figure 2.7 | Trade balance
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Figure 2.8 | Balance of payments
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Receipts of foreign currency term financing
facility from the China Development Bank in
March 2020 and the SAARCFINANCE swap
arrangement provided by the Reserve Bank of
India in July 2020 with the modest FDI inflows
helped strengthen the financial account in 2020.
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Table 2.11 | Import & export of services

USD Million
Imports Exports
Item

2019 2020@ 2019 2020@®
Transportation 1,710 1,059 2,339 1174
Services
Computer and 380 257 899 971
Information
Services
Travel and Tourism 1,638 L4L9 3,607 682
Communication 135 32 155 24
Services
Construction 35 10 67 7
Services
Insurance 102 82 137 39
Services
Financial Services 470 220 213 96
Other Business 78 37 35 16
Services
Government 77 70 21 26
Expenditure n.i.e.
Total 4,625 2,216 7,473 3,035

Source: Central Bank of Sri Lanka
@ provisional

Gross official reserves and the total foreign
assets amounted to USD 5.7 billion and USD 8.5
billion, respectively at the end of December
2020. The gross official reserves level was
equivalent to 4.2 months of imports by the end
of 2020. Amidst the exerted pressure on the Sri
Lankan rupee, exchange rate remained stable
and depreciated by 2.6 percent against the
US dollar and by the end of 2020. The overall
balance of payments (BoP) recorded a deficit
of USD 2,328 million in 2020, compared to the
surplus of USD 377 million in 2019.

Exports

Earnings from exports declined by 15.9 percent
to USD 10,047 million in 2020, compared to
USD 11,940 million in 2019 mainly due to the
subdued demand in key export destinations
combined with the supply side interruptions
with the pandemic. Earnings from industrial
exports declined by 18.6 percent to USD 7,672
million while agricultural and mineral exports
declined by 5.1 percent to USD 2,336 million
and 25.9 percent to USD 25 million, respectively
in 2020. The contribution of industrial exports
to total exports declined to 76.4 percent in
2020, compared to 78.9 percent in 2019.
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Figure 2.9 | Composition of exports
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Figure 2.10 | Total exports and textile & garments exports

14.0 6.0
2.0 s
z = i 50 g
o
2 100 2
2 40 @
> B
1 8.0 w
6 b
= 30 =
% <
2 6.0 [0}
2 20 2
© 4o <
w
=
2.0 0o
w
1 ¢
2o igagsssggeyseesg
3 & & o o © © o ©
FFFFF S 28 2R s« &

[ Textile and Garments ~ ——Total Exports

Source: Central Bank of Sri Lanka

Table 2.12 | Value of industrial exports

usD Million

Category 2016 2017 2018 2019 2020@
Textile and Garments 4,884 5,032 5,318 5,597 4,423
Rubber Products 768 835 875 866 786
Petroleum Products 413 581 622 521 374

Gems, Diamonds and 274 257 278 306 181
Jewellery

Machinery and 318 371 435 400 338
Mechanical

Appliances

Food, Beverages and 324 393 462 447 L6L
Tobacco

Other Industrial 960 1,073 1,268 1,290 1,106
Exports
Total 7,940 8,542 9,258 9,426 7,672

Sources : Sri Lanka Customs, Department of Trade and Investment
Policy, Central Bank of Sri Lanka
@ provisional

Earnings from exports of food, beverage and
tobacco expanded by 3.8 percent to USD 464
million in 2020, compared to USD 447 million in
2019. However, exports of textiles and garments,
which shares, on average, of 44 percent of the
total exports, declined by 21 percent to USD
4,423.1 million in 2020 from USD 5,596.5 million
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in 2019 due to the tapered demand from main
importers such as the United States (US) and
the Euro Area with the pandemic. Exports of
rubber products contracted by 9.2 percent to
USD 786.1 million in 2020. Exports of petroleum
products declined by 28.3 percent to USD
373.6 million from USD 521.1 million in 2019 due
to the lower demand for bunkering and aviation
fuel stemming from the border restrictions
with the pandemic. Earnings from export of
the machinery and mechanical appliances
declined by 15.6 percent to USD 337.5 million in
2020. Exports of gem, diamonds and jewellery
recorded a decline by 40.6 percent to USD 181.5
million due to the subdued global demand.
Base metals and animal fodder exports declined
by 37.2 percent and 20.2 percent, respectively
while earnings from wood and paper products
exports declined by 23.3 percent in 2020.
Further, exports of transport equipment,
leather, printing industry products and ceramic
products fell by 51 percent, 47.6 percent, 0.8
percent and 20.2 percent, respectively in 2020
compared to 2019.

Earnings from agricultural exports declined
by 5.1 percent to USD 2,336.2 million in 2020
from USD 2,461.9 million in 2019 mainly due
to the decline in tea exports. Earnings from
tea exports contracted by 7.8 percent to USD
1,240.9 million in 2020 from USD 1,346.4 million
in 2019 owing to the low volume of tea exports.
Earnings from coconut exports expanded by
4.8 percent in 2020 reflecting the increase in
exports of Virgin coconut oil, liquid coconut
milk and coconut cream.

Table 2.13 | Value of agricultural exports

usD Million

Category 2016 2017 2018 2019 2020@

Tea 1,269 1,530 1,429 1,346 1,241

Rubber 33 39 32 24 30

Coconut 366 348 31 330 345

Other Agricultural 489 610 542 499 530
Exports

Seafood 170 241 266 263 190

Total 2,326 2,767 2,579 2,462 2,336

Sources : Sri Lanka Customs, Department of Trade and Investment
Policy and Central Bank of Sri Lanka
@ provisional

Table 2.14 | Performance of the coconut exports

uUsD Million
Category 2016 2017 2018 2019 2020@
Coconut Oil 93.96 9Q4.48 T77.48  60.9 78.72

Desiccated Coconut  120.41 9412 70.31 95.03 82.82
Coconut Milk Powder 28.63 30.96 3716 30.63 31.28

Coconut Cream 9.42 18.09 27.53 23.35 33.12
Liguid Coconut Milk 44.35 53.92 61.36 66.32 94.98
Other 69.23 56.43 3716 53.77 24.28
Total 366 348 31 330 345.2

Sources : Sri Lanka Customs, Department of Trade and Investment
Policy and Central Bank of Sri Lanka
@ provisional

Earnings from spice exports increased by
6.7 percent to USD 333.5 million in 2020
benefiting from the increased export earnings
from cinnamon. Export earnings from rubber,
vegetables and minor agricultural products
expanded by 24.4 percent, 14.3 percentand 12.2
percent, respectively, while unmanufactured
tobacco and seafood exports contracted by
26.6 percent and 27.7 percent, respectively.
Earnings from mineral exports declined by 25.9
percent to USD 25.1 million.

Imports

For the second consecutive year, expenditure
on imports fell by 19.5 percent to USD 16,055
million in 2020 from USD 19,937 million in 2019
owing to relatively low crude oil prices and
restrictions imposed on the importation of
non-essential items. All three major import
categories of consumer, intermediate and
investment goods recorded a contraction.

Expenditure on consumer goods, which
contributed to 21.2 percent of the total imports,
declined by 14 percent to USD 3,401.7 million
in 2020 from USD 3,956 million in 2019 mainly
due to the restrictions imposed on vehicle
imports. Import expenditure on food and
beverage grew by 8.9 percent to USD 1,554.4
million in 2020 from USD 1426.9 million in 2019.
This was due to the increase in expenditure
on imports of sugar, vegetables, spices and
dairy products. However, import expenditure
on cereals and milling industry products and
seafood contracted in 2020.

Non-food consumer goods such as vehicles
and clothing etc., contracted by 27 percent
to USD 1,847.3 million in 2020, compared to
USD 2,529.6 million in 2019 mainly due to
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the restrictions imposed on vehicles with a
65.3 percent reduction in import bill. Import
expenditure on home appliances, clothing and
household and furniture items contracted due
to the restrictions imposed on non-essential
imports.

However, expenses on import of medical
and pharmaceuticals items expanded by 7.8
percent owing to the increased demand from
the health sector with the pandemic. Import
bill on telecommunication devices increased
owing to switching of most of the services to
e-platforms such as e-learning, e-banking and
e-commerce creating new potential avenues
for the expansion of telecommunication and IT
services with the pandemic situation.

Import expenditure on intermediate goods,
which constitutes 56.5 of total imports,
contracted by 20.2 percent to USD 9,076.5
millionin 2020, compared to USD 11,369.6 million
in 2019 with the reduction ofimport expenditure

Table 2.15 | Value of imports
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on fuel, textiles and plastics. Fuel bill, as the
major import expenditure of intermediate
goods, contracted by 34.7 percent to USD
2,542.6 million in 2020 from USD 3,891.6 million
in 2019 mainly due to low international fuel
prices and declined demand for fuel with the
travel restrictions. With the import substitution
strategy for local agricultural production,
fertilizer import expenditure increased by 16.9
percent to USD 258.9 million in 2020 from USD
221.4 million in 2019. In the same vein, import
expenditure on agricultural inputs increased
by 6.9 percent in 2020. Import expenditure
on chemical products remained unchanged at
USD 831.5 million. Diamonds, precious stones
and metals imports declined by 41.8 percent to
USD 117.2 million in 2020 led by the imposition
of custom duty of 15 percent on gold imports.
The import bill for plastics, base metals, paper,
rubber and mineral products declined by 11.9
percent, 18.2 percent, 16.2 percent, 8.5 percent
and 30.6 percent, respectively.

Category

Consumer Goods
Food and Beverages

Sugar

Milk and Milk Products

Other Food and Beverages
Non-food Consumables

Vehicles

Home appliances-Radio and Television Sets

Rubber Products

Medical and Pharmaceutical Products

Household and Furniture Items

Other
Intermediate Goods

Fertilizer

Petroleum

Chemical Products

Paper and Paper Boards

Wheat and Maize

Textile & Textile article

Diamond and Presious Metals

Base Metal

Other Intermediate Goods
Investment Goods

Machinery and Equipment

Transport Equipment

Building Material

Other Investment Goods
Unclassified Imports
Total Imports

USD Million

2017 2018 2019 2020 @
4,503 4,980 3,957 3,402
1,841 1,606 1,428 1,554
256 248 201 277
316 332 312 334
752 1,026 4 Q43
2,661 3,374 2,530 1,847
773 1,574 816 283
141 124 102 174
94 95 83 58
520 532 553 596
186 169 172 147
948 880 805 590
1,436 12,488 11,370 9,077
103 262 221 259
3,428 4,152 3,892 2,543
834 904 832 832
485 529 457 383
357 374 346 384
2724 2,859 2,909 2,335
772 573 201 17
629 683 563 460
2104 2153 1,948 1,763
4,895 4,690 4,603 3,563
2,621 2,492 2,490 2,176
675 668 597 348
1,591 1,525 1,509 1,036
8 6 8 3
147 75 8 14
20,980 22,233 19,937 16,055

Sources: Sri Lanka Customs,Ceylon Petroleum Corporation, Lanka IOC PLC, Department of Trade and Investment Policy and Central Bank of Sri

Lanka

@ provisional
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Expenditure on investment goods also declined
for the fourth consecutive year by 22.6 percent
driven by the drop in imports of machinery and
equipment, building material and transport
equipment. Expenses on machinery and
equipment contracted by 12.6 percent to USD
2,176 1millionin 2020 from 2,489.7 millionin 2019
while the imports of building material declined
by 31.4 percent in 2020. Import expenditure
on transport equipment contracted by 41.6
percent to USD 348.3 million, compared to
USD 596.6 million in 2019 with the reduction in
imports of road vehicles and spare parts.

Earnings from tourism

The tourism sector, which slowly recovered
from the Easter Sunday Attack in 2019,
disrupted further by the international traffic
restrictions due to the COVID-19 pandemic,
reflecting a sharp decline of tourist earnings
by 81.1 percent to USD 682 million in 2020,
compared to USD 3,607 million in 2019. This
has compelled the closure of hotels and
restaurants, airlines, travel agencies and tourist
shops while leading to a loss of direct and
indirect employment. As such, the Government
has provided tax concessions, tax reduction
and waive off, moratoriums for the loans etc
to relieve the sector. Tourist arrivals declined
to 507,704 in 2020, compared to 1,913,702 in
2019. Under the air bubble concept, Sri Lanka
Tourism Board initiated to promote tourism by
following guidelines of the Ministry of Health to
minimize adverse effect arisen from the COVID

Table 2.16 | Balance of payments: 2016 - 2020

Item
Trade Balance
Exports
Imports
Service (net)
Receipts
Payments
Income (net)
Receipts
Payments
Goods, Services and Income (net)
Current Transfers (net)
Private Transfers(net)
Receipts (Workers' Remittances)
Payments
Official Transfers (net)
Current Account
Capital and Financial Account

19 effective from December 2020. However,
this has been further disturbed with the rise of
COVID-19 cases in April, 2021.

Workers' remittances

Workers' remittances significantly increased
by 5.8 percent to USD 7104 million in 2020,
compared to 6,717 million in 2019 amidst
job losses, wage cuts and other negative
employment outcomes caused by health
pandemic around the world. This was mainly
due to the diversion of sending money from
informal channels to formal channels and
the receipts of compensation and terminal
benefits. Foreign remittances were supported
by the budget proposal introduced by the
Government in November 2020 with special
incentive to pay Rs. 2 per dollar above the
normal exchange rate for the foreign exchange
remitted through banks to Sri Lanka. The
Government introduced a Special Deposit
Account (SDA) with higher interest rate to
encourage more inflows.

Figure 2.11 | Workers' Remittances
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Source: Central Bank of Sri Lanka

USD Million
2016 2017 2018 2019 @ 2020 ®
-8,873 9,619  -10,343 7997  -6,008

10,310 1,360 11,890 11,940 10,047
19183 20,980 22,233 19,937 16,055

2,879 3,303 3,766 2,849 819
7138 7,724 8,374 7,474 3,035
4,259 4,421 4,608 4,625 2,216
S0N000 2,319 2,384 2,466 -2,101
127 173 249 252 198
2,329 2,492 2,633 2,718 2,300
8196  -8,636  -8,962 7,614 7,290
6,454 6,327 6,163 5,766 6,207
6,435 6,316 6,155 5,757 6,194
7,242 7164 7,015 6,717 7,104
807 848 860 960 910

19 11 8 9 13
1,762 -2,309  -2,799  -1,848  -1,083
-2,628 212  -3363  -2,437 -231
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Table 2.16 | Balance of payments: 2016 - 2020 contd...

Item
Capital Account
Current and Capital Account
Financial Account(c)
Errors and Omissions
Overall Balance (Balance of Payments)
As a percentage of GDP
Trade Deficit

Current Account Deficit
Source: Central Bank of Sri Lanka
@ Revised

® provisional
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USD Million

2016 2017 2018 2019 @ 2020 ®
25 1 14 23 28
A7177 2,298  -2,785 -1,825 -1,055
-2,653 2123 -3378  -2,460 -260
-465 175 -593 -635 795
-500 2,068 -1,103 377 -2,328
-10.9 -10.9 -1.7 -9.5 7.4
-2.1 -2.6 -3.2 -2.2 -1.3

© Includes additional components in the financial account based on BPM 6 new classification from 2012 onwards

2.4 Monetary sector developments

The Central Bank continued an accommodative
monetary policy stance during 2020 to support
the revival of economic activities. In line with
the policy on monetary easing, policy interest
rates were reduced by 250 basis points and
the Statutory Reserve Ratio (SRR) applicable
on all rupee deposit liabilities of the Licensed
Commercial Banks (LCBs) was reduced by
3 percentage points. The Standing Deposit
Facility Rate (SDFR) and Standing Lending
Facility Rate (SLFR), which stood at 7.00
percent and 8.00 percent, respectively at the
end of 2019, were lowered by 50 basis points
to 6.5 percent and 7.5 percent, respectively in
January 2020 to stimulate economic activities
while keeping SRR at 5.0 percent.

With the responses to the COVID 19 pandemic,
SDFR and SLFR were further reduced by 100
basis points to 5.5 percent and 6.5 percent,
respectively in May 2020. The main aim of this
drastic rate reduction was to foster economic
growth by increasing credit to the private
sector which was not realized as expected. As
such, to release more liquidity into the market,
SRR was reduced by 1 percentage point to
4 percent in March 2020 and further by 2
percentage points to 2 percent in June, 2020.
However, lending rates were not adjusted
as anticipated hence, SDFR and SLFR were
reduced to their historically lowest levels by
100 basis points to 4.5 percent and 5.5 percent,
respectively in July 2020. With the reduction
of the Bank Rate by 500 basis points in April,
2020 by the Central Bank, the Bank Rate
automatically declined to 8.50 percent by the
end of 2020. Meanwhile, new credit schemes
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were introduced at concessional rates for
working capital requirements of businesses and
a maximum interest rate of 7 percent per annum
was imposed on mortgaged-backed housing
loans, among others, which have resulted in
the expansion of credit to the private sector
during 2020.

Figure 2.12 | Reserve money and private sector credit
growth
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Figure 2.13 | Private sector credit growth and trade
deficit
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Average Weighted Call Money Rate (AWCMR)
declined during 2020 from 6.98 percent in
January 2020 to 4.55 percentin December 2020
and remained closer to the lower bound of the
policy rate corridor. The Average Weighted
Prime Lending Rate (AWPR) dropped from
9.68 percent in January, 2020 to 5.81 percent in
December, 2020 while the Average Weighted
Deposit Rate (AWDR) also declined from 8.14
percent in January, 2020 to 5.80 percent in
December, 2020. As of the end of April 2021,
AWPR and AWDR remained at 5.86 percent
and 5.07 percent, respectively.

As a result of policy measures taken to inject
more liquidity into the market, Broad Money
(M2b) reported an unprecedented Year-on-
Year (Y-O-Y) growth towards the end of 2020.
Broad Money growth, as measured by Y-O-Y
change, increased to 8.3 percent in January
2020 from 7.0 percent in December 2019 due to
the reduction in policy rates and it was further
accelerated when the policy rates were further
revised downward in May 2020 and again
in August 2020. The Y-O-Y growth of Broad
Money increased from 14.0 percent in June
2020 to 23.4 percent in December 2020 and
21.5 percent in March 2021. In nominal terms,
Broad Money stock increased from 7,704 billion
in January 2020 to 9,533 billion in January 2021.

Table 2.17 | Outstanding loans and advances granted by commercial banks @ ®

Rs. Billion
2020/2019
2019 2020© %Ch/ange
Agriculture and Fishing 471.1 489.7 3.9
o/w
Tea 95.8 102.0 6.5
Rubber 25.9 30.8 18.9
Coconut 24.7 27.8 12.6
Paddy 38.0 38.6 1.6
Vegetable, Fruits and Minor Food Crops 30.8 29.2 -5.2
Livestock and Diary Farming 26.2 26.2 =
Fisheries 21.5 20.5 -21.8
Industry 2427.0 2,540.1 4.7
o/w
Construction 1,197.6 1,348.6 12.6
Food and Beverages 130.8 148.3 13.4
Textiles and Apparel 214.6 235.1 9.6
Chemical, Petroleum, Phamaceutical and Healthcare, and Rubber and 119.8 115.9 -3.3
Plastic Products
Basic Metal Products 42.6 49.5 16.2
Machinery and Transport Equipment 192.3 132.9 -30.9
Services 1,692.8 1,716.7 1.4
o/w
Wholesale and Retail Trade 502.4 501.8 -0.1
Tourism 235.1 261.7 1.3
Financial and Business Services 370.6 350.1 -5.5
Transport 89.4 72.0 -19.5
Communication and Information Technology 61.8 63.2 2.3
Personal Loans and Advances © 1,418.5 1,632.1 15.1
o/w
Consumer Durables 239.1 330.8 38.4
Pawning 211.0 248.7 17.9
Credit Cards 131.0 127.8 2.4
Other 773.8 854.8 10.5
Total 6,009.4 6,378.6 6.1

Source: Central Bank of Sri Lanka

@ Based on the Quarterly Survey of Commercial Banks' Loans and Advances to the Private Sector, which includes loans and advances of both DBUs

and OBUs of commercial banks.

®) Includes loans, overdrafts, bills discounted and purchased and excludes cash items in the process of collection

© Provisional

@ Excludes personal housing loans, which have been included under ‘Construction’ classified under ‘Industry’ and includes Safety Net Scheme

related loans.
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Credit to private sector increased by 6.5
percent or Rs. 374.1 billion to Rs. 6,170.9 billion
in December 2020 from Rs. 5,796.7 billion in
January 2020 due to the aggressive policy
measures taken to stimulate the economy.
Credit to the public corporation increased by
22.5 percent or Rs. 184.2 billion to Rs. 1002.2
billion at end 2020 from Rs. 818 billion at end
2019.

2.5 Inflation

Inflation, as measured by the movement of
both Colombo Consumer Price Index (CCPI)
and National Consumer Price Index (NCPI),
remained within a corridor of 4-6 percent in
2020 reflecting the subdued demand due to
the impact of the pandemic and the reduction
in administrative prices during 2020 amidst the
supply side shocks, in particular, the increase in
food items. Inflation, as measured by the CCPI,
dropped to 3.9 percent in April, 2021 while the
inflation measured by the NCPI increased to 5.1
percent in March 2021. Inflation as measured by
Y-O-Y change of CCPI and NCPI remained low
at 4.2 percent and 4.6 percent, respectively
at the end of December 2020 compared to
4.8 percent and 6.2 percent, respectively
recorded at end 2019. Inflation based on CCPI
increased in January and February, 2020 to
5.7 percent and 6.2 percent, respectively and
shifted to a declining trend until January, 2021
with a rate of 3.0 percent. However, inflation
increased slightly to 3.9 percent in April, 2021
due to both demand and supply side shocks
emanating from the mixed behaviour of the
food and non-food categories. The volatility of
the prices of rice, coconut, onion and potato
exerted pressure on the inflation whereas
non-food category sector such as housing
rent, education, health and bus fare remained
modest with the mobility restrictions.

Core inflation, which reflects the underlying
inflation in the economy, excluding the volatile
food, energy and transport, declined to 3.0
percent at the end of April 2021. The Y-O-Y core
inflation measured by CCPI and NCPI declined
to 3.5 percent and 4.7 percent, respectively at
the end of 2020, compared to 4.8 percent and
5.2 percent, respectively at the end of 2019.
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Figure 2.14 | Headline inflation, food inflation &
non-food inflation
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2.6 Employment and unemployment

The employed population decelerated by 2.3
percent to 7.9 million in 2020 from 8.1 million
in 2019 due mainly to the decline in temporary
and casual workers in industry and services
sectors with the pandemic situation. However,
employment in the agriculture sector increased
slightly due to the mobility granted to conduct
agricultural activities during the pandemic.
Accordingly, the share of employment in the
Agriculture sector increased to 27.1 percent in
2020 from 25.3 percent in 2019 whereas the
Industry and Service sectors dropped to 26.9
percent and 46 percent, respectively in 2020,
compared to 27.6 percent and 47.1 percent,
respectively in 2019. However, total public
sector employment increased to 1.52 million
as at the end of 2020 from 1.46 million as at
the end of 2019 due to the new recruitments
of graduate trainees and multipurpose
development assistant trainees.

Reflecting the ramification effect of the
pandemic on to the labour market, in particular,
in the tourism sector, the unemployment rate
increased to 5.5 percent (0.468 million) in 2020,
compared to 4.8 percent (0.411 million) in 2019.
However, the Government has provided cash
grant for the most vulnerable groups of the
society as a relief for their living. Meanwhile,
new job opportunities also have emerged in
the IT sector and delivery system etc., to cope
up with unprecedented challenges. Departures
for foreign employment declined to 53,713
person in 2020, compared to 203,087 persons
in 2019 due to the temporary restrictions on
foreign travel.
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The unemployment rate among different
subgroupssuchasfemales, youthsandeducated
persons widened with the pandemic: female
unemployment rate increased to 8.4 percent in
2020 from 7.4 percent in 2019; unemployment
among youths aged 15-24 increased to 26.5
percent in 2020; educationally qualified
persons (G.C.E. A/L and above) increased to
9.8 percent in 2020.

Overall labour force participation rate dropped
to 50.6 percent in 2020 from 52.3 percent in
2019. Labour force participation rate among
males and females dropped to 71.9 percent in
2020 and to 32.1 percent, respectively in 2020.

2.7 Equity market developments
The equity market subdued in 2020 with the
adverse impact of the COVID-19 outbreak in

2020. Despite the All Share Price Index (ASPI)
recording its lowest point in over a decade

Table 2.18 | Movements in the capital market

Indicators 2013
All Share Price Index (1985=100) 5,913
S&P SL 20 Index 3,264
Market Capitalization (Rs. Bn.) 2,460
No. of Listed Companies in Trading 289
Annual Average Turnover (Rs.Bn.) 200
Foreign Sales (Rs. Mn.) 60,873
Foreign Purchases (Rs. Mn) 83,657

Source: Colombo Stock Exchange and Central Bank of Sri Lanka

on May 12, 2020, it dramatically grew by 10.5
percent to 6,774.2 points which is the highest
annual increase the index has reported since
2014. Meanwhile, the S&P SL20 index, which
represents the top and the most liquid stocks,
declined by 10.1 percent in 2020, compared
to 2019. However, the S&P SL20 index has
recovered substantially since May 12, at 2,638
points at the end of 2020.

The market capitalization which reflects the
overall value of stock market increased by
3.86 percent to Rs. 2,961 billion in 2020. The
market recorded Rs. 1.9 billion of daily average
turnover while the total average turnover
reached Rs. 397 billion with a 132 percent
significant increase compared to 2019, which is
the highest since 2011.

The amount of net foreign outflows in 2020 was
reported as Rs. 51 billion. However, the equity
market purchases by foreign investors were Rs.
53 billion during the pandemic year 2020.

2015 2016 2017 2018 2019 2020

7299 6,895 6,228 6,369 6,052 6129 6,774
4,089 3,626 3496 3,672 3135 2937 2,638
3105 2,938 2745 2,899 2,840 2,851 2,961
294 294 295 296 297 289 283
341 253 176 221 200 171 397
83,554 89,793 74,275 94,627 100,316 68,272 104,165

104,771 84,421 74,625 112,285 77,077 56,537 52,889
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3.1 Overview'

In 2020, the global economy triggered an
unprecedented socioeconomic crisis, after
the Great Recession with the declaration of
COVID-19 as a 'global pandemic' which has
devastated the socioeconomic spectrum of
each society rising death tolls and pushing
people to unemployment losing their
livelihoods. The global economy contracted by
3.3 percent in 2020 from 2.8 percent growth
in 2019 recording economic contraction across
the world except China recording a growth
of 2.3 percent in 2020. This was despite the
extraordinary fiscal and monetary policy
packages announced around the world to
mitigate the economic effects of the pandemic.

Although the International Monetary Fund
(IMF) projected 6 percent growth in the global
economy in 2021 by its Economic Outlook, April
2021, the forecast to be protracted with the
lingering effect from the pandemic on investor
confidence, international trade and capital
movements, high debt levels, volatility in the
financial market and labour market conditions
at the time of writing of this report. However,
the world economic activity is expected to
be recovered with the growing coverage of
vaccines, lifting the containment measures
such as mobility restriction and closure of
borders etc., while providing more fiscal and
monetary stimulus to expand the economic
activities. Reflecting high uncertainty around
the global economic outlook for 2021, the
World Bank expects the expansion of the
world economy by 4 percent in 2021. However,
Sri Lanka's early responses to contain the
pandemic have so far prevented a severe
health crisis such as those which devastated
many other countries such as India and Brazil.
Hence, the Sri Lankan economy is expected to
rebound its economic activities in 2021 from
the contraction of 3.6 percent in 2020 with
the aggressive vaccination programmes and
other containment health measures with the
continuation of fiscal, monetary, regulatory and
financial stability measures.

1Based on World Economic Outlook (IMF), Global Economic Prospects,
World Economic Situation and Prospects (UN), Fiscal Monitor and
data and information drawn from IMF, World Bank, OECD, WHO,
WTO, UNWTO, UNESCO, UNICEF and other resources retrieved from
the worldwide web.
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The year 2020 was marked by the high
uncertainties triggered by the pandemic.
Hence, the IMF has repeatedly revised its global
economic projections from positive growth
of 3.3 percent in January, 2020 to shrinkage
of 3.5 percent in January 2021: (i). In January
2020, the world economy was projected for a
modest growth of 3.3 percent in 2020 marked
by uncertainties surrounding global trade and
international political developments, extreme
weather conditions reported from different
parts of the world and effects of weaker
growth of emerging market economies; (ii). In
April 2020, the world economy was projected
to a negative growth of 3 percent due to the
restrictions against the spread of the pandemic;
(iii). In June 2020, the global growth projections
were revised to a negative of 4.9 percent,
owing to the severe impact of the pandemic;
(iv) In October 2020, the projections were
improved to negative 4.4 percent largely due
to improved GDPs of advanced economies; (v).
The projection was further revised to a negative
of 3.5 percent in January 2021 owing to the
stronger economic recovery in the second
half of 2020. The world economic recorded a
contraction of 3.3 percent in 2020.

According to the International Labour
Organisation (ILO), the hardest-hit of the
pandemic has been on jobs, in particular, for
females, youths and unskilled and low-skilled
workers and the most affected industry was
tourism and related food and accommodation
sector due to the restrictions imposed on
mobility. The pandemic was responsible for
unprecedented job losses of over 114 million
in the world disrupting their livelihoods,
according to the ILO. However, COVID-19 has
also provided new opportunities to some
businesses, in particular, e-commerce while
increasing the use of digital technology.
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Table 3.1 | A Snapshot of the world
Country GDP Growth Inflatio
(Annval percent (Percen
change)
Argentina -10.0
Australia -2.4
Brazil -4.1
Canada -5.4
Chile -5.8
China 2.3
France -8.2
Germany -4.9
Greece -8.2
India -8.0
Indonesia =2.1
Italy -8.9
Japan -4.8
Korea -1.0
Malaysia -5.6
Mexico -8.2
Russia -3.1
Singapore -5.4
South Africa -7.0
Spain -11.0
Sri Lanka -3.6
Thailand -6.1
United Kingdom -9.9
United States -3.5
Vietnam 2.9
Venezuela -30

Source: "World Economic Outlook", IMF, April 2021
Fiscal Monitor, IMF, April 2021
Annual Report 2020, Central Bank of Sri Lanka
... Not Available

At the time of compiling this report, many
countries are gusting into the second wave of
the pandemic with some moving into the third
wave. As of May 28, 2021, the world cumulatively
recorded 168.9 million confirmed COVID-19
cases with 3.5 million deaths. The vaccination
drive has begun in December 2020 and around
1.77 billion doses have been administered as of
May 28, 2021.

At the outset of the pandemic, many countries
have applied strict lockdown measures which
have caused shockwaves to the economies
and gradually shifted to better targeted
control measures to mitigate the economic
consequences. The pandemic has crippled the
economies around the globe disrupting the
socioeconomic conditions, particularly in the

020
2020
n Unemployment  Fiscal Balance Gross Debt
t) (Percent) (Percent of GDP) (Percent of GDP)
42.0 1.4 -8.9 103.0
0.9 6.5 -9.9 63.1
3.2 13.2 -13.4 98.9
0.7 9.6 -10.7 117.8
3.0 10.8 -7.1 32.5
2.4 3.8 -1M.4 66.8
0.5 8.2 -9.9 113.5
0.4 4.2 -4.2 68.9
-1.3 16.4 -9.9 213.1
6.2 -12.3 89.6
2.0 7.1 -5.9 36.6
-0.1 9.1 -9.5 155.6
0.0 2.8 -12.6 256.2
0.5 3.9 -2.8 48.7
-1.1 4.5 SON] 67.5
3.4 L.4 -4.6 60.6
3.4 5.8 -4.1 19.3
-0.2 3.1 -8.9 128.4
B 29.2 -12.2 77.1
H0 159 -11.5 117.1
4.6 5.5 -1 101.0
-0.8 2.0 -4.7 49.6
0.9 4.5 -13.4 103.7
1.2 8.1 -15.8 127.1
3.2 3.3 -5.4 46.6
2,355 55.5 -5.0 304.1

areas of employment and allied livelihoods,

health and education,
tourism and industry etc.

services

Figure 3.1 | New cases of COVID-19 up to 26.05.2021
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Around 114 million jobs have been lost and
some fell into inactivity due to the closure
of workplaces as a pandemic containment
measure. The loss of global working hours is
equivalent to 255 million full time jobs, which
was far severe than the disruptions in the
2008/2009 Global Financial Crisis. The closure
of work places was highly observed in Latin
America and the Caribbean, Southern Europe
and Southern Asia and less experienced in East
Asia and Central, Western and Eastern Africa.

The fall in income levels and loss of livelihoods
led 95 million people into extreme poverty in
the world and additional 80 million people
were undernourished in 2020, while increasing
income inequality across the globe.

Education has been heavily disrupted due
to the pandemic. Approximately half of the
school academic year or 95 instruction days
have been lost due to the closure of schools
during March 11, 2020 and February 2, 2021
affecting 214 million students in 23 countries,
which has propelled to countries the use of
remote learning through radio, television or
the internet depending on their capacity.
Meanwhile, healthcare expenditure due to
the pandemic is on the rise providing extra
pressure on the fiscal sector.

Tourism is one of the hardest hit sectors by
the pandemic and 2020 was the worst year in
the tourism industry with the loss of 1 billion
international arrivals, USD 1.3 trillion of export
revenue and about 100-120 million direct jobs.

3.2 World output

The global economy shrank than ever before
with the global COVID-19 pandemic. However,
China, where the COVID-19 erupted, was the
only major economy to record growth in 2020,
rising by 2.3 percent during the pandemic.
However, this was the lowest growth rate
reported in China since the 1990s. Chinese
exports increased by 3.6 percent to USD 2.6
trillion, while reducing imports by 1.1 percent
in 2020, resulting in a record high trade deficit
of USD 535 billion. As per UNCTAD, 2021, FDI
inflows to China recorded the highest flows of
USD 163 billion in 2020, compared to the rest
of the world.
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With the uncertainties and unprecedented
contraction of economic activities, the world
economy contracted by 3.3 percent in 2020,
compared to a growth of 2.8 percent in 2019.
This is the greatest recession in 30 years,
even severe than the Global Financial Crisis in
2008/2009 which recorded a contraction of
0.1 percent. Advanced economies recorded
a sharp contraction of 4.7 percent in 2020,
compared to 1.6 percent growth in 2019,
and far above the contraction of 2.2 percent
recorded in emerging market and developing
economies.

Figure 3.2 | Real GDP growth (1980-2020)
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The economic contraction was felt by all
regions in the world, albeit in varying degrees.
The largest economy, the United States (US)
contracted by 3.5 percent in 2020 from 2.2
percent growth in 2019 while the economy in
the Euro Area fell by 6.6 percent in 2020 from
a growth of 1.3 percent in 2019. Meanwhile,
Japan, the United Kingdom (UK) and Canada
registered contractions of 4.8 percent, 9.9
percent and 5.4 percent, respectively. Russia's
economy shrank by 3.1 percent in 2020 from
a growth of 2.0 percent in 2019. In the same
vein, emerging and developing Asia recorded
the lowest contraction of 1.0 percent in 2020,
compared to higher growth of 5.3 percent in
2019 led by China's lion's share to the region.
Latin America and the Caribbean region
including Brazil and Mexico significantly fell
by 7.0 percent in 2020 due to the severe
outbreak of the pandemic. The Middle East and
Central Asia comprising of major oil exporting
countries including Saudi Arabia contracted by
2.9 percent in 2020 while Sub-Saharan Africa
with South Africa and Nigeria fell by 1.9 percent
in 2020.
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Countries with a severe outbreak of the
pandemic such as France, India, Italy and
the UK recorded sharp contractions of their
economies.

Table 3.2 | World and regional output
Annual Percent Change

Actual Forecast

2019 2020 2021 2022
World Output 2.8 -3.3 6.0 L4
Advanced Economies 1.6 4.7 5.1 3.6
United States 2.2 -35 6.4 3.5
Euro Area 1.3 -6.6 4.4 3.8
Germany 0.6 -4.9 3.6 3.4
France 1.5 -8.2 5.8 4.2
Italy 0.3 -89 4.2 3.6
Spain 2.0 -11.0 6.4 4.7
Japan 0.3 -4.8 3.3 2.5
United Kingdom 1.4  -99 5.3 5.1
Canada 1.9 -5.4 5.0 4.7
Emerging Market and 3.6 W28 6.7 5.0
Developing Economies
Emerging and Developing Asia 5.3 EliO 8.6 6.0
China 5.8 2.3 8.4 5.6
India 40 -8.0 125 6.9
Indonesia 5.0/ e 4.3 5.8
Malaysia 4.3 -5.6 6.5 6.0
Thailand 2.3 -6.1 2.6 5.6
Vietnam 7.0 2.9 6.5 7.2
Latin America and the 0.2 -70 4.6 3.1
Caribbean
Brazil 1.4 -4.1 3.7 2.6
Emerging & Developing Europe 2.4 -2.0 4.4 3.9
Russia 2.0 -3.1 3.8 3.8
Middle East and Central Asia 1.4 2.9 37 3.8
Sub-Saharan Africa 32 -1.9 34 4.0
South Africa 0.2 7.0 31 2.0
Sri Lanka 2.3 -3.6 6.0 5.2

Source: World Economic Outlook, IMF, April 2021
Annual Report 2020, Central Bank of Sri Lanka

Despite the high uncertainties, the IMF has
forecasted a speedy recovery of global
economic activities with the provision of fiscal
and monetary policy support combined with
the successful implementation of vaccination
programme around the globe. The IMF has
revised the projections for 2021 and 2022
upwardly to 6.0 percent in 2021, moderating
to 4.4 percent in 2022 with a medium term
perspective. The resumed demand arising from
the savings recorded in 2020 together with
the announcement of additional fiscal stimulus
packages, the US economy is expected to
revive by 6.4 percent in 2021 and Japan is
anticipated to grow by 3.3 percent in 2021.

However, GDP forecast for the Euro Area has
revised downward to 4.4 percent in 2021 with
the increase in COVID-19 cases. The emerging
and developing economies is expected to
grow by 6.7 percent in 2021 driven by the surge
in impressive economic growth in China by
8.4 percent in 2021. Emerging and developing
Asia's projection revised up to 8.6 percent in
2021 with the recovery of India expected at
12.5 percent despite the highest COVID-19
cases at the time of compiling this report.
However, the projection is expected to abate
with the seriousness of the containment of the
pandemic. Meanwhile, the projection for the
Middle East and Central Asia remained intact
at 3.7 percent in 2021 while Latin America and
the Caribbean region is expected to grow
by 4.6 percent in 2021. Sub-Saharan Africa is
anticipated to grow moderately by 3.4 percent
in 2021.

Global economic prospects are highly
vulnerable to the risks associated with
the containment measures to mitigate
the outbreak. Hence, the prioritisation of
healthcare outlays coupled with targeted
fiscal support to the most vulnerable and
entrepreneurs would be important. In addition,
with respect to the increase in expenditure on
education and public investment expenditure,
social assistance to mitigate the inequality
and poverty, while improving revenue
administration and other taxation measures
to widen the fiscal space, containment of the
borrowing costs, debt service suspension
scheme for debt relief and debt restricting, the
expansion of the IMF financing would benefit,
in particular developing economies. IT infusion
and digitalization together with fiscal and
monetary policy measures would yield positive
results to recover economies from the current
crisis.

3.3 Inflation

The global inflation softened to its record-
low level in 2020 mainly due to deceleration
of commodity prices, in particular, oil prices
stemming from the slack demand in economic
activities together with the recession
associated with the lesser price pressure from
the labour market. Although the manufacturing
processes and supply chains were also
disrupted by the pandemic, this could not
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offset the demand side shocks. Consequently,
consumer prices in North American economies
including the US and Advanced Europe declined
to 1.4 percent and 0.4 percent, respectively in
2020. The inflation in the US dropped to 1.2
percent in 2020 from 1.8 percent in 2019 and
is expected to increase 2.3 percent in 2021,
well under the inflation targeting framework.
The Euro Area inflation fell to 0.3 percent in
2020 from 1.2 percent in 2019 and is projected
to be 1.4 percent in 2021. Inflation in the UK
remained low at 0.9 percent in 2020 from 1.8
percent recorded in 2019 and is expected to
rise 1.5 percent in 2021. Demonstrating the
inflation expectation in Japan, the inflation is
anticipated to rise to 0.1 percent in 2021 from
zero inflation in 2020. Meanwhile, core inflation,
which reflects the underlying inflation, remains
low.

Table 3.3 | Inflation at average consumer prices

% Change
Actual Forecast
2019 2020 2021 2022
World 3.5 3.2 3.5 3.2
Advanced Economies 1.4 07 1.6 1.7
United States 1.8 1.2 2.3 2.4
Euro Area 1.2 0.3 1.4 1.2
Germany 1.4 0.4 2.2 1.1
France 1.3 0.5 1.1 1.2
Italy 0.6 -0.1 0.8 0.9
Spain 0.7 -0.3 1.0 1.3
Japan 0.5 0.0 0.1 0.7
United Kingdom 1.8 0.9 1.3 1.9
Canada 1.9 0.7 1.7 2.0
Emerging Market and 5.1 5.1 49 4.4
Developing Economies
Emerging and Developing Asia 3.3 3.1 2.3 2.7
China 2.9 2.4 1.2 1.9
India 4.8 6.2 4.9 4.1
Indonesia 28 2.0 20 3.1
Malaysia 0.7 -1 2.0 2.0
Thailand 0.7 -0.8 1.3 1.0
Vietnam 2.8 3.2 3.9 3.9
Latin America and the 77 6.4 72 6.6
Caribbean
Brazil 3.7 3.2 4.6 4.0
Emerging & Developing Europe 6.6 5.4 6.5 5.4
Russia 4.5 3.4 4.5 3.4
Middle East and Central Asia 7.4 102 1.2 8.1
Sub-Saharan Africa 8.5 10.8 9.8 7.8
South Africa 4.1 33 43 4.5
Sri Lanka 4.3 4.6 4.3 5.8

Source: World Economic Outlook, IMF, April 2021
Annual Report 2020, Central Bank of Sri Lanka
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However, inflation in Emerging and Developing
Asia declined to 3.1 percent in 2020 and is
expected to further reduce to 2.3 percent in
2021. Inflation in China remained low at 2.4
percent in 2020 from 2.9 percent in 2019 and is
expected to halve in 2021. India’s inflation of 6.2
percent recorded in 2020 is expected to drop
to 4.9 percentin 2021. Inflation in Argentina and
Iran was high as 42.0 percent, 36.5 percent,
respectively in 2020 and hyperinflation of 2,355
percent in Venezuela in 2020 is expected to
double in 2021 as the economy faces a deeper
crisis in addition to the health crisis.

The impact of the pandemic on the demand
and supply side led to the decline in inflation
across the world in 2020 and the inflationary
expectation is projected to rebound in 2021
with the pandemic containment measures.

3.4 Interest rates

With the initiation of the vaccination
programme, the longer-term US interest
rates increased which helped resume global
economic activities, amidst the interest rates
in many countries still at their lower bound
corridor. Despite the increase in longer-term
US yield rates, two-year yield rates remained
intact due to the expansionary monetary policy
stance adopted by the Federal Reserve.

The London Interbank Offered Rate (LIBOR) on
real six-month US dollar deposits declined to
-0.5 percent in 2020 from 0.5 percent in 2019.
LIBOR is expected to increase, on average,
0.3 percent in 2021 and 0.4 percent in 2022.
The LIBOR on three-month Euro deposits to
be averaged at -0.5 percent in 2021 and 2022,
and the LIBOR on six-month yen deposits is
expected to be at -0.1 percent in 2021 and 0.0
percent in 2022.

Figure 3.3 | Monthly movement of six month LIBOR
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3.5 Unemployment

Workplace closures and the resulting inactivity
led to an increase in global unemployment by
33 million people to 220 million in 2020. The
global unemployment rate rose to 6.5 percent
in 2020 from 5.4 percent in 2019. The global
labour income is estimated to be declined by
8.3 percent to USD 3.7 trillion or 4.4 percent of
the global GDP in 2020.

Figure 3.4 | Unemployment (as a percentage of total
labor force)
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Job losses were mostly prevalent in contact-
intensive and at-risk sectors such as
accommodation and food services, tourism,
arts and culture, retail, and construction.
However, jobs in the high skilled sectors
such as IT, finance and insurance recorded
extraordinary growth. Employment losses, as
a share of the working age population and in
relation to working hour losses, were highest
in the North America, and lowest in Europe and
Central Asia mainly due to the job retention
schemes announced in Europe.

Table 3.4 | Differences in world employment, labour
force and unemployment relative to 2019

Employment Labour Force Unemployment

Millions Rate Millions Rate Millions Rate

Total -4 -2.7 -81 -2.2 & 1.1
Female -54 2.4 -45 -2.1 9 0.9
Male -60 = -36 -2.2 24 1.2
Youth =) -3.4 -40 =3.4 -0.7 1
Adult -74 §2%6) -41 1S &Y 1.2

Source: ILO Monitor : COVID-19 and the World of Work Seventh
Edition, International Labour Organization.

Job losses were higher among women (5.0
percent) than for men (3.9 percent). In absolute
terms, the loss is larger for men (80 million)
than for women (64 million) due to the widened
gap in the labour force participation between
male and female, implying that women were
more likely to be economically inactive during
the pandemic. Further, the employment losses
among youths were 8.7 percent.

3.6 Fiscal position

Unparalleled fiscal policy measures have been
taken around the world in 2020 both in size and
speed to respond to the pandemic. Reflecting
the sharp decline in revenue and the associated
increase in fiscal deficits and debt levels, fiscal
stimuli of USD 16 trillion were announced to
revitalize the economic activities and mitigate
the spread of the pandemic across borders
during April, 2020-April, 2021. However, further
fiscal stimuli are expected to be announced,
depending on the capacity level as long as the
pandemic lasts, with added priority to provide
continued fiscal space for vaccinations,
investments in education and health and social
safety net measures.

3.6.1 Fiscal deficits

The fiscal deficit levels across the globe
increased significantly to 10.8 percent of GDP
in 2020 from 3.6 percent in 2019. The fiscal
deficit in the advanced economies increased
to 11.7 percent of GDP in 2020 from a deficit
of 2.9 percent in 2019, was attributable to the
notable fiscal policy support provided for the
acceleration of economic activities weakened
by the health crisis. With the extraordinary
revenue slippage, the cyclically adjusted
primary deficit, on average, recorded in the
advanced economies increased to 7.6 percent
of GDP in 2020.

The US provided fiscal support equivalent
to 16.7 percent of GDP to households, firms,
state and local governments while Japan and
the UK provided fiscal assistance above-the-
budget line equivalent to 15.9 percent and 13
percent of GDP, respectively in 2020. Similarly,
fiscal support of the Euro Area amounted
to more than 5 percent of its regional GDP.
However, it is expected that the fiscal deficits
in the Advanced economies to contain in 2021
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benefiting from the lagged effect of the already
announced fiscal packages, the continuation of
fiscal support extended to the vaccination and
other the welfare measures together with the
projected economic recovery in such countries
in 2021.

Table 3.5 | General government fiscal balance:
overall balance

As a % of GDP

Actual Forecast

2019 2020 2021 2022
World -3.6 -10.8 -9.2 -5.4
Advanced Economies -2.9 -11.7 -10.4  -4.6
United States -5.7 -15.8 -15.0 -6.1
Euro Area -0.6 7.6 -6.7 -3.3
Germany 1.5 -4.2 -55 -0.4
France -3.0 =99Y  -7.2 -4.4
Italy -1.6 IECASY -8.8 -5.5
Spain -2.9 pEiiFsy -9.0 -5.8
Japan =31 -12.6 -9.4 -3.8
United Kingdom 2.3 -13.4 -11.8  -6.2
Canada 0.5 -10.7 -7.8 -3.9
Emeging SMarket 47 98 77 67

Emerging and Developing 59 108 -99 -89

Asia

China -6.3 -4  -96 -87
India 7.4 EIPSE -10.0 Al
Indonesia -2.2 -5.9  -61 4.4
Malaysia -2.2 51 -4.4 -3.4
Thailand -0.8 =8 -4.9  -1.5
Vietnam -3.3 5.4 -47 4.4

Latin America and the

Caribbean -4.0 =828y -5.7 -4.5

Brazil -59 -13.4 -83 -72

Emerging & Developing

-0.7 ESA  -3.5 2.7
Europe

Russia 1.9 -41 -0.8 -0.3

Middle East, North Africa,
Afghanistan and Pakistan -3.9 99 -57 -4.6
(MENAP)

Sub-Saharan Africa -4 -5.8 -4.7 -4.2
South Africa -5.3 -12.2 -10.6 -8.3
Sri Lanka -9.6  -11.1 -9.5 -7.5

Source: Fiscal Monitor, IMF, April 2021
Department of Fiscal Policy
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In Emerging Market Economies (EMEs), the
average overall fiscal deficit more than doubled
and increased to 9.8 percent of GDP in 2020
from a deficit of 4.7 percent in 2019. Despite
the containment of the pandemic earlier than
other countries, China's overall fiscal balance
increased to a negative of 11.4 percent in 2020
from a deficit of 6.3 percent in 2019. India's
overall fiscal deficit rose to 12.3 percent in
2020 from 7.4 percent in 2019 reflecting the
implementation of the multiyear investment
incentive package with additional agricultural
subsidies and the support for housing and
employment generation. Brazil recorded a
substantial increase in the fiscal deficit of 13.4
percent in 2020 to 5.9 percent in 2019 with
additional supports provided for social safety
net and job retention programmes. However, it
is expected that the average overall deficit of
EMEs to lessen to 7.7 percent of GDP with the
higher expectations of increased revenue and
the decline in pandemic related expenditure.

3.6.2 Government debt

The contraction of economic growth and
higher fiscal deficit with the fiscal stimuli have
propelled to surge in debt across the countries
in 2020. General government debt in the
world increased to 97.3 percent of GDP in 2020
from 83.7 percent in 2019 due to the spillover
effects of the pandemic. However, total debt
is expected to increase in the medium term to
98.9 percent in 2021 and 99.0 percent in 2022.
In the Advanced economies, the total debt
increased to 120.1 percent of GDP in 2020
from 103.8 percent in 2019 mainly due to the
severe economic contraction and massive
fiscal support. The debt is expected to further
rise to 122.5 percent in 2021. Over the medium
term, the debt to GDP ratio in the Advanced
countries is expected to stabilize owing to the
favourable interest-growth differentials and
fiscal adjustment plans.

In EMEs, total debt increased up to 64.4 percent
of GDP in 2020 from 54.7 percent in 2019,
reflecting the severe economic contraction and
is expected to increase to 65.1 percent in 2021.
General government debt in China increased
to 66.8 percent in 2020 from 57.1 percent in
2019 and is expected to reach 69.6 percent of
GDP in 2021 while debt to GDP ratio Brazil and
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India increased to 98.9 percent, 89.6 percent,
respectively.

The overall effect of the contraction of the
output on the debt to GDP ratio accounts
to 9.8 percentage points for the Advanced
economies and 5.5 percent for the EMEs.
Despite the difficulty in supporting inclusive
growth within the limited fiscal space, it is vital
to support endevours of inclusive growth, raise
additional revenue and improve efficiency in
expenditure management while supporting
vaccinations and investments and savings.

Table 3.6 | General government gross debt
As a % of GDP

Actual Forecast

2019 2020 2021 2022
World 83.7 97.3 98.9 99.0
Advanced Economies 103.8 120.1 122.5 121.6
United States 108.2 1271 132.8 132.1
Euro Area 84.0 969 982 96.5
Germany 59.6 689 703 67.3
France 981 113.5 115.2 114.3
Italy 134.6 155.6 1571 155.5
Spain 95.5 1171 1M8.4 173
Japan 234.9 256.2 256.5 253.6
United Kingdom 85.2 103.7 1071 109.1
Canada 86.8 117.8 116.3 112.8
Emerging Market S54.7 64.4 651 673

Economies

Emerging and Developing 57.3 67.6 69.9 73.0
Asia

China 571 66.8 69.6 73.7
India 73.9 89.6 86.6 86.3
Indonesia 30.6 36.6 41.4 428
Malaysia 57.2 675 67.0 674
Thailand 41.0 49.6 55.9 54.7
Vietnam 43.4  L6.6 48.0 473
Latin America and the 68.4 777 759 76.0
Caribbean

Brazil 877 98.9 98.4 98.8

Emerging & Developing 29.2 37.6 36.9 372
Europe

Russia 13.8 193 181 17.7

Middle East, North Africa, 49.0 56.6 53.7 54.4
Afghanistan and Pakistan

(MENAP)

Sub-Saharan Africa 44.2 491 L7.2 47.2
South Africa 62.2 771 80.8 84.4
Sri Lanka 86.8 101.0 98.0 95.0

Source: Fiscal Monitor, IMF, April 2021
Department of Fiscal Policy

3.7 Capital flows and financial behaviour

In 2020, global capital flows were disrupted
with the outbreak of COVID-19 across borders.
Portfolio investments were greatly disturbed
by the economic shocks of the pandemic, in
particular, in EMEs with a massive outflow of
portfolio investments at an unprecedented
scale and speed. As such, around USD 103
billion of portfolio investments gusted from
EMEs during mid-January and mid-May 2020
in addition to the outflows of debt and equity.
Although inflows to the Advanced economies
strengthened in February, 2020, portfolio debt
inflows to Japan and the US declined in March,
2020. However, bond funds of the Advanced
economies started to record significant positive
inflows since April 2020. However, equity funds
in the EMEs recorded outflows starting from
the end of May 2020.

Given the unprecedented accommodative
monetary and fiscal policy support, the global
financial system demonstrated its resilience
to the risks associated with the pandemic and
have prevented a severe blow to the global
economy. With the historically-low interest
rates, many Central Banks implemented extra
monetary and prudential measures to inject
liquidity in to the market while ensuring financial
stability. The enhanced liquidity helped reduce
borrowing costs and support credit extension.
Many countries including China, Indonesia,
Malaysia and the United Arab Emirates, among
others, lowered bank reserve requirements
to inject more liquidity in to the market.
Meanwhile, Brazil, Sri Lanka, Taiwan and the UK
introduced and extended credit facilities for
Small and Medium Enterprises (SMEs). Brazil,
Mexico, the Republic of Korea, and Singapore,
among others, established temporary dollar
swap lines with the Federal Reserve. Hong
Kong SAR, Norway, South Africa and the UK
relaxed macro-prudential regulations, through
suspending countercyclical capital or liquidity
buffers to enhance credit flows.

The household savings remained high in most
countries during the pandemic reflecting the
higher degree of risk aversion and the low
level of spending and investment can have a
detrimental impact on the growth.
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Figure 3.5 | S&P 500 index: January - December 2020
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The increase in global liquidity has also led
to the under-pricing of risk in the financial
markets while disconnecting the performance
of financial markets and the real economy
thereby posing a risk to long-term financial
stability. Looking forward, there could arise
a risk of tighter financial conditions and large
portfolio outflows that could pose a significant
challenge to many EMEs given the large
financing needs of such economies.

3.8 Currency movements

The exchange rates demonstrated, in general,
sharp fluctuations in 2020. Countries adopted
capital controls to support foreign currency
liquidity with several EMEs intervening in the
foreign exchange market and relaxing rules on
capital inflows.

At the outbreak of the pandemic along with the
effects of the sharp drops in oil prices, exchange
rates in main EMEs particularly in Brazil, Mexico,
Russia, South Africa, Indonesia and the Turkey
dropped substantially. The drop was sharpest
during the period of the end of February to
mid/end March 2020. However, the currencies
of the Advanced economies, in particular, the
US Dollar, Japanese Yen, Euro, and Swiss Franc
strengthened over the period. Since April
2020, the hardest hit currencies including the
Indonesian Rupiah and Russian Rouble were
recovered, while the South African Rand and
Mexican Peso stabilized. The rebounding of
the each currency depended on many factors
including availability of swap lines, the opening
of the repo facility as well as the agreement of
the OPEC+ countries in early April 2020.
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Figure 3.6 | Exchange rates against USD : 2007 - April
2021
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3.9 World trade

World Trade Volume in goods and services
contracted by 8.5 percent in 2020. The volume
of world merchandise trade fell by 5.3 percent
in 2020 due to the demand and supply side
shocks including the closure of the international
borders, disruptions to international production
and supply chains and subdued demand.

However, the trade indices performed better
in the second quarter, 2020 with the fiscal
stimulus measures in the US which helped
enhancement of household incomes and
supported continued spending on all goods,
including imports. In addition, adapting to
circumstances surrounding the pandemic by
the third quarter and finding innovative ways
to sustain economic activities despite the
imposition of movement restrictions helped
picking up global demand.

Figure 3.7 | Global trade (2015-2020)
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Table 3.7 | World trade volume

Average
2003- 2013 2014
2012
Trade in Goods and Services
World Trade Volume 5.6 3.6 3.8
Volume of Exports
Advanced Economies 4.5 3.1 3.8
Emerging Market and 8.3 4.6 3.3
Developing Economies
Volume of Imports
Advanced Economies 3.9 2.5 3.9
Emerging Market and 9.8 Sl 4.3

Developing Economies
Source: World Economic Outlook, April 2021

Figure 3.8 | Global merchandise trade
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Merchandise exports in North America, Europe,
Africa and the Middle East dropped by more
than 8 percent whereas Asia recorded a
growth of 0.3 percent owing to the supply of
consumer goods and medical supplies during
the pandemic. The Middle East recorded a
drop of 11.3 percent in imports, whereas South
America and Africa also recorded a significant
decline of over 8 percent.

Services trade was also severely affected by the
pandemic and commercial services receipts
recorded a decline of 20 percent. Services
were also affected by the international travel
restrictions, which prevented the delivery of
services requiring physical presence. Travel
services were the most affected sector with an
overall decline of 63 percent in 2020 owing to
the travel restrictions imposed in response to
the pandemic. The transport sector dropped
by 19 percent during 2020. Contrary to the
travel sector, transport services improved
during the latter part of 2020.

Annual % Change

2015 2016 2017 2018 2019 2020 2021 2022

2.9 255 S B 0.9 -8.5 8.4 G5

&/ 2.0 4.8 3.6 13 -9.5 7.9 6.4
1.9 2.8 6.5 3.9 0.5 5%/ 7.6 6.0

4.7 2.6 4.8 3.7 1.7 -9.1 9.1 6.4
-0.7 1.7 7.4 4.7 =10 -8.6 9.0 7.4

Figure 3.9 | Global services trade
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3.10 World commodity market

Amid the simultaneously-occurred demand
shocks combined with the disruptions to
global supply networks, global commodity
prices reduced across the board since January,
2020. This was led by oil prices which recorded
the largest one month fall in March 2020 due
to the reduction in energy demand for travel
stemming from mobility restrictions imposed
in the context of the pandemic. Commodity
prices were further affected by lower demand
due to the slowdown in economic activities
as reflected in the decrease in metal prices.
Agricultural  and  industrial commodity
production was disrupted due to the shortages
of available inputs, the mobility restrictions
and the closure of commodity producing
operations. However, the significantly lower
demand offset the disruptions to the production
and supply chains and kept prices at lower
levels. However, the prices have rebounded
since mid-2020 and by the first quarter of 2021,
almost all commodity prices have exceeded
pre-pandemic levels.
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Table 3.8 | Price indexes (2010=100)

2010 20M 2012
Energy 100.00 128.69 127.57
Non-Energy 100.00 119.56 109.51
Agriculture 100.00 121.52 114.29
Beverages 100.00 115.97 92.63
Food 100.00 122.47 124.15
Oils and Meals 100.00 120.54 125.35
Grains 100.00 138.19 141.34
Other Food 100.00 110.77 107.02
Raw Materials 100.00 122.04 101.34
Fertilizers 100.00 137.62 141.06
Metals and Minerals 100.00 M3.49  96.13
Precious Metals 100.00 136.27 138.46

Source: World Commodity Outlook, April 2021

3.10.1 Energy prices

Energy prices, particularly crude oil were the
hardest hit from the effects of the pandemic.
Brent crude oil declined by more than 60
percent from USD 64 bbl in January 2020 to a
low of USD 23 bbl in April 2020 due to supply
and demand side shocks.

However, crude oil prices recorded the fastest
recovery from a price collapse, driven by
recovered demand, improved optimism about
economic recovery and continued production
by OPEC and its partners. Brent crude oil
increased from USD 31.4 bbl in the second
quarter of 2020 to USD 42.7 bbl and USD 44.5
bbl in the third and fourth quarters of 2020,
respectively. In 2021, crude oil prices reached
a high of USD 70 bbl in mid-March 2021 before
dropping back to USD 63 bbl in early April,
2020.

Natural gas prices fluctuated sharply in the
preceding 12 months dropping to record lows
in the second quarter of 2020 with the largest
ever recorded drop in natural gas demand
of over 2 percent. Prices have subsequently
recovered owing to strong demand and supply
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2014 2015 2016 2017 2018 2019 2020

18.30 64.79 55.05 68.09 87.01 75.96 51.91
96.47 81.62 7937 8375 85.22 81.68 84.10
101.88 87.86 87.46 86.98 86.69 83.31 8713
101.77 93.95 91.29 8311 79.09 7613 80.38
106.02 88.46 89.63 90.20 90.45 86.98 92.48
106.35 84.36 88.27 87.57 85.01 77.46 89.79
104.08 87.06 80.69 80.55 88.76 88.96 93.06
107.33 9513 99.50 102.41 9913  97.71 95.49
91.91 83.29 80.25 8111 81.43 78.05 77.55
101.47 98.40 7771 74.26 82.50 81.38 73.20
84.79 66.94 62.97 7820 8251 7836 7915
10112 90.64 97.45 97.84 9717 105.44 133.54

outages primarily in response to cold weather
in large markets, including the US, Europe, and
Asia and Japan.

Figure 3.10 | Crude oil prices: 2015 - Apr 2021

90 4

— Crude oil, average = Brent

Dubai

Source: World Bank, Department Prospects Group

Australian and South African coal prices
increased by 30.5 percent and 20.7 percent in
the first quarter of 2021 to USD 89.5 and USD
86.8 per metric tons on average, respectively.
However, in 2020 demand for coal fell by nearly
5 percent as a result of economic slowdown,
shifting to renewable energy and an increase
in the conversion of coal-fired plants to natural
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gas. These downward trends in demand were
offset by increased capacity in China and India.

Oil prices are estimated to average USD 56 bbl
in 2021, more than one third higher than that in
2020 and are expected to rise to USD 60 bbl
in 2022 with the increased demand owing to
expected economic recovery gains with the
coverage of vaccinations. Natural gas prices
are expected to be stable throughout 2021 and
coal prices are expected to rise by 30 percent
in 2021. Both coal and natural gas prices are
expected to stabilize in 2022.

3.10.2 Agricultural prices

Agricultural commodity prices increased in
2021 driven by the decline in supply for certain
food commodities such as maize and soybeans
and strong demand for animal feed from China.
Grain prices have increased by more than 25
percentin the first quarter of 2021, compared to
the same quarter of 2020 owing to production
shortfalls and increasing feed demand. Maize
production dropped leading to an increase
in price by 25.8 percent to USD 241.6 per
metric ton in the first quarter of 2021. Prices of
commodities such as rice and wheat were also
on the rise. Agricultural prices are forecasted
to, on average, increase of 14 percent in 2021.

3.10.3 Metal prices

The prices of metals fell largely owing to the
pandemic effects, albeit at a lesser degree
in comparison to oil prices. In comparison to
January 2020, metal prices fell by 16 percent in
April 2020. The largest declines are reported in
copper and zinc, which have fallen 15 percent
since January 2020. This significant reduction
in metal prices was attributed to slowdown
in global industrial production, particularly
in China which accounts for more than half
of global metals demand. Further, supply of
metals was also disrupted due to mine and
refinery closures.

Metal prices gradually recovered with the
recovery of economic activities in the second
half of 2020. Prices of zinc (by 11.1 percent to
USD 2,266 per metric ton), lead (by 8.6 to USD
1,825 per metric ton), tin (by 8.2 percent to
USD 17,125 per metric ton) and aluminium (by 5
percent to USD 1,704 per metric ton) declined

whereas prices of iron ore (by 16 percent to USD
108.9 per dry metric ton) and copper (by 2.7
percent to USD 6,174 per metric ton) increased
in 2020 in comparison to 2019.

By March 2021, prices in metal were almost 70
percent higher than their troughs in April 2020
with copper, tin, and iron ore prices reaching
10 year highs. Price increases are attributable
to strong demand in China, global economic
recovery, supply disruptions and a weaker US
dollar.

3.11 Look forward within the Sri Lankan
context

With the vaccination drive across the globe, it is
expected that the economic conditions around
the world would improve in 2021 as indicated
by the projections. However, the uncertainties
associated with the pandemic persist with
new variants of the virus emerging and many
countries in the world plunging into the third
wave of the pandemic. The growth scenario
will thus heavily depend on the responsiveness
of the vaccines to the new variants. The IMF
projects a rapid recovery of 6 percent in 2021
and 4.4 percent in 2022.

Further, as the pandemic has sharpened the
economic inequalities that exist in the world
today, the ability of countries to emerge
from the pandemic would also depend on
equal access to new medical and scientific
discoveries made in relation to the pandemic
by all countries in the world. This reflects
that promoting inclusive and equitable
growth is essential for a resilient economic
recovery. This implies the need for economic
resilience measures with new fiscal and debt
sustainability frameworks, societal resilience
with universal social protection schemes
and climate resilience with investments that
ensures environmental protection.

Along with the rest of the World, Sri Lanka is
geared towards a strong economic recovery in
the near term to medium term while mitigating
the risks imposed by the pandemic through a
rapid vaccination programme.
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4.1. Overview

Given that the economic activities were
subdued as reflected in the consistently low
growth trajectory of the last few years, the high
tax rates and frequent changes in the tax policy
have not helped. As such, having reviewed
inherent weaknesses in the tax system,
the Government introduced a simplified,
transparent and efficient tax system creating an
enabling environment for consumers, working
population and entrepreneurs and tax paying
community in the latter part of 2019 to regain
the decelerated economic activities. However,

Table 4.1 | Summary of Government revenue
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the economic activities as anticipated at the
beginning of the year did not occur due to
the impact of the COVID-19 pandemic which
affected Sri Lanka in March 2020 resulting in
the revenues as envisaged not being realized.
Amidst such challenges confronted both in the
domestic and international environment, the
government revenue and grants amounted to
Rs. 1,373.3 billion, which is 90 percent of the
estimated revenue of Rs. 1,528 billion in 2020,
of which included tax revenue of Rs. 1,216.5
billion, non-tax revenue of Rs. 151.4 billion and
grants of Rs. 5 billion.

Rs. Million

Item 2017 2018 2019 2020 @

Total Revenue and Grants 1,839,562 1,932,459 1,898,808 1,373,308

Total Revenue 1,831,531 1,919,974 1,890,899 1,367,960

Tax Revenue 1,670,178 1,712,318 1,734,925 1,216,542

Income Tax 274,562 310,449 427,700 268,249

Taxes on Goods and Services 1,025,799 1,061,751 975,557 586,650

Taxes on External Trade 369,817 340,117 331,668 361,643

Non Tax Revenue 161,353 207,656 155,974 151,417

Grants 8,031 12,485 7,909 5,348
As a % of GDP

Revenue and Grants 13.8 13.5 12.6 9.2

Total Revenue 13.7 13.4 12.6 9.1

Tax Revenue 12.5 12.0 11.6 8.1

Non Tax Revenue 1.2 1.5 1.0 1.0

Grants 0.1 0.1 0.1 0.04

Source: Department of Fiscal Policy

@ Provisional

Revenue collected from income tax and taxes
on goods and services such as Value Added
Tax (VAT), Excise Duty on motor vehicles and
Petroleum declined in 2020. However, tax
revenue from liquor and cigarettes increased
by 4.8 percent and 8.0 percent, respectively.
The total revenue and grants declined to 9.2
percent of GDP in 2020, compared to 12.6
percentin 2019, due to the economic slowdown
that continued into 2019 aggravated by the
Easter Sunday Attack of April 2019, the impact
of the COVID-19 pandemic and its related
measures including lockdowns, and curtailment
of imports warranted by the pressures on the
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foreign exchange. The initial impact of the
policy measures introduced to rationalize and
simplify the tax structure where certain rate
reductions and removal of taxes was reflected
in the government revenue collections.

The share oftax revenue to the total government
revenue was 88.9 percent in 2020. Meanwhile,
the non-tax revenue declined marginally by
2.9 percent to Rs. 151.4 billion in 2020 from Rs.
156.0 billion in 2019 due mainly to the income
drop in income from fees and charges and
profits and dividends of State Owned Business
Enterprises (SOBEs).
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Table 4.2 | Estimated and actual revenue - 2020

Item
Total Revenue

Tax Revenve
Department of Inland Revenue
Tax on Income and Profit
VAT - Domestic (Net)
Nation Building Tax (Domestic)
Other
Sub Total
Department of Customs
Import Duty
VAT - Imports (Net)
Nation Building Tax (Import)
PAL
Cess Levy
ESC
Special Commodity Levy & Other
Excise (Special Provisions)
Cigarettes
Petroleum
Motor Vehicles & other
Sub Total
Department of Excise
Liquor/Tobacco
Sub Total
Other
Telecommunication Levy
License Tax & Other
Sub Total

Non - Tax Revenue

Source: Department of Fiscal Policy
@ provisional

The Government has provided mainly two fiscal
stimulus packages so far to revive economic
activities benefiting consumers, working
community, entrepreneurs including SMEs
and tax paying community: (i) simplification
of the tax system was introduced after the
Presidential Election held in November 2019
to spur investment and consumption which
includes the removal of certain taxes such
as NBT, Economic Service Charge (ESC) and
DRL, reduction of VAT rates from 15 percent
to 8 percent except financial services and
Telecommunication Levy (TL) from 15 percent
to 11.25 percent while rationalizing corporate
and non-corporate tax structure; and (i)
comprehensive tax policy package introduced

Rs. Million

Estimated Actual @ Deviation
1,520,000 1,367,960 -152,040
1,358,000 1,216,542 141,458
323,900 268,204 -55,696
161,000 148,061 -12,939
2,800 2,036 764
7,403 6,803 -600
495,103 425,104 -69,999
140,000 114,183 -25,817
80,000 85,725 5,725
200 315 115
115,000 115,442 442
50,000 49,309 -691
100 45 5
99,560 83,513 -16,047
225,000 200,943 24,057
105,000 94,345 -10,655
65,000 53,111 -11,889
55,000 53,487 -1,513
709,860 649,471 -60,386
130,035 121,029 -9,006
130,035 121,029 -9,006
15,000 13,130 -1,870
8,002 7,805 -197
23,002 20,935 -2,067
162,000 151,417 -10,583

with the Budget 2021 enabling the introduction
ofacomposite tax of Special Goods and Services
Tax (SGST), granting tax exemptions and tax
holidays and strengthening tax administration.

4.2. Revenue policy measures - 2020

The Government introduced bold policy
measures to transform the tax structure of
the country to a simplified, transparent and
efficient system in the latter part of 2019, as
further strengthened in the Budget Speech
2021 while encouraging self-compliance and
strengthening IT supported tax administration.
The government announced that the tax
reforms introduced will remain unchanged for
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a period of 5 years, providing the much needed
policy certainty, facilitating the economy to
accelerate from the continuous low growth
trajectory experienced in the last few years.
The key tax and non-tax policy measures are
detailed in Box 4.1.

Tax policy reforms

Facilitating tax payers furtherand making the tax
administration more efficient, in addition to the
simplification of the tax system implemented in
December 2019/January 2020, Budget Speech
2021 announced a series of tax proposals
providing an impetus to the economy.

o TheGovernmenthasproposedtointroduce

an online-managed composite tax, SGST
in lieu of various taxes and levies on liquor,
vehicles, cigarettes, telecommunication
and betting and gaming to improve the
efficiency of tax collection.

To encourage the movement of
undisclosed funds into the formal sector,
a new tax of 1.0 percent of the value of the
investment is to be introduced on both
domestic and foreign undisclosed funds
and property.

While increasing the threshold for the
personal income tax, expenditure on
education, contributions to pension
schemes and medical insurance, payments
of housing loan interest and investments
in equity and government securities, was
considered as specified expenditures
up to a maximum of Rs. 1.2 million to be
deducted from the assessable income
with a view to encouraging investments
andsavings.Atthe sametime, toencourage
green investments, expenditures on solar
panel installations up to a maximum of
Rs. 600,000 per annum, was allowed as a
deductible expenditure in calculating the
individual income tax.

To encourage investments by non