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SRI LANKA AT A GLANCE 2015 - 2017

2015 2016 2017 (a) 2015 2016 2017(a)
GDP TOTAL GOVERNMENT DEBT (Rs. Bn) 8,503 9,387 10,313
GDP at Market Prices (Rs.Bn.) 10,951 11,907 13,289 Total Government Debt (Percent of GDP)) 777 78.8 77.6
GDP at Market Prices (US$ Bn.) 80.6 81.8 87.2 Domestic (Percent of GDP ) 453 449 421
Per Capita GDP at Market Prices (Rs.) 522,304 561,560 619,729 Foreign (Percent of GDP') 324 34.0 35.5
Per Capita GDP at Market Prices (US$) 3,842 3,857 4,065 Total Debt Service (Percent of GDP) 12.0 114 121
GDP (Growth %) 5.0 45 3.1
GNP (Growth %) 4.8 43 3.1 PROVINCIAL BUDGET
;%fllgii;’go' CRIAN G e D) 0.6 41 82 Revenue (Rs.Bn) 66.1 793 863
g‘f:::;z) SIS ARSI pesarurel 22 40 6.6  Tax Revenue (Rs.Bn) 59.5 69.6 76.0
Unemployment (%) 47 44 42 Expenditure (Rs.Bn) 267.7 273.6 286.0
Labour Force Participation Rate (%) 53.8 53.8 54.1 Central Government Transfers (Rs.Bn) 201.6 196.5 200.9
STRUCTURE OF THE ECONOMY g&iﬁgﬁi}gﬂa&TOR
Share of GDP (%) Narrow Money (Rs.Bn.) 743 777 793
Agriculture 7.7 7.1 6.9 Broad Money (Rs.Bn) 51588 5,406 6,308
Industry 26.2 26.6 26.8 Money Growth (M2b) (%) 17.8 18.4 16.7
Services 56.6 56.7 56.8
Tax-Subsidier 9.5 9.6 U5
Sectoral Growth (%) ACCESS TO BANKING & FINANCE
Agriculture 47 -3.8 -0.8 Domestic Commercial Banks 13 13 13
Industry 22 5.8 3.9 Branches 2,694 2,788 2,816
Services 6.0 47 3.2 Foreign Commercial Banks 12 12 12
Branches 53 53 53
EXTERNAL TRADE Specialized Banks 7 7 7
Exports (US$ Mn.) 10,546 10,310 11,360 Branches 624 683 691
Imports (US$ Mn.) 18,935 19,183 20,980
Trade Balance (US$ Mn.) -8,388 -8,873 9,619 ATMs
Tourism (US$ Mn.) 2,981 3,518 3,925 Domestic Commercial Banks 3,208 3,475 4,026
Worker's Remittances (US$ Mn.) 6,980 7,242 7,164 Foreign Commercial Banks 49 56 57
Current Account Balance (US$ Mn) -1883 -1,742 -2,309 Specialized Banks 295 320 333
Overall Balance of Payment (US$ Mn) -1489 -500 2,068
GOVERNMENT FINANCE Insurance Companies 28 29 27
Revenue ( Rs.Bn) 1455 1,686 1,832 Registered Finance Companies 46 46 45
Tax Revenue (Rs.Bn) 1356 1,464 1,670 Specialized Leasing Companies 7 7 6
Non -Tax Revenue (Rs.Bn) 99 222 161 Student Savings Units 3,045 2,583 2,667
Revenue (US$ Mn.) 10,702 11,580 12,013  Credit Cards Issued 198,843 264,058 290,264
Tax Revenue (US$ Mn) 9,973 10,053 10,955 Credit Cards in Use 1,145,055 1,315,915 1,486,545
Non Tax Revenue (US$ Mn) 729 1,527 1,058
Total Expenditure and Net Lending (Rs.Bn) 2,290 2,334 2,573 EXCHANGE RATES
Current Expenditure (Rs.Bn.) 1,702 1,758 1,928 Annual Average
Public Investment (Rs.Bn.) 603 594 657 Rs/US$ 135.94 145.60 152.46
g,‘;zg‘\ttﬁfgsg; Balance / 23 06 07  Rs/SDR 19016 20239 21149
Primary Deficit/ (Percent of GDP) -2.8 -0.2 0.0
Budget Deficit / (Percent of GDP) -7.6 -5.4 -5.5 Year End
Total Expenditure and Net Lending 16,848 16029 16,877 Rs/US$ 14406 14980 15285
(US$.Mn)
Current Expenditure (US$ Mn.) 12,518 12,073 12,644 Rs/SDR 199.63 201.38 217.69
Public Investment (US$ .) 4,434 4,080 4,312
Budget Deficit (US$ Mn.) -6,102 -4,398 -4,811

(a) Provisional



SRI LANKA AT A GLANCE 2015 - 2017

2014 2015 2016 2017 (a)
Duty free items 3,410 Duty free items - Raw Materials 3,922 3,938 4,064
5% Duty - 5% Duty - 2 2
7.5% Duty 188 10% Duty - 9 9
15% Duty 1,601 25% Duty - 25 25
25% Duty 1,450 15% Duty Intermediate Goods 1,324 1,309 1,534
30% Duty - 30% Duty Luxury Goods & Motor Vehicles 1,457 1,430 1,454
75% Duty 3 75% Duty Tobacco 8 3 3
85% Duty 1 85% Duty Cigarettes 1 1 1
100% Duty - 125% Duty Liquor 5 B 5
125% Duty 5 Specific Food Items (84) & Local Industries 67 65 85
Specific 84 Specific & Advelorum 186 255 256
Specific & Advelorum 184
Total 6,926 Total 6,965 7,042 7,438
2015 2016 2017 (a) 2015 2016 2017 (a)
SOCIAL DEVELOPMENT ACCESS TO BASIC INFRASTRUCTURE
Mid Year Growth of Population (%) 0.9 1.1 1.1 Electricity to Households (%) 98.5 99.3 n.a

Access to Pipe-borne Water

Life Expectancy at Birth (2014/2015) 74.9 75.0 75.0 (% of Population) 45.9 47.7 49.2
Infant Mortality Rate Access to Safe Drinking Water
(Per 1,000 Live Births) (2015) 85 - ™4 (9 of Population) 897 888 895
Maternal Mortality Rate
(Per 100,000 Live Births) na e e
Crude Birth Rate (per 1,000 persons) 16.0 15.6 15.2 Telecommunications
ST DI S 63 62 6.5 Fixed Access Services ( '000) 2,601 2,550 2,603
(per 1,000 persons)
Literacy Rate - (%) (c) (C%%‘(;)lar Phones (No. of Subscribers) 24,385 26,228 28,199
Average 933 932 93 Internetand email Subscribers (Including 4,091 4,921 5,904
mobile internet services) ('000)
Male 94.2 94.1 94.1
Female 92.6 92.4 92.2 Postal
Computer Literacy Rate (%) (b) 26.6 275 28.3 Public Post Offices 4,063 4,062 4,062
Dependency Ratio (%) 6 1150 11.76 494 Private Post Offices 629 629 628
years and over)
MOTOR VEHICLE IMPORTS Roads
Motor Cars 108,866 45,172 39,182 Total Road Length (Km) 12,380 12,380 12,380
Motor Cycles 349,441 340,129 344,380 Road Density (Km2) 0.19 0.19 0.19
Three-Wheelers 132,865 56,945 23,537
Tractors 14,233 13,947 13,049 Ports
Motor Vehicles for Transport of Goods 44,218 32,158 25,431 Vessels Arrived 4,728 4,998 4,879
Passenger Van and Buses 4,687 2,685 3,331 Total Container Traffic ('000 TEUs) 5,185 5,735 6,209
Other 510 948 772 Total Cargo Handled ('000 MT) 77,579(d) 86,519 93,857
q Transshipment Containers Handling
Total Vehicle Stock (000 TEUSs) 3,967 4,435 4,826
Motor Cars 672,502 717,674 756,856
Three-Wheelers 1,059,042 1,115,987 1,139,524 Production of Agriculture Sector
Motor Cycles 3,359,501 3,699,630 4,044,010 Tea (MnKg) 329 293 308
Buses 101,419 104,104 107,435 Rubber (Mn Kg) 89 79 83
Dual Purpose Vehicles 365,001 391,888 408,630 Coconut (Mn Nuts) 3,050 3,011 2,450
glo":;z Vehicles for Transport of 341,911 374069 382758 Paddy (1000 MT) 4,819 4,420 2,383
Land Vehicles - Tractors 343,339 352,666 361,487 Fresh Milk (Mn Ltr.) 374 384 396
Land Vehicles - Tailors 59,426 63,088 67,316 Fish ('000 MT) 520 531 531

(b) During first 06 months
(c) Based on Quarterly Labour Force Survey, DCS -2013,2014,2015,2016
(d) Excluding KKS, Myliddy, Point of Pedro and Karraynagar Ports.



SRI LANKA AT A GLANCE 2015 - 2017

2015 2016 2017 (a) 2015 2016 2017 (a)
ACCESS TO BASIC NEEDS PRINT MEDIA
HEALTH Newspapers (No.) 223 218 167
Public Hospitals 610 610 612 Sinhala 131 136 116
Private Hospitals 217 225 181 Tamil 39 38 24
Primary Medical Care Units 475 475 506 English 43 44 27
Beds* 76,781 76,829 76,774 ELECTRONIC MEDIA
Television Services 19 24 22
PROFESSIONALS Government 5] 5 5
Doctors* 19,429 20,458 20,575 Sinhala 2 2 2
Nurses* 32,272 32499 33,363 Tamil 2 2 2
Public Health Inspectors (PHI) 1,664 1,729 n.a. English 1 1 1
Attendants 8,689 8,268 8,562 Private 14 19 17
Midwives 9,021 8,842 n.a. Sinhala 9 13 12
Tamil 2 B 2
English 8 8 2
EDUCATION China - - 1
Government Radio Services 54 52 55
Schools 10,144 10,162 10,194 Government 18 18 21
Students ('000) 4,129 4,143 4,166 Sinhala 12 12 12
Teachers 236,999 235,999 241,018 Tamil 5 5
Private English 1 2
Schools 104 105 106 Arabic - - 1
Students ('000) 136 136 139 Hindi - - 1
Teachers 7,075%*  6,872**  7039** Private 36 34 34
Pirivenas Sinhala 22 20 21
Schools 749 754 753 Tamil 4 4 3
Students ('000) 65 66 62 English 10 10 9
Teachers 6,776 6,503 6,335 China - - 1
INSTALLED CAPACITY (MW)
Total 3,847 4,018 4,138
WOMEN PARTICIPATION Public Sector 2,884 2,891 2,891
Women Population ('000) (e) (£) 8,245 8,384 8,552 Hydro Power 1,377 1,384 1,384
Employed Women ('000) 2,987 2,798 2,929 Thermal Power 1,504 1,504 1,504
Women Participation in the Labour 359 35.9 36.6 Fuel 604 604 604
Force (%)
Women in the Public Service ('000) 529 498 528 Coal 900 900 900
Unemployed Women (%) 7.6 7.0 6.5 Other B 8 3
Private Sector 963 1,127 1,248
Hydro Power 307 342 353
CAPITAL MARKET Thermal Power - Fuel 511 611 689
Market Capitalization (Rs.Bn) 2,938 2,745 2,899 Other 145 174 206
Average Daily Turnover (Rs.Mn) 1,060 737 915 POVERTY (2016)
All Share Price Index (ASPI) 6,895 6,228 6,369 Poverty Head Count Index n.a n.a 4.1(g)
1985=100
S&P SL 20 Index (2004 =1,000) 3,626 3,496 3,672 Poverty Gap Index (%) n.a. na.  0.6(g)
Market Price Earnings Ratio- End of 18.0 124 10.6 Gini Coefficient of Per Capita n.a. na. 0.39(g)
the Year (%) Expenditure
Turnover to Market Capitalization (%) 8.6 6.2 7.8 Average Daily kilo Calorie Intake n.a na. 2095(g)

* Government

** Including Special School Teachers and Excluding International Schools Teachers

(e) Women Population estimates were calculated based on final results of the Census of Population and Housing 2012

(f) 15 years and over population

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



SRI LANKA AT A GLANCE 2015 - 2017

GOVERNMENT TAX RATE (%)

2014 2015 2016 2017
Tax Free Allowances Rs. 500,000 Rs. 500,000 Tax Free Allowances Rs. 500,000 Rs. 500,000
Tax on Taxable income Tax on Taxable income (h)
First Rs. 500,000 4 4  Next Rs. 500,000 4 4
Next Rs. 500,000 8 8 Next Rs. 500,000 8 8
Next Rs. 500,000 12 12 Next Rs. 500,000 12 12
Next Rs. 500,000 16 16 Next Rs. 500,000 16 16
Next Rs. 1,000,000 20 20  Next Rs. 1,000,000 20 20
Balance 24 24  Balance 24 24
As at end As at end
2015 2016 2017 2015 2016 2017
Corporate Tax (%) Excise Duty
Standard Rate 28 28 28 Cigarettes (Rs. Per 1,000)
Liquor & Tobacco 40 40 40 Length below 60mm 6,975 11,675 11,675
Taxable Income less than Rs.5.0 Mn. (i) 12 12 12 Length 60-67mm 12,675 17,375 17,375
Export Income (j) 12 12 12 Length 67-72mm 14,660 20,500 20,500
Economic Service Charge (ESC) Length 72-84mm 23,750 30,500 30,500
ESC Rate (%) 0.25 0.5 0.5  Length Exceeding 84mm 27,240 34,250 34,250
(Any ESC Paid is Deductible from any Income Tax/ Corporate
Tax Payable)
Value Added Tax (VAT) (%) Liquor Duty Structure ( Rs. Per Proof Liter)
Standard Rate 11 15 15 Coconut Processed/Molasses 159 1,850 3,300
Arrack
Exports 0 0 0 Country Made Foreign Liquor 1,860 2,030 3,300
Nation Building Tax (NBT) (%) 2 2 o  Malt Liquor (Beer) above 5% in 245 315 2,400
Strength
Ports and Airports Development 5 75 75 Malt Liquor (Beer) less than 5% 190 190 2,400
Levy (%) in Strength
Telecommunications Levy % Liquor made from any cereal
(other than Internet) e & e other than toddy A 1,120 e
Share Transaction Levy (%) 0.3 0.3 0.3 Imported Malt Liquor - 50 50
CUSTOMS DUTY (%) Imported Wine - 100 100
Inputs / Raw Material 0 0 0 Any other imported Liquor - 200 200
Intermediate Goods 15 15 15
Finished and Luxury Goods 30 30 30
SOCIAL & ECONOMIC DEVELOPMENT BY INTERNATIONAL RANKING (2017)
Index Name No of Sri Lanka India Bangladesh ~ Bhutan Maldives Nepal Pakistan
Countries
Prosperity index 149 58] 100 111 N/A N/A 89 137
Competitiveness Index 137 71 39 106 97 N/A 98 122
Human Development index 179 73 131 139 132 105 144 147
Global Hunger index 119 84 100 88 N/A N/A 72 106
Global Innovation index 127 90 60 114 N/A N/A 109 113
Corruption Perception index 180 91 81 143 26 112 122 117
Doing Business index 190 111 100 177 75 136 105 147
World Happiness index 156 116 133 115 97 N/A 101 75
Economic Freedom index 180 122 143 128 107 157 125 141
Logistics Performance index (2016) 163 N/A 35 87 135 104 124 68

(h) Taxable Income has been revised effect from 2018.04.01

(i) From 2018.04.01 has been abolished
(j) From 2018.04.01 onwards has been revised to 14%
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Macro-Fiscal Perspectives









Chapter 01 | Developments in Fiscal Policy, Strategy, and Challenges

1.1 Overview

Government’s initiatives undertaken to bolster
tax revenue and rationalize non-interest
recurrent expenditure helped sustain the fiscal
consolidation stance despite headwinds in
2017. Government’s attempts to rationalize
expenditure were challenged by the rise in
interest expenditure and unanticipated expenses
due to the damage caused by inclement weather.
Nonetheless, a notable turnaround was observed
in government revenue which was falling
for decades. The upward shift observed in
government revenue in 2015 assisted by several
policy initiatives carried the momentum through
2017 with slight moderation.

Chart 1.1 | Government Revenue (% of GDP)

24 4
22 A
20 4
18 4
16 4
141 \/\126
12 A /v

10

Tax Revenue Total Revenue

The major realization in fiscal operations in 2017
was the surplus recorded in the primary balance
after decades'. Even if the surplus is relatively
small in 2017 (about 0.02 percent of GDP), its
path of convergence towards a surplus is quite
significant given the historical context, and such
surplusis projected to getbigger over the medium-
term. A primary surplus which formulates a
major part of government’s fiscal strategy is the
linchpin of the government’s efforts towards
achieving public debt sustainability over the
medium- to long-run. A primary surplus within
a deficit budget implies that the government
revenue can service a part of interest expenditure,
hence, debt servicing would not entirely depend
on borrowed funds, signalling a deceleration in
government debt accumulation over time.

Government fiscal operations in 2017 met with
multiple challenges due to slower than expected

T Government fiscal operations in the post-independence economy recorded a
primary surplus in three occurrences, i.e., in 1954, 1955, and 1992 recording at
1.2 percent, 1.9 percent, and 0.05 percent of GDP, respectively.
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economic growth and the delay in implementing
several revenue measures. Weather-related
supply shocks dampened the growth prospects
in 2017 resulting in a below potential economic
growth of 3.1 percent. Introduction of new Inland
Revenue Act which aimed at simplifying and
broadbasing the income tax was delayed from
the initially expected timeline of March 2017
to October 2017, and it came into effect from
April 2018. Meanwhile, the fiscal cost associated
with weather-related supply shocks due to
floods and drought burdened the expenditure
rationalization measures.

The ratio of tax revenue to GDP rose modestly
by 0.3 percentage point to 12.6 percent in 2017,
helped mainly by revenue from taxes on goods
and services due to amendments introduced
in the tax system. Non-tax revenue moderated
in 2017 from a high base in 2016, resulting in
total government revenue being recorded at
13.8 percent of GDP in 2017, compared to 14.2
percent of GDP in 2016. Measures to rationalize
government expenditure helped contain the non-
interest recurrent expenditure while reorientation
of public investments provided more funds for
capital expenditure in priority areas in 2017.
Hence, government expenditure was recorded
at 19.4 percent of GDP in 2017, compared to 19.6
percent of GDP in 2016.

Chart 1.2 | Revenue, Expenditure and Budget Balance
(% of GDP)

13.0 2
) 122 12.0 116

2010 2011 2012 2013 2014 2015 2016 2017 Prov.

= Budget Deficit =——Revenue & Grants Expenditure

In spite of various downside risks to government
fiscal operations, the fiscal deficit was curtailed
at 5.5 percent of GDP in 2017, mainly assisted
by favorable tax revenue and expenditure
performance. However, it was marginally
high compared to 5.4 percent of GDP in 2016.
Meanwhile, government’s current account
deficit increased marginally to 0.7 percent of
GDP in 2017, from 0.6 percent of GDP in 2016,
due mainly to a rise in interest payments to 5.5
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percent of GDP in 2017 compared to 5.1 percent
of GDP in 2016.

Chart 1.3 | Major Fiscal Balances (% of GDP)
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Table 1.1 | Government Fiscal Operations (a)

Despite the marginal increases in the budget
deficit and current account deficit in 2017, these
balances show a notable downward adjustment
on average over the Such
improvements in the deficit in the overall balance

recent years.

and the current account, along with the surplus
in primary balance will lend credible support to
the fiscal consolidation stance of the government.
The outstanding central government debt fell to
77.6 percent of GDP as at end 2017, compared to
78.8 percent of GDP at end 2016, reflecting the
relatively low nominal growth of outstanding
debt compared to the growth of nominal GDP.
Fiscal consolidation envisaged in the government
fiscal strategy would ensure a steady reduction
of government debt over the medium-term.

2014 2055 2006 207 2014 2055 2006 20V
(Prov.) (Prov.)
Rs. Bn % of GDP
Revenue & Grants 1,205 1,461 1,694 1,840 11.6 13.3 14.2 13.8
Revenue 1,195 1,455 1,686 1,832 11.5 13.3 14.2 13.8
Tax Revenue 1,050 1,356 1,464 1,670 10.1 124 12.3 12.6
Income Tax 198 263 259 275 1.9 24 2.2 2.1
Taxes on Goods & Services 616 804 842 1,026 59 7.3 7.1 7.7
Taxes on External Trade 236 289 363 370 2.3 2.6 3.0 2.8
Non-Tax Revenue 145 99 222 161 14 0.9 1.9 1.2
Grants 9 6 7 8 0.1 0.1 0.1 0.1
Expenditure 1,796 2,290 2,334 2,573 17.3 20.9 19.6 194
Recurrent Expenditure 1,323 1,702 1,758 1,928 12.8 15.5 14.8 14.5
Salaries & Wages 441 562 571 589 4.3 5.1 4.8 44
Goods & Services 128 184 151 146 1.2 1.7 1.3 1.1
Interest 436 527 611 736 4.2 4.8 5.1 5.5
Subsidies & Transfers 318 428 425 458 3.1 3.9 3.6 34
Capital Expenditure and Net Lending 473 589 576 645 4.6 5.4 4.8 49
Public Investments 487 603 594 657 4.7 5.5 5.0 49
Other (14) (14) (18) (12) (0.1) 0.1) (0.2) 0.1)
Current Account Balance (128) (247) (72) (96) (1.2) (2.3) (0.6) (0.7)
Primary Balance (155) (302) (29) 2.1 (1.5) (2.8) (0.2) 0.02
Overall Fiscal Balance (Budget Deficit) (591) (830) (640) (733) (5.7) (7.6) (5.4) (5.5)
Deficit Financing 591 830 640 733 57 7.6 5.4 515
Foreign Financing (Net) (b) 316 369 392 439 21 2.2 3.3 3.3
Domestic Financing (Net) 276 460 248 294 3.7 5.4 2.1 2.2

(a) Based on the economic classification of government fiscal operations.
(b) Includes treasury bonds and treasury bills issued to foreign investors.
Source: Fiscal Policy Department

1.2 Fiscal Performance in 2017

Government Revenue

Government revenue which comprises tax
revenue and non-tax revenue recorded at
12.6 percent of GDP and 1.2 percent of GDP,
respectively, totaling 13.8 percent of GDP in 2017.

Taxrevenue in 2017 increased from 12.3 percent of

GDPin 2016, yet, such revenue increase fell below
the expectations because the implementation
delay in the new Inland Revenue Act and
slowdown of economic activity weighed on the
income tax collection. Non-tax revenue ratio
decreased in 2017 from a high base of 1.9 percent
of GDP in 2016 where large profit and dividend
transfers from State-Owned-Enterprises took
place. Such reduction in non-tax revenue drove
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total government revenue marginally down in
2017, compared to 14.2 percent of GDP in 2016.
Nonetheless, government revenue marked an
year-on-year increase of 8.6 percent in nominal
terms compared to 2016.

Chart 1.4 | Government Revenue (% of GDP)
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The increase of government tax revenue can be
mainly attributed to the rise in VAT collection by
nearly 1 percentage point to 3.3 percent of GDP
following the VAT amendment implemented in
November 2016. Meanwhile, the major individual
tax component - excise collection - moderated
amidst weak excise collections due to a sharp
drop in the volume of liquor and tobacco sales,
despite the increase of excise collection on import
of motor vehicles and petroleum oil. Further,
other major tax components such as income tax
and import duties recorded a decline in 2017 over
2016, reflecting the impact of modest economic
growth.

Chart 1.5 | Major Components of Tax Revenue (% of GDP)
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Government Expenditure

Government expenditure which comprises
recurrent and capital expenditure (including
net lending to government institutions) was
14.5 percent of GDP and 4.9 percent of GDP
respectively, in 2017. In comparison to 2016, the
ratio of recurrent expenditure to GDP decreased
from 14.8 percent of GDP, while capital
expenditure (and net lending) increased from 4.8

MINISTRY OF FINANCE, SRI LANKA | ANNUAL REPORT 2017

percent of GDP. Such rationalization of recurrent
expenditure is noteworthy amidst a sizable
fiscal cost incurred in 2017 on account of natural
disasters amounting to an estimate of over 0.3
percent of GDP which included both relief and
reconstruction measures. Total government
expenditure moderated to 19.4 percent of GDP
in 2017 from 19.6 percent of GDP in 2016, and
in nominal terms, it recorded an year-on-year
increase of 10.2 percent in 2017.

Chart 1.6 | Government Expenditure (% of GDP)
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Rationalization of recurrent expenditure is
reflected in all major components of non-interest
expenditure. As such, non-interest recurrent
expenditure as a ratio of GDP moderated by
0.7 percentage point to 9.0 percent in 2017.
Particularly, recurrent expenditure on goods and
services decreased even in nominal terms over
the previous year.

Chart 1.7 | Major Components of Government Expenditure
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Budget Deficit and Financing

Government expenditure in excess of revenue
and grants resulted in a deficit of 5.5 percent
of GDP in 2017, marginally high compared to
5.4 percent of GDP in 2016. Despite the fall in
government expenditure from 19.6 percent
in 2016 to 19.4 percent of GDP in 2017, budget
deficit rose in 2017 over the previous year due to
a decline in non-tax revenue by 0.7 percentage
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point of GDP in 2017 compared to 2016. Budget
deficit warranted financing which was mainly
sourced from borrowings, while proceeds from
the long-term lease of Hambantota port also
financed a part of budget deficit about 0.3 percent
of GDP. Deficit financing from foreign sources,
including the treasury bills and treasury bonds
issued to foreigners accounted for 60 percent of
total financing in 2017.

Government Debt and Debt Servicing

The rise in the relative share of outstanding
foreign debt gathered momentum in the recent
years, while the reduction of the share of
domestic debt contributed to consolidate the
central government debt. As such the outstanding
balance of central government debt decreased by
1.2 percentage points of GDP to 77.6 percent at
end 2017, compared to 78.8 percent recorded at
end 2016. Domestic debt at the end of 2017 was
lower by 2.7 percentage points of GDP compared
to end 2016, while foreign debt increased by
1.5 percentage points of GDP resulting in an
overall decline in the outstanding debt level.
Consequently, outstanding domestic debt which
stood at 44.9 percent of GDP at end 2016 fell
to 42.1 percent of GDP at end 2017, while the
outstanding foreign debt rose to 35.5 percent of
GDP at end 2017 from 34.0 percent of GDP at end
2016.

Chart 1.8 | Outstanding Central Government Debt (% of GDP)
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The ratio of government debt service payments
to government revenue shows a downward
trend since 2009. In 2017, government debt
service payments accounted for 87.5 percent of
government revenue, which is considerably low
compared to 124.7 percent in 2003 and 118 percent
in 2009. However, compared to 2016 the ratio has

somewhat worsened, reflecting the impact of
relatively higher nominal growth of debt service
payments by 18.5 percent over the previous year,
and moderate growth of government revenue in
2017 by 8.6 percent in nominal terms over 2016.
Larger debt service payments in 2017 reflect both
in interest payments which grew by 20.4 percent
year-on-year, and debt repayments which
recorded an increase of 17.0 percent in 2017 over
2016.

Chart 1.9 | Government Debt Servicing
(% of Government Revenue)
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Government debt service payments amounted to
12.1 percent of GDP in 2017, inched up from 11.4
percent in 2016. Of total debt service payments,
debt repayments accounted for 6.5 percent of
GDP in 2017, while interest payments accounted
for 5.5 percent of GDP. Meanwhile, domestic
debt service payments accounted for over three-
fourth of total debt service payments, recording
at 9.1 percent of GDP, which comprises 4.8
percent of debt repayments and 4.3 percent of
interest payments.

Chart 1.10 | Debt Servicing and Government Revenue
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1.3 The Government’s Fiscal
Strategy

Government’s fiscal strategy is driven by the
objectives of achieving further stabilization of
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the economy, efficient reallocation of resources,
and effective redistribution of income, by
means of managing the level and composition
of government spending and revenue, and the
related accumulation of government assets and
liabilities.

Within the context of the broader framework
of Government’s fiscal strategy, the medium-
term fiscal framework is formulated with a
view to furthering fiscal consolidation efforts
through a sustainable reduction of the fiscal
deficit and public debt while enhancing
revenue mobilization®. In order to facilitate the
Government’s fiscal strategy various reform
initiatives were undertaken in such areas as
taxation policy and administration, expenditure
management, government debt management,
reforms in state-owned-enterprises, public
finance and procurement management, among
others.

Most notable such initiatives include the
enactment of new Inland Revenue Act and
introduction of improvements to revenue
administration measures. In particular, the
new Inland Revenue Act would not only
enhance government revenues but also make
the tax system more equitable, by raising
the share of direct taxes compared to indirect
taxes. Government shows firm commitment
towards improving the direct tax to indirect
tax revenue ratio, from the current level of 16
percent and 84 percent, respectively, in 2017.
Other notable reforms initiatives undertaken in
2017 include the introduction of an Information
Technology Based Commitment Control System
as a major step towards effective public finance
management, signing of Statement of Corporate
Intent (SCI) with major State-Owned-Enterprises,
among others. Because the SCIs are expected to
bring greater transparency in SOEs’ financial
operations, the government intends to expand
the coverage of SClIs to include additional SOEs.
Further, proposed measures to introduce a market
based pricing mechanism for fuel and electricity

2 As required by the Fiscal Management (Responsibility) Act, a Fiscal Strategy
Statement needs to be laid before parliament on the day of second reading of the
appropriation bill. Accordingly, Fiscal Strategy Statement - 2018 was published
on the 6 November 2017, setting out the government’s fiscal policy objectives,
broad strategic priorities, major fiscal measures to be implemented, along with
the targets for major fiscal indicators over the medium-term upto 2021. However,
some information published therein has been updated with the latest available
data.
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would ease pressure on the government arising
from the implicit fuel and electricity subsidies.
Nonetheless, government may need to take
targeted measures to address any adverse impact
of such possible price increases on the most
vulnerable segments of the society. It is expected
that the fiscal cost of such targeted fiscal spending
on the most affected segments would be far below
the savings from the implicit subsidies through
market based pricing structures.

A major priority of the Government's fiscal
strategy is to firmly commit towards effective
redistribution of income through well targeted
transfer schemes. As an initial step, government
activated the Welfare Benefits Board (WBB) in
order to facilitate rationalizing and broadening
the coverage of the various social welfare
schemes. The WBB has already commenced the
creation of a national database, including a social
registry for beneficiaries of welfare schemes,
such as Samurdhi, elderly benefit schemes,
disabled benefit schemes, chronic kidney disease
benefit etc. It is envisaged that the selection
of beneficiaries would be made in a more
transparent and effective manner.

Government’s fiscal strategy places a significant
emphasis on the continuous improvements in
the coverage, timeliness, and periodicity in fiscal
reporting. Initiatives such as quarterly reporting
to Parliament on government expenditure and
income performance, publishing quarterly budget
estimates would strengthen parliamentary
control over public finance while improving the
budget monitoring process. Further, publishing
tax expenditure statements® along with the
budget estimates ensures that Sri Lanka’s budget
documents follow international best practices
with enhanced transparency, while there is
further room for improvement. Moreover,
publishing of non-commercial obligations of
state-owned-business enterprises in the budget
documents for 2018 enabled to recognize the
quasi-fiscal cost of providing public utilities such
as fuel and electricity at below cost recovery
prices, thereby improving transparency of fiscal
reporting.

A tax expenditure statement quantifies the fiscal cost of exclusions, exemptions,
or reductions from the tax base in order to provide a special credit, a preferential
rate of tax, or a deferral of tax liability.
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The success of the government fiscal strategy
reflects heavily on the curtailment of budget
deficit and consolidation of government debt
over the medium-term. As debt repayment
obligations are to rise significantly over the
medium-term, gross financing needs may
increase. Against this backdrop, measures such as
active liability management introduced through
the Active Liability Management Act, No. 8 of
2018 (ALMA) would support government’s
efforts to raise funds in advance, as conditions
become favourable to raise funds with the least
cost for the government.

1.4 Medium-Term Fiscal Outlook

The medium-term fiscal outlook is anchored
around the following: increasing government
revenue to above 17 percent of GDP by 2022;
rationalizing government recurrent expenditure
by way of better targeting, hence, maintained at
around 15 percent of GDP; strengthening public
investment with prioritization of capital projects;
containing the budget deficit to 3.5 percent of GDP
by 2020 through 2022; reducing the government

GDP by 2022 assisted by consolidated primary
surplus over the medium-term. Meanwhile,
the government current account balance is also
expected to record a surplus in 2018 and beyond.

The primary surplus in the government fiscal
operations and the expected rebound of economic
activity along with stable and lower interest rates
backed by tamed inflationary pressures are critical
in continuing the government debt consolidation.
Hence, the major macroeconomic assumptions
over the medium-term include the real GDP
growth gradually to reach around 6 percent by
2022, inflation to stabilize at around mid-single
digit level, balance of payments to improve
helped by faster export growth over imports,
hence, external current account deficit to restrict
atbelow 1.5 percent of GDP, real exchange rates to
adjust to equilibrium levels with more flexibility
predicted in the determination of exchange rates,
government primary surplus to record above 2.5
percent of GDP over the medium-term. Further,
net financing of the budget deficit would need to
strike a balance between domestic and foreign
financing sources, as gross foreign debt servicing
requirements are set to rise over the medium-

debt to a sustainable level, below 70 percent of term.
Table 1.2 | Medium-Term Fiscal Framework (a)
% of GDP
2017 2018 2019 2020 2021 2022
2016 Py A s
Provisional ~ Estimate Projections
Revenue & Grants 14.2 13.8 15.7 15.9 164 17.0 174
Revenue 14.2 13.8 15.6 15.9 16.4 16.9 17.4
Tax Revenue 123 12.6 14.3 14.5 14.9 154 15.7
Non-Tax Revenue 1.9 1.2 1.3 1.4 1.5 1.5 1.6
Grants 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Expenditure 19.6 19.4 20.4 19.8 20.0 20.5 20.9
Recurrent Expenditure 14.8 14.5 15.2 15.0 15.0 15.0 15.1
Interest Expenditure 5.1 5.5 5.8 5.9 5.9 5.9 6.1
Capital Expenditure & Net Lending 4.8 4.9 83 4.9 4.9 83 5.8
Of which Public Investments 5.0 4.9 5.4 4.9 5.0 55 5.8
Current Account Balance (0.6) (0.7) 0.5 0.9 14 1.9 2.3
Primary Balance 0.2) 0.02 1.0 2.0 2.4 2.4 2.6
Overall Budget Balance (5.4) (5.5) (4.8) (3.9) (3.5) (3.5) (3.5)
Deficit Financing 5.4 5.5 4.8 3.9 3.5 3.5 3.5
Foreign Financing 3.3 &3 2.5 1.5 1.6 1.7 1.8
Domestic Financing 2.1 2.2 2.2 2.4 1.9 1.8 1.7
Central Government Debt (% of GDP) 78.8 77.6 77.4 74.8 71.7 69.0 69.0

(a) Projections are based on information as of end Dec 2017
Source: Fiscal Policy Department

1.5 Major Fiscal Challenges

Restraining the Fiscal Deficit: Realization
of the medium-term fiscal strategy is fraught
with numerous challenges. It requires stricter
adherence to envisaged path of primary surplus

while frontloading fiscal consolidation measures
to reduce the overall budget deficit to 3.5 percent
of GDP by 2020 and beyond. Restraining the
fiscal deficit along the envisaged path requires
a credible commitment and fullest co-operation
fromallrevenue collecting and spending agencies.
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Sri Lanka’s fiscal deficit has been structural, as it
remained well above 7 percent of GDP on average
during the post-liberalization period, where the
lowest and highest deficits were recorded at 5.4
percent of GDP in 2016 and 19.2 percent of GDP in
1980, respectively. It appears that public finance
needs a structural shift to reach a fiscal deficit
of 3.5 of GDP by 2020. In that context, effective
implementation of the new Inland Revenue
Act, improvements in tax administration and
rationalization of government expenditure may
prove to be essential prerequisites.

Enhancing the Tax Return Compliance: Low
tax return compliance limits the capacity of the
government to raise revenue. This becomes
a serious concern when the government
revenue collection is already low. Sri Lanka’s
tax return compliance remains low as there
exist significant compliance gaps in major tax
components. According to the Inland Revenue
Department(IRD), tax return compliance gap
(after month of due date) in income tax categories
remains in the range of 41-54 percent, while the
same on VAT is 29 percent in 2015/16 assessment
year. With regard to other major taxes suchas NBT
and PAYE compliance gap remains high, and in
most cases the compliance gap has increased over
the previous year. Such increase in compliance
gap would incur significant administrative costs
for IRD to implement follow up actions to ensure
that a higher tax compliance ratio is achieved
towards the end of the year. Such follow up actions
utilize resources, undermining the efficiency of
the tax system in the country. Meanwhile, weaker
compliance in income taxation exacerbates the
issue of Sri Lanka’s over reliance on indirect
taxation. Such conditions auger well for urgent
measures for improving the tax compliance in
the country, thereby ensuring fairness in the tax
system. While measures are being put in place
to lessen the tax compliance gap, yet a sizable
amount of revenue loss is estimated due to low
tax compliance. For instance, compliance gap
on VAT alone is estimated at 1 percent of GDP
at present. Nonetheless, it is expected that the
introduction of RAMIS would help minimize
the tax compliance gap, however the full roll-
out of RAMIS with an effective implementation
mechanism is yet to be completed.
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Table 1.3 | Tax Return Compliance Gap
2013/14  2014/15  2015/16

Corporate Income * 39% 42% 54%
Non-Corporate Income* 43% 38% 41%
VAT 51% 35% 29%
Economic Service Charge 29% 32% 21%
NBT 16% 14% 69%
PAYE 45% 37% 43%

* Compliance Gap after one month from the due date.

Source: Inland Revenue Department (The compliance gap was calculated based
on the tax compliance ratios reported in the IRD Performance Report 2016)

Expenditure Management: Sri Lanka faces
challenges in government
expenditure management causing significant
risks on the government’s efforts towards credible

multitude  of

fiscal consolidation over the medium-term.
Main areas of such challenges include: rising
debt servicing requirements; an extensive social
safety network which is not well targeted and
fraught with high level of leakages; a non-funded
pension scheme in the backdrop of an ageing
population; management inefficiencies and
the non-implementation of cost-reflective tariff
structures in State-Owned-Enterprises (SOEs);
frequent natural disasters; budgeted revenue
falling short of estimates due to implementation
delays causing cash management issues etc.
Urgent measures are needed to arrest these
developments and mitigate any fiscal impact in
order to ensure that government expenditure is
maintained as planned. Measures are underway
in certain areas such as improving performance
of SOEs, so that fiscal burden will lessen.

Chart 1.11 | Government Expenditure 1980-2017
(% of GDP)
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Public Investment Management: Public
investment provides much needed infrastructure
for the economy to be competitive and achieve
inclusive economic growth as the country
reaches the upper middle-income status. Public

investment has improved infrastructure in the
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country and the quality of infrastructure is
perceived wellin general. Global Competitiveness
Report 2017/18 shows that Sri Lanka scores
3.8 on a 7-point scale on the infrastructure
pillar. Within the infrastructure pillar, quality
of port infrastructure, roads and air transport
infrastructure, and electricity supply score above
the total score while certain sectors such as
railroad infrastructure lag behind.

Chart 1.12 | Global Competitiveness Index (score on

Infrastructure pillar) Emerging Market Economies
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However, Sri Lanka’s score of 3.8 is lower than
the average for emerging market economies
scoring 4.1, raising concerns of country’s
competitiveness. Uplifting the adequacy and
quality of infrastructure requires large sums of
financial resources which become increasingly
difficult through budget financing given the
tight budget available for capital investment at
present.

The recently conducted Public Investment
Management Assessment (PIMA) finds that Sri
Lanka’s public investment is yet to deliver the
expected economic benefits, thereby highlighting
the need for improving the efficiency and
effectiveness of public investment. Strengthening
public investment management and enhancing
the efficiency of public investment are critical
for Sri Lanka to remain competitive, given the
thin fiscal space as fiscal consolidation efforts
continue and concessionary funding becomes
scarce. In this context, alternative modes of
infrastructure financing such as Public-Private-
Partnerships (PPP) for which the Government
strongly promotes at present through the newly
established National Agency for PPP are expected
to contribute improve investment in the country.

For the economy to rebound over the medium-
term, total investment needs to boost up from
the current levels. In order to facilitate private

investment formation a stable and low real
interest rate regime is required while creating a
conducive environment for FDIs.

Larger Debt Repayment Requirements: The
government faces significantly high debt
repayments over the medium-term. The gross
financing need of central government (the sum
of maturing debt and budget deficit) is expected
to rise above 12.5 percent of GDP on average
during 2018-2019. Such level of gross financing
need exceeds the emerging market and middle-
income economies’ average of 8.7 percent of
GDP for 2018-2019*. Mounting debt servicing
requirements come at a time when global interest
rates are set to rise as advanced economies
record stronger than expected economic growth.
Such tightening in global financial market
conditions would increase the cost of rolling over
the maturing debt in foreign currency such as
international sovereign bonds, term-financing
facilities, Sri Lanka Development Bonds etc.
At the same time, if the non-resident investors
continue to rebalance their investment portfolios
amidst favorable global market conditions,
depreciation effects could also raise government
foreign debt servicing requirements in rupee
terms. If such risks materialize it would further
increase borrowing requirements and weigh on
the government debt management efforts.

Chart 1.13 | Government Debt Servicing (Projections beyond
2019) Rs. Bn
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Note: Debt servicing projections are based only on the debt instrument based
borrowings (both domestic and foreign) and project related borrowings of central
government, as at end 2017.

Consolidation of Government Debt: The
outstanding central government debt reached
77.6 percent of GDP at end 2017. Sri Lanka’s debt
to GDP ratio remains higher than the emerging
market and middle income economies” average of

*IMF'’s Fiscal Monitor, April 2018.
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49 percent at end 2017. Such level of government
debt is a burden for the economy unless
managed prudently. Hence, the envisaged fiscal
consolidation path aims at a government debt
level of 69 percent of GDP by 2022. A reduction
of government debt needs to be supported
by several favorable factors such as primary
surpluses, higher real economic growth, lower
real interest rates, stable exchange rates, among
others. Nonetheless, recent years saw subdued
growth performance due to the lingering effects
of the weather-related supply shocks, and
noticeable volatility in inflation, interest rates,
and exchange rates. Unless the probability
of such unfavorable developments is kept at
a minimal level over the medium-term, debt
sustainability could be at risk. Further, foreign-
currency denominated debt accounted for 50
percent of total outstanding debt, while over 30
percent of foreign-currency denominated debt
of the total debt is to mature within the next five
years. Such high exposure to foreign-currency
denominated debt makes government debt
highly sensitive to exchange rate fluctuations.
Hence, implementing a comprehensive medium-
term debt management strategy and liability
management operations will provide necessary
guidelines for government debt management,
assisted also by newly enacted Active Liability
Management Act of No. 8 of 2018.

Fiscal Impact of Natural Disasters: The economy
remains vulnerable to increasing incidence of
supply shocks such as droughts and floods. In
recent years Sri Lanka has become increasingly
vulnerable to a series of natural disasters such
as droughts, floods, landslides, high-winds etc.
Based on historical data, the average annual
expected loss due to property damage caused
by natural disasters is estimated at the range
of Rs. 50 - 60 billion, or approximately 0.5
percent of GDP. The impact of natural disasters
encompasses many aspects in public finance
management, besides the negative impact on
economic growth, food prices, depreciation
pressure due to increased imports and reduced
exports etc. Natural disasters disturb the
implementation of the government budget due
to reallocation requirements of expenditure
for unanticipated relief, reconstruction, and
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mitigation measures. Also, natural disasters
weigh on government revenue mobilization, due
to slow down of economic activity as well as the
need for temporary duty concessions on imports
of essential goods.

Long - term Challenges to Fiscal
Sustainability

Ageing Population: Beyond the challenges
highlighted in the areas of government revenue,
expenditure and debt management over the
medium-term, there exist some other risk
areas which could strain public finance over
the long-term. Ageing population is such
area which would require immediate policy
attention because Sri Lanka is moving towards a
demographic transition. The share of population
over 60 years was 6.6 percent in 1981 and it
increased to 12.4 percent in 2012, and further to
15.5 percent in 2016. If a similar trend continues,
it is projected that the share of population over 60
years would rise to 24.8 percent by 2041, implying
that one out of every four persons will be over
the working age. Such demographic transition
would have significant fiscal implications owing
to potential fall in revenue from income tax
amidst changing labour market dynamics, and
larger recurrent expenditure related to ageing
population such as health, pensions, elderly
care etc. Further, as the elderly population starts
drawing down their saving balances, private-
sector savings would also erode, resulting in a
lower level of national savings, thus, burdening
the already negative saving-investment balance.
Against this backdrop, appropriate policy reforms
on taxation, expenditure management, labour
markets, innovative health care, social security
systems etc.,, need to be thought through in
order to minimize the potential impact of ageing
population on public finance management, as
well as economic growth prospects over the long-
run.

Income Inequality: Sri Lanka’s poverty
headcount has reduced significantly, yet, the
income inequality remains widened. Because
a major part of fiscal policy making needs to
involve redistribution of income, more attention

is warranted to minimize widening income
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inequality. As per available data for 2016, the
richest 20 percent of households received about
51 percent of total household income of Sri Lanka,
while the poorest 20 percent of households
received only 5 percent total household
income. A standard measure of inequality, the
Gini coefficient, shows that the Gini of mean
household income per month was 0.45 in 2016. In
the urban sector the Gini coefficient was higher at
0.48, implying relatively larger inequality.

Having acknowledged the necessity to bridge
the income inequality, the government has
announced its intension to improve the ratio
of direct/indirect taxes to 40/60 level from the
existing level of about 16/84 in 2017. Against
this backdrop, the new Inland Revenue Act
and envisaged administrative improvements
are expected to facilitate government efforts in
lessening income inequality in the country.
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21 Sri Lanka’s Economy and
Outlook

2.1.1 Overview

Amidst challenging economic conditions
globally and locally, Sri Lanka’s economy
recorded a below potential growth of 3.1
percent in 2017. Persisted impact of weather
related supply side disruptions drove a negative
growth in agriculture sector by 0.8 percent in
2017, while the services and industry sectors
also recorded a moderate growth recording
at 3.2 percent and 3.9 percent, respectively.
Nonetheless, unemployment rate declined in
2017 to 4.2 percent, reflecting the job creation
mainly in the industry and services sectors.
Inflation which showed notable fluctuations
during the year amidst supply disruptions and
other changes marked at 7.7 percent in December
2017, as measured by annual average change of
National Consumer Price Index. Meanwhile,
tight monetary policy stance helped contain the
private sector credit growth at 14.5 percent by
end 2017, compared to 21.9 percent at end 2016.
The external current account deficit widened
to 2.6 percent of GDP reflecting mainly the
higher imports of food and fuel stemming from
weather-related shocks. Nonetheless, balance of
payments recorded a significant improvement
recording a surplus of US dollars 2.1 billion in
2017, assisted by notable inflows to the financial
account including the highest ever FDI inflows,
portfolio investment in government securities
market and Colombo Stock Exchange. Further,
significant inflows to the government on account
of proceeds of the international sovereign bond
issue, term financing facility, and two tranches
of the extended fund facility of IMF etc., also
strengthened the financial inflows in 2017.

2.1.2 Real Economy

In 2017, the Sri Lankan economy grew by
3.1 percent in real terms, amidst numerous
global and domestics challenges. Unfavorable
weather conditions that prevailed during the
year adversely impacted the economic activity,
primarily in the agriculture sector and marine
fishing activities. Services related activities,
which constitute 56.8 percent of real GDP, grew
by 3.2 percent in 2017, on a year-on-year basis,
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supported by the expansion in wholesale and
retail trade, financial services, transport sector,
personal services as well as real sector activities.
Industry related activities, which account for
26.8 percent of real GDP, recorded a moderate
growth of 3.9 percent, year on year, driven by
the subsectors of manufacture of rubber, textiles,
chemicals, furniture , construction and mining
and quarrying, which grew by 3.9 percent, 3.1
percent and 5.9 percent, respectively.

Table 2.1 | Sectoral GDP Growth Rates in 2017 (%)

Sector Q1 Q2 Q3 Q4 Annual
GDP (Nominal) 12.2 9.8 13.1 11.3 11.6
Agriculture 4.8 1153 15.1 23.4 15.0
Industry 11.9 12.6 124 8.3 11.3
Services 11.2 9.2 9.4 8.3 9.5
GDP (Real) 3.4 3.0 29 3.2 3.1
Agriculture -4.4 -3.1 -3.0 7.1 -0.8
Industry 3.6 5.6 39 2.7 B19)
Services 43 2.7 2.8 3.2 3.2

Source: Department of Census and Statistics

Chart 2.1 | Quarterly Growth Rates of GDP
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Agriculture, Forestry and Fishing

Activities of Agriculture, Forestry and Fishing
sector recorded a 0.8 percent of negative growth
compared to previous year. Agriculture sector
was negatively affected by the unfavorable
weather conditions prevailed in the year. The
worst affected subsectors include growing of
cereals, vegetables, coconut, sugarcane and
tobacco etc. However, export based agriculture
activities such as green tea production, rubber,
fruits, production of spices, aromatic, drugs and
pharmaceutical crops expanded in 2016. Animal
production and forestry and logging related
activities grew in 2017.

Chart 2.3 | Agriculture Sector Composition - 2017
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Paddy production in 2017 contracted by 4.0
percent compared to the negative growth of
31.3 percent in 2016. The average yield of paddy
cultivation dropped to 4,297 kg/hectare in 2017
from 4,372 kg/hectare in 2016. Extent of land
sown for paddy cultivation especially in Maha
season in 2016/2017 declined by 28.1 percent to
543,000 hectares in which only 383,000 hectares
was harvested due to inadequate water levels in
the major tanks as a result of inclement weather.

Tea

Tea production showed significant improvement
growing by 4.8 percent in 2017 reflecting an
expansion of extent of tea by 5.2 percent in 2017.
Further, the average Colombo auction price

increased by 31.1 percent to Rs. 620.44 per kg in
2017 due to high demand from the countries such
as Turkey, Russian Federation and the Middle
East countries. Meantime Tea export grew by
20.8 percent to US Dollars 1,512.41 million in
2017 compared to the previous year.

Rubber

Rubber sector grew by 4.9 percent in 2017
compared to negative growth of 10.7 percent in
2016. Rubber production increased by 5.1 percent
to 83.1 million kilograms in 2017 compared to the
previous year. The Government invested more
than Rs. 2 billion in 2017 for fertilizer subsidy
scheme for replanting rubber and new planting,
research activities and export promotions on
rubber based products.

Coconut and Coconut Related Products

Coconut and coconut related products contracted
by 19.5 percent in 2017 compared to a negative
growth of 0.8 percent recorded in 2016. The
drought condition prevailed in the districts of
Kurunegala, Puttalam and Gampaha mainly
affected production of coconut and coconut
based products. Despite the increase in extent of
coconut plantation to 471,000 hectares in 2017,
total nuts production declined by 19 percent to
2,450 million. The Government adjusted prices by
limiting export of fresh coconuts and by reducing
vegetable oil by Rs. 20 per litre through Special
Commodity Levy (SCL).

Cereals, Fruits and Vegetables

Cereals and vegetables subsectors were severely
affected by unfavorable weather conditions
expended in 2017. Productions of cereals and
vegetables contracted by 10.3 percent and 16.2
percent respectively.
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Table 2.2 | Gross Domestic Product (GDP) at constant (2010) market prices, 2012 to 2017

Rs. Million
2016/2015 2017/2016
Economic Activity 2012 2013 2014 2015(b) 2016(b) 2017(a) Change Change
(%) (%)
Agriculture, Foresty and Fishing 592,443 611,676 639,696 669,725 644,262 639,273 -3.8 -0.8
1  Growing of Cereals (except rice) 12,521 14,307 13,969 14,984 13,149 11,799 -12.2 -10.3
2 Growing of Rice 62,289 65,607 61,019 76,293 52,387 50,269 -31.3 -4.0
3 Growing of Vegetables 51,244 54,153 55,244 56,730 58,705 49,198 BI5) -16.2
4 Growing of Sugar cane, tobacco and other non- 2,254 2,441 2,287 1,882 2,168 1,863 15.2 -14.1
perennial crops
5 Growing of Fruits 38,248 37,385 40,888 48,038 46,511 49,960 -3.2 7.4
6  Growing of Oleaginous Fruits 62,201 53,424 64,158 67,514 66,970 53,929 -0.8 -19.5
(Coconut, King Coconut, Oil palm)
7 Growing of Tea (Green Leaves) 72,100 74,734 73,936 72,051 63,970 67,019 -11.2 4.8
8  Growing of other beverage crops 1,319 1,321 1,538 1,259 1,354 1,268 7.5 -6.4
(Coftee, Cocoa, etc)
9  Growing of spices,aromatic, drug and 44,426 50,833 57,505 60,797 62,197 62,499 23 0.5
pharmeceutical crops
10 Growing of rubber 44,249 37,987 28,688 25,783 23,028 24,167 -10.7 4.9
11 Growing of other perennial crops 15,167 14,344 15,402 16,839 16,484 16,739 2.1 1.5
12 Animal Production 29,511 36,599 47,950 51,857 55,629 57,809 7.3 3.9
13 Plant propagation and agricultural supporting 9,105 9,183 9,767 10,421 10,210 10,250 -2.0 0.4
activities
14 Foresty & Logging 38,188 43,044 47,450 48,362 52,669 64,261 8.9 22.0
15 Marine Fishing and Marine Aquaculture 97,063 103,879 105,822 104,413 105,094 103,036 0.7 -2.0
16 Fresh water fishing Fresh water Aquaculture 12,560 12,435 14,072 12,503 13,735 15,208 9.9 10.7
Industries 2,035,601 2,119,080 2,218,711 2,267,725 2,399,285 2,492,286 5.8 3.9
17 Mining and quarring 184,468 198,447 201,613 191,145 218587 231,516 14.4 5.9
18 Manufacture of food, beverages and Tobacco 507,121 507,127 513,960 528,821 527,794 535,966 -0.2 1.5
products
19 Manufacture of textiles, wearing apparel and 244,496 264,527 276,800 282,719 287,760 304,244 1.8 5.7
leather related products
20 Manufacture of wood and of products of 23,472 25,258 23,139 27,320 31,666 31,556 15.9 -0.3
wood and cork, except furniture
21 Manufacture of paper products, printing and 24,738 24,925 24,968 27,728 30,504 33,236 10.0 9.0
reproduction of media products
22 Manufacture of coke and refined petroleum 28,858 27,514 28,723 29,075 31,245 29,743 7.5 -4.8
products
23 Manufacture of chemical products and basic 75,582 81,982 82,243 83,179 86,929 89,174 45 2.6
pharmaceutical products
24 Manufacture of rubber and plastic products 83,307 82,187 71,909 76,144 88,635 96,366 16.4 8.7
25 Manufacture of other non - metallic mineral 87,090 81,037 78,671 75,191 67,168 72,783 -10.7 8.4
products
26 Manufacture of basic metals and fabricated 24,591 26,589 24,882 28,953 36,186 39,312 25.0 8.6
metal products
27 Manufacture of machinery and euipments i.e 30,849 30,845 32,064 38,848 45,087 48,104 16.1 6.7
28 Manufacture of furniture 63,922 67,488 82,748 94,489 97,958 102,714 3.7 49
29 Other manufacturing and repair and 41,962 44,443 55,993 68,509 72,973 75,873 6.5 4.0
instalation of machinery and equipment
30 Electricity,gas, steam and air conditioning 75,262 76,789 80,298 85,202 92,350 94,816 8.4 2.7
supply
31 Water collection, treatment and supply 10,554 10,975 11,504 12,023 12,971 13,569 79 4.6
32 Sewerage, Waste, treatment, and disposal 14,572 15,511 17,355 21,681 25,539 27,567 17.8 7.9
activities
33 Construction 514,757 553,438 611,842 596,697 645933 665,747 8.3 3.1
Services 4,245,461 4,405,644 4,618501 4,894,717 5,124,016 5,289,227 4.7 3.2
34 Wholesale and retail trade 848,686 859,977 884,094 933,216 956,918 993,429 2.5 3.8
35 Transportation of goods and passengers 805,391 849,539 885,506 931,529 982,643 991,703 55 0.9
including warehousing
36 Postal and courier activities 4,441 4,364 4,056 4,052 4,260 4,425 5.1 39
37 Accomodation, Food and beverage service 134,160 126,392 131,481 134,017 139,442 146,431 4.0 5.0
activities
38 Programming and broadcasting activities and 2,252 2,422 2,513 2,624 2,831 3,205 7.9 13.2
audio vedio productions
39 Telecommunication 26,450 27,395 30,986 34,146 36,982 41,434 8.3 12.0
40 IT programming consultancy and related 7,972 9,693 10,579 12,148 13,015 13,564 7.1 42
activities
41 Financial Service Activities Auxiliary financial 364,688 386,009 420,223 493,785 554,521 606,448 12.3 9.4

service
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Table 2.2 | Gross Domestic Product (GDP) at constant (2010) market prices, 2012 to 2017 (contd;)

Rs. Million
2016/2015 2017/2016
Economic Activity 2012 2013 2014 2015(b) 2016(b) 2017(a) Change Change
(%) (%)
42 Insurance, reinsurance and pension funding 69,026 70,854 74,978 82,013 88,999 94,087 8.5 5.7
43 Real estate activities, including owenership of 369,719 417,024 444,049 489,352 520,080 544,726 6.3 4.7
dwelling
44 Professional services 155,741 161,963 166486 154,266 152,228 158,720 -1.3 4.3
45 Public Administration and defense, 385,615 382470 402,205 430,105 452,586 430,671 5.2 -4.8
compulsory social security
46 Education 167,107 157,477 173,751 159,875 171,826 172,696 7.5 0.5
47 Human Health Activities,Residential care and 173,898 146,551 147,962 160,056 162,400 174,148 1.5 7.2
social work activities
48 Other personal service activities 730,316 803,514 839,633 873,534 885,286 913,540 1.3 3.2
Gross Value Added (GVA), at basic prices 6,873,506 7,136,401 7,476,908 7,832,167 8,167,563 8,420,786 4.3 3.1
(+) Taxes less Subsidies on Products 715,011 709,802 758,522 815,667 866,727 894,702 6.3 3.2
Gross Domestic Products (GDP), at Constant 7,588,517 7,846,202 8,235,429 8,647,833 9,034,290 9,315,488 45 3.1
Market Price
Source: Department of Census and Statistics
(a) Provisional
(b) Revised
Spices, Aromatic and Pharmaceutical
Crops
. . . and intercropping etc supported the expansion
The production of spice, aromatic and

pharmaceutical crops grew by 0.5 percent in 2017
compared to a growth of 2.3 percent in 2016. The
Government policy to promote export oriented
small scale farmers of the sector by applying
modern technology, efficient water management

of betel leaves, cinnamon, pepper, cloves and
nutmeg. However, production of cardamom,
coffee, cocoa, arecanut, ginger, turmeric and
citronella decreased in 2017.

Table 2.3 | Minor Export Agricultural Crops: Production and Exports (MT)

Crop Production Export*
2014 2015 2016 2017(a) 2014 2015 2016 2017(a)
Cinnamon 17,600 17,707 18,945 22,341 13,686 13,549 14,693 16,617
Pepper 18,660 28,177 18,476 29,546 7,930 16,657 7,876 13,309
Cocoa 500 457 650 471 2,099 911 85 160
Cardamon 87 91 120 113 8 120 779 839
Clove 3,225 5,253 1,823 6,428 1,102 4,783 1,843 7,806
Nutmeg & Mace 2,960 2,750 2,723 3,009 1,829 1,889 1,705 2,043

Sources: Department of Export Agriculture and Sri Lanka Customs
(a) Provisional
* Including Re-export

Animal Production

Animal production registered a growth of 3.9
percent in 2017 compared to 7.3 percent in 2016.
The Government policy on importation of high
yielding cows and gap financing assistance to
small scale dairy farmers with theimplementation
of Private Public Partnership (PPP) projects
supported to keep the growth momentum.
Custom Import Duty (CID) was also exempted for
animal feed to boost local production. Similarly,
Value Added Tax (VAT) was exempted for dairy

products other than milk powder. However,
domestic milk production met only about 40
percent of milk consumption of the country
while the balance was imported according to the
Department of Animal Production and Health
(DAPH). The Government increased the custom
duty waiver for milk power in order to ensure
adequate supply to domestic market thereby
ensuring food security of the country.
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National egg production increased by 0.6 percent
to 2072.9 million in 2017 compared to a growth
of 7.6 percent in 2016. Similarly poultry meat
production also showed a positive growth of
7.6 percent in 2017. The Government supported
the small and medium poultry producers by
providing soft loans facilities for machinery and
equipment.

Marine and Fresh Water Fishing

Output of marine fishing sector in 2017,
registered a negative growth of 2.0 percent
compared to a growth of 0.7 percent of the
previous year whereas inland fishing activities
increased by 10.7 percent in 2017. Output of

Table 2.4 | Fishery Sector Performance
Operating Fishing Boats by

Annual Fish Production by Fishing Sub-sectors
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shrimp farms and aquaculture dropped by 23.4
percent and 7.9 percent, respectively. Inclement
weather conditions in Western and Southern
regions affected coastal fishing significantly. Fish
exports increased by 41.8 percent in quantity
term in 2017 while volume of fish imports to
Sri Lanka declined by 8.4 percent in 2017. The
Government reduced import duties of certain
fish varieties and canned fish in order to ensure
adequate supply in the market. However, retail
sale and whole sale prices of fish increased
in 2017 compared to 2016. The Government
initiated policy measures to encourage exports of
ornamental fish by providing 50 percent interest
subsidy loan schemes to local producers.

Type (M) Fish Imports & Exports
— — - - = - -
veur : %132 . %og _ %DZO Marine Fish gaf;ch 3 E 'ﬂg .5 g ,i %o Total Fish Imports  Total Fish Exports
fEE5Ce g854& ®BES = ] 22l aliv) . q
§S e S5 Lo oS Shore/ fg 9 = ,_g ) Value Quantity Value Quantity
S23 S£8 FEF Coastal pey 25 22 2EE RsMn) (MI)  (RsMn) (M)
= = o Sea < s h
2006 35,350 7,046 42,396 121,360 94,620 35290 251,270 71,740 9,681 77,382 14,440 18,647
2007 37,040 6,600 43,640 150,110 102,560 38,380 291,050 77,830 11,961 86,156 19,123 21,423
2008 39,717 7170 46,887 165320 109,310 44,490 319,120 93,240 12,521 76,266 19,077 20,593
2009 41,454 7560 49,014 180410 112,760 46,560 339,730 97,690 13,939 75,411 21,015 18,714
2010 46,134 7990 54,128 202,420 129,840 52,410 384,670 100,120 14,162 80,013 19,834 18,325
2011 53,476 8,020 61,492 222350 162,920 59,560 444,830 112,295 = 16,240 81,957 21,876 18,462
2012 53,210 8350 61,620 257,540 159,680 67,590 484,810 61,320 17,401 71,413 26,363 18,631
2013 52,301 7,988 60,289 267,980 177,950 66,910 512,840 146,630 21,119 78,401 31,792 23,910
2014 53,988 8,536 62,524 278,850 180,450 75,750 535,050 157,982 18,860 78,712 34,797 26,320
2015 51,741 9,613 61,354 269,020 183,870 67,300 520,190 126,390 30,729 120,046 24,716 17,461
2016 50,669 9,661 60,330 274,160 182,830 73,930 530,920 145,620 35172 115,693 26,802 17,593
2017(a) 46,890 9,745 56,635 259,720 189,720 81,870 531,310 138,430 33,969 106,020 39,230 24,827
Source: Ministry of Fisheries and Aquatic Resources Development
(a) Provisional
Industry Chart 2.4 | Industry Sector Composition - 2017
Manufacturing

Industries sector grew by 3.9 percent in 2017,
compared to a positive growth of 5.8 percent
recorded in 2016. The growth was mainly
contributed by manufacturing activities in
especially printing, media, rubber, plastic, metal
related products, machinery, equipment and
furniture.
quarrying, and constriction subsectors had a
positive growth in 2017, growth rate of these
subsectors declined compared to growth in the
previous year.
sewerage related activities expanded positively
in the year 2017.
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Manufacturing

The Government initiatives in 2017 to establish
business portal for expanding rubber based,
pharmaceutical, fabric manufacturing, mineral,

chemical and automobiles sectors were

Textiles and garments sectors expanded by 5.7
percent compared to a growth of 1.8 percent
recorded in 2016. Manufacturing of food,
beverages and tobacco sector contributed to 5.8
percent in the GDP and had a marginal growth of
1.5 percent in 2017 compared to negative growth

contributed to the development of these sectors. of 0.2 percent in 2016.
Table 2.5 | Performance of the Selected Industrial Exports
US$ Mn.
Item 2012 2013 2014 2015 2016 (b) 2017(a)
Food , Beverages and Tobacco 284 235 289 307 324 393
Animal Fodder 64 64 75 68 80
Textiles and Garments 3,991 4,508 4930 4820 4884 5032
Garments 3,784 4,265 4682 4556 4603 4739
Rubber Products 859 888 890 761 768 835
Rubber Tyres 540 551 564 467 476 510
Surgical Gloves and Other Gloves 177 195 176 165 176 198
Other Rubber Products 143 141 150 130 116 128
Gems, Diamonds and Jewellery 559 446 394 332 274 257
Gems 118 130 173 164 149 145
Diamonds 417 295 198 148 105 94
Jewellery 24 21 22 19 20 18
Machinery and Mechanical Appliances 297 312 343 294 318 371
Transport Equipment 165 146 152 244 131 162
o/w Ships, Boats and Floating Structures 57 82 86 182 65 97
Petroleum Products 463 428 338 374 287 434
o/w Bunkers and Aviation Fuel 457 423 327 364 271 404
Chemical Products 117 120 134 126 126 146
Wood and Paper Products 112 116 123 112 117 139
Leather Travel Goods and Footwear 55) 77 139 136 166 158
Plastics and Articles Thereof 53] 55 67 62 66 75
Base Metals and Articles 56 59 62 56 90 116
Ceramic Products 36 40 41 35 34 34
Tiles 7 8 9 7 7 7
Tableware, Household Items and Sanitaryware 25 29 29 25 23 23
Other 4 8 8 8 4 4
Other Industrial Exports 255 296 283 288 309
Total 7,047 7,750 8,262 8,017 7,940 8,541

Source: Central Bank of Sri Lanka
(a) Provisional
(b) Revised

Table 2.6 | Manufacturing Sector Statistics

Value Addition (Current Price) Rs. Mn.

Number of Projects Approved by BOI

Cat
S 2014 2015  2016(b) 2017(a) 2014 2015  2016(b) 2017(a)

Food, Beverages and Tobacco Products 759,354 823,461 866,921 976,820 11 6 14 6
Textiles, Apparel and Leather Products 415,363 399,291 402,540 477,409 14 13 10 10
Wood and Wood Products 22,269 29,023 27,771 24,793 3 - 3 3
Paper and Paper Products, Publishing and Printing 36,585 39,575 43,487 44,682 1 - 2 -
Chemical, Petroleum, Coke 140,824 94,203 92,493 92,457 5 2 5 3
Rubber & Plastic Products 77,754 81,853 94,206 107,076

Non-Metallic Mineral Products 110,571 92,862 97,618 102,960 10 2 3 4
Basic Metal Products & Fabricated Metal Products 33,635 39,298 53,537 68,943 5 6 7 2
Machinery and Equipment 33,421 46,309 51,049 62,953

Manufacture of Furniture 78,967 78,569 80,714 87,215 10 12 12 12
Other manufacturing and Repair and Installation of 49,971 56,342 64,615 74,461 10 12 12

Machinery and Equipment

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

(a) Provisional
(b) Revised
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Production of chemicals and pharmaceuticals
showed a modest growth of 2.6 percent in 2017
compared to a growth of 4.5 percent in 2016.
Similarly, rubber and rubber based products,
leather and related products showed a positive
expansion by 8.7 percent compared to a growth
of 16.4 percent in 2016.

Table 2.7 | Industrial Production Index (2015 = 100)
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Manufacturing of machinery, metal, fabricated
metal products and non-metallic mineral
products showed a positive growth in 2017.
Especially, non-metallic products increased by 8.4
percent in 2017 compared to a negative growth of
10.7 percent in 2016. The Government policy on
providing clean energy, Value Added Tax (VAT)
was exempted for machinery and accessories for
renewable energy generation.

Category 2014 2015(b) 2016 2017(b)
Manufacture of Food Products 102.3 107.3 101.7 105.0
Manufacture of Beverages 111.8 123.1 103.6 91.5
Manufacture of Tobacco Products 87.6 95.4 105.1 106.3
Manufacture of Textile 132.9 131.0 104.0 106.4
Manufacture of Wearing Apparel 149.5 173.4 105.7 110.7
Manufacture of Leather and Related Products 97.0 86.4 106.0 111.9
Manufacture of Wood and Products of Wood and Cork, except Furniture 108.9 121.7 99.1 93.7
Manufacture of Paper and Paper Products 126.6 126.6 111.0 108.4
Printing and Reproduction of Media 112.4 1124 103.6 106.9
Manufacture of Coke and Refined Petroleum Products 86.0 82.6 99.1 94.3
Manufacture of Chemical and Chemical Products 82.2 88.3 104.2 96.6
Manufacture of Basic Pharmaceuticals Products and Pharmaceuticals Preparations 142.8 142.2 109.1 111.1
Manufacture of Rubber and Plastic Products 134.2 131.3 103.7 108.0
Manufacture of Other Non-metallic Mineral Products 102.9 118.8 104.7 1115
Manufacture of Basic Metals 112.9 115.0 108.1 120.8
Manufacture of Fabricated Metal Products except Machinery and Equipment 97.1 109.8 99.3 115.8
Manufacture of Electrical Equipment 99.5 130.6 98.2 99.9
Manufacture of Machinery and Equipment 106.7 112.4
Manufacture of Furniture 108.8 105.2
Other Manufacturing 102.0 98.4
Index of Industrial Production 114.9 1254 103.3 105.8

Source: Central Bank of Sri Lanka
(b) Revised

Construction, Mining and Quarrying
Construction, mining and quarrying sector
contributed to 9.6 percent of GDP similar to 2016.
Construction sector showed a positive growth
to 3.1 percent in 2017 compared to 8.3 percent
in 2016. The Government invested mainly on
construction of national road, infrastructure
development in education and health sectors,
housing projects and urban development in 2017.
Mining and quarrying activities had a moderate
growth of 5.9 percent in 2017 compared to a
growth of 14.4 percent in 2016.

Electricity, Water and Waste Treatment

Electricity, water and waste treatment activities
contributed to 1.4 percent to GDP in 2017 similar
to 2016. These subsectors had a moderate growth
in 2017 compared to in 2016. Total electricity
generation increased by 4 percent in 2017.
Electricity generation from hydropower declined
by 5.1 percent whereas electricity generation by
fuel oil and by coal increased by 13.1 percent
and 1.1 percent, respectively in 2017. The
consumption of electricity Industrial and hotel
sectors increased by 5 percent and 8 percent,
respectively.
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Table 2.8 | Sectoral Distribution of GDP Growth (%) -Constant (2010) Prices

Economic Activity 2013 2014 2015(b) 2016(b) 2017(a)

Agriculture, Foresty and Fishing 3.2 4.6 47 -3.8 -0.8
1 Growing of Cereals (except rice) 14.3 -2.4 73 -122 -10.3
2 Growing of Rice 5.3 -7.0 25.0 -31.3 -4.0
3 Growing of Vegetables 5.7 2.0 2.7 83 -16.2
4 Growing of Sugar Cane, Tobacco and Other non-perennial Crops 8.3 -6.3 -17.7 15.2 -14.1
5 Growing of Fruits -2.3 9.4 17.5 -3.2 7.4
6 Growing of Oleaginous Fruits (Coconut, King Coconut, Oil Palm) -14.1 20.1 5.2 -0.8 -19.5
7 Growing of Tea (Green Leaves) 3.7 -1.1 -2.5 -11.2 4.8
8 Growing of Other Beverage Crops (Coffee, Cocoa, etc) 0.1 16.4 -18.1 7.5 -6.4
9 Growing of Spices,Aromatic, Drug and Pharmeceutical Crops 144 13.1 87 23 0.5
10 Growing of Rubber -14.2 -24.5 -10.1 -10.7 49
11 Growing of Other Perennial Crops -5.4 7.4 9.3 -2.1 1.5
12 Animal Production 24.0 31.0 8.1 7.3 3.9
13 Plant Propagation and Agricultural Supporting Activities 0.9 6.4 6.7 -2.0 0.4
14 Foresty and Logging 12.7 10.2 1.9 8.9 22.0
15 Marine Fishing and Marine Aquaculture 7.0 1.9 -1.3 0.7 -2.0
16 Fresh Water Fishing and Fresh Water Aquaculture -1.0 132 -11.2 9.9 10.7
Industries 41 47 2.2 5.8 3.9
17 Mining and Quarring 7.6 1.6 -5.2 14.4 D)
18 Manufacture of Food, Beverages and Tobacco Products 0.0 1.3 2.9 -0.2 1.5
19 Manufacture of Textiles, Wearing Apparel and Leather related Products 8.2 4.6 2.1 1.8 5.7
20 Manufacture of Wood and Products of Wood and Cork, except Furniture 7.6 -8.4 18.1 15.9 0.4
21 Manufacture of Paper Products, Printing and Reproduction of Media Products 0.8 0.2 11.1 10.0 9.0
22 Manufacture of Coke and Refined Petroleum Products -4.7 44 1.2 7.5 -4.8
23 Manufacture of Chemical Products and Basic Pharmaceutical Products 8.5 03 1.1 4.5 2.6
24 Manufacture of Rubber and Plastic Products -1.3 -12.5 5.9 164 8.7
25 Manufacture of Other Non-metallic Mineral Products -7.0 -2.9 -4.4 -10.7 8.4
26 Manufacture of Basic Metals and Fabricated Metal Products 8.1 -6.4 16.4 25.0 8.6
27 Manufacture of Machinery and Equipment 0.0 4.0 21.2 16.1 6.7
28 Manufacture of Furniture 5.6 22.6 14.2 3.7 4.9
29 Other Manufacturing and Repair and Installation of Machinery and Equipment 59 26.0 224 6.5 4.0
30 Electricity, Gas, Steam and Air Conditioning Supply 2.0 4.6 6.1 8.4 2.7
31 Water Collection, Treatment and Supply 4.0 4.8 4.5 7.9 4.6
32 Sewerage, Waste, Treatment and Disposal Activities 6.4 11.9 249 17.8 7.9
33 Construction 7.5 10.6 -2.5 8.3 3.1
Services 3.8 4.8 6.0 4.7 3.2
34 Wholesale and Retail Trade 1.3 2.8 5.6 2.5 3.8
35 Transport of Goods and Passenger including Warehousing 515, 4.2 5.2 515, 0.9
36 Postal Courier Activities -1.7 -7.1 -0.1 5.1 89
37 Accomodation, Food and Beverage Service Activities -5.8 4.0 1.9 4.0 5.0
38 Programming and Broadcasting Activities and Audio Video Productions 7.6 3.8 4.4 7.9 13.2
39 Telecommunication 3.6 13.1 10.2 8.3 12.0
40 IT Programming Consultancy and Related Activities 21.6 9.1 14.8 7.1 42
41 Financial Service Activities and Auxiliary Financial Services 5.8 8.9 17.5 12.3 9.4
42 Insurance, Reinsurance and Pension Funding 2.6 5.8 9.4 85 5.7
43 Real Estate Activities, Including Ownership of Dwelling 12.8 6.5 10.2 6.3 4.7
44 Professional Services 4.0 2.8 -7.3 -1.3 4.3
45 Public Administration and Defence; Compulsory Social Security -0.8 5.2 6.9 5.2 -4.8
46 Education -5.8 10.3 -8.0 7.5 0.5
47 Human Health Activies, Residential Care and Social Work Activies -15.7 1.0 8.2 15 7.2
48 Other Personal Service Activies 10.0 4.5 4.0 1.3 3.2

Gross Value Added (GVA), at basic prices 3.8 4.8 4.8 4.3 3.1

(+) Taxes less Subsidies on Products -0.7 6.9 7.5 6.2 3.2

Gross Domestic Products (GDP), at Constant Market Price 34 5.0 5.0 4.5 3.1

Source : Department of Census and Statistics
(a) Provisional
(b)Revised
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Services

Services sector contributed to 56.8 percent of
GDP and had a growth of 3.2 percent in 2017.
Expansions in financial services activities,
wholesale, retail trade and transport sector were
significant in 2017. Personal services, real estate
businesses, health services, professional services,
education services, and tourism and insurance
businesses  contributed positively = toward
expansion in the Service Sector. However,
activities of public sector contracted by 4.8
percent compared to a growth of 5.2 percent in

Table 2.9 | Selected Indicators of Services Sector
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2016, resulting from the Government’s policy
on minimizing expenditure of the public sector.
Telecommunication, postal services, consultancy
and programming of Information Technology
(IT) and broadcasting activities recorded a
positive growth in 2017.

Wholesale and Retail Trade

Wholesale and retail trade activities expanded by
3.8 percent in 2017 compared to a positive growth
of 2.5 percent in 2016.

Indicator 2014 2015 2016(b) 2017(a)
Port Services
Vessels Arrived *(c) 4,298 4,760 5,023 4,942
Total Cargo Handled (MT “000) 74,431 77,611 86,546 93,879
Total Container Traffic (TEU ‘000)(c) 4,908 5,185 5,735 6,209
Transshipment Container ** (TEU “000) 3,781 3,967 4,435 4,826
Telecommunication Sector
Fixed Telephone Lines*** (No ‘000) 1,123 1,128 1,166 1,198
Cellular Phones (No ‘000) 22,123 24,385 26,228 28,199
Wireless Phone (No ‘000) 1,587 1,473 1,384 1,405
Fixed Internet and E mail Subscribers (‘000) 606 683 929 1,222
Health Sector
Private Hospitals 210 221 225 181
Public Hospitals 601 598 610 612
No of Beds (Government) 76,918 76,781 76,829 76,774
No of Doctors (Government) 17,903 19,429 20,458 20,349
No of Nurses (Government) 31,964 32,272 32,499 34,221
Financial Sector
Bank Branches and Other Outlets 6,591 6,594 6,107 6,227
Credit Cards in Use 1,032,833 1,145,055 1,315,915 1,486,545
Registered Finance Companies 48 46 46 45
Registered Leasing Companies 8 7 7 6
Tourism Sector
Tourist Arrivals 1,527,153 1,798,380 2,050,832 2,116,407
Tourist Earnings (US$ Mn) 2,431 2,981 3,518 3,925
Annual Room Occupancy Rate 74.3 74.5 74.8 7853
Transport Services (New Registrations)
Buses 3,851 4,140 2,685 Bl
Cars 38,780 105,628 45,172 39,182
Dual Purpose Vehicles 20,799 39,456 26,887 16,742
Goods Transport Vehicles - Lorries 5,121 7,142 5,271 8,689
Motor Cycles 272,855 370,889 340,129 344,380
Three Wheelers 79,038 129,547 56,945 23,537
Land Vehicles - Tractors 7,070 9,977 10,285 8,821
Land Vehicles - Trailers 2,012 2,128 3,662 4,228

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

(a) Provisional
(b) revised
(c) Including KKS, Myliddy, Point Pedro & Karrainagar Ports

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

**Including Re-Stowing
*** excluding fixed wireless phones
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Transportation of Goods and Passengers

Transportation sector contributed by 10.6 percent
in the GDP and had a marginal growth of 0.9
percent in 2017 compared to 5.5 percent growth
in 2016. New registration of buses and vans used
for transport services increased by 24 percent to
3,331 in 2017. Total buses in transport services
increased by 3.2 percent in 2017 compared
to growth of 2.6 percent recorded in 2016.
Passenger transport services provided by Sri
Lanka Railways increased by 1.1 percent to 7,495
million passenger kilometer in 2017 compared to
a moderate growth in 2016. Sri Lankan Airlines
expanded passenger flown by 8.8 percent to
13,984 million kilometers in 2017.

Number of goods transport vehicles grew by
2.3 percent to 382,758 in 2017. Sri Lanka railway
increased freight services by 3.6 percent to 145
million in 2017. Sri Lankan Airlines increased
cargo services by 9.7 percent to 124,000 metric
tons in 2017. Cargo operation of Sri Lanka ports
increased by 8.5 percent in 2017 in Colombo and
Trincomalee ports compared to 11.5 percent in
2016.

Accommodation, Food and Beverages

The Accommodation, Food and Beverages
sector grew by 5.0 percent in 2017 compared to
growth of 4.0 percent recorded in 2016 reflecting
the increased number of tourists arrived to Sri
Lanka by 3.2 percent to 2.1 million and number
of accommodation units increased by 5.0 percent
to 401 in 2017 despite the fact that operation
hours for passengers were shortened at the
Bandaranaike International Airport due to the
construction works.

Information and Telecommunication

Telecommunication sector expanded by 12.0
percent in 2017. Information technology and
consultancy services grew by 4.2 percent in 2017
compared to growth of 7.1 percent registered
in 2016. Wireline telephones increased by
2.8 percent to 1.2 million in 2017. Similarly,
subscribers of wireless loop line and cellular
phones increased by 1.5 percent and 7.5 percent,
respectively. Hence, each 100 persons had 143.64

phones, which was an increase by 5.8 percent in
2017. Internet services expanded by 20 percent
in 2017.

Financial, Banking and Insurance
Services

The sector accounted for 7.5 percent of GDP in
2017 and expanded mainly through the financial
services and insurance services which grew by
9.4 percent and 5.7 percent in 2017, respectively.
Total branches of commercial banks increased
by 1.0 percent, mainly by private banks in 2017.
Automated Teller Machines (ATM) expanded
by 16 percent in 2017 reflecting the increase
ATM machines of private banks and public
banks increased by 32 percent and 16 percent,
respectively.  Specialized banks increased
branches by 1.2 percent in 2017. In 2017, 27
insurance companies and 6 leasing companies
operated.

Real Estate, Professional Services, Public
Administration

Real estate and professional services grew by
4.7 percent in 2017 compared to a growth of 6.3
percent in 2016. Professional services grew by 4.3
percent in 2017 compared to a negative growth
of 1.3 percent in 2016. Public administration and
public services contracted by 4.8 percent in 2017.

Healthcare, Educational Services and
Personal Services

Education services had a modest growth of 0.5
percent compared to 7.5 percent in 2016. The
Government increased investment in education
by 8.0 percent in 2017. In 2017, 3.3 percent
of children of schooling age were unable to
attend school compared to 4.4 percent in 2016.
Educational attainment increased in 2017. Pass
rates of students at the G.C.E. (O/L) and G.C.E
(A/L) registered improvement by 15.3 percent
and 13.8 percent, respectively. Enrollment of
University students increased by 5.21 percent in
2017. Health sector grew by 7.2 percent in 2017.
Supply of free medicine increased by 1.4 percent
in 2017. Personal services such as photography,
creative arts and entertainment activities grew by
3.2 percent in 2017.
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213 Aggregate Demand and
Consumption

Aggregate demand which comprises domestic
and external demand accelerated by 11.6 percent
at current market prices amounting to Rs. 13,289.5
billion in 2017, and it grew by 3.1 percent at
constant prices. Domestic demand accounted for
70 percent of total demand while the rest was the
external demand. The consumption expenditure
which  consists of government consumption
expenditure (GCE) and private consumption

MINISTRY OF FINANCE, SRI LANKA | ANNUAL REPORT 2017

current market price in 2017 compared to 3.1
percent growth in 2016.

The government consumption expenditure
increased by 11.4 percent in 2017. The expansion
of GCE was mainly due to the increased recurrent
expenditure on account of interest payments and
salaries and wages. The private consumption
expenditure (PCE) whichis the largest component
of total consumption expenditure accounting for
88 percent of total value grew by 8.7 percent in

2017 in comparison to 3. 1 percent in 2016.
expenditure (PCE), enhanced by 9.0 percent at

Table 2.10 | Domestic Demand, Supply and Trade Balance (a)

Current Market Prices Change As a Percent of GDP
Ttem (Rs. Bn.) (%) (%)
2015(b) 2016(b) 2017(c) 2015(b) 2016(b) 2017(c) 2015(b) 2016(b) 2017(c)

Domestic Demand 11,777 12,781 14,248 52 8.5 11.5 107.5 107.3 107.2
Consumption 8,662 8,616 9,394 10.3 0.5) 9.0 79.1 724 70.7
Private 7,677 7,601 8,263 10.0 (1.0) 8.7 70.1 63.8 62.2
Government 985 1,015 1,131 13.3 3.1 114 9.0 8.5 8.5
Investment BALIE 4,165 4,854 (7.0 33.7 16.5 28.4 35.0 36.5
Net External Demand (Trade balance) (825) (874) (958) (1.4) 59 9.6 (7.5) (7.3) (7.2)
Export of Goods and Services 2,301 2,540 2,914 5.3 10.4 14.7 21.0 21.3 21.9

Import of Goods and Services 3,126 3,414 3,872 3.4 9.2 13.4 28.5 28.7 29.1
Domestic Supply = GDP 10,952 11,907 13,289 6 9 12 100 100 100

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

(a) The data is based on the base year 2010 GDP estimates of the Department of Census and Statistics
(b) Revised

(c) Provisional

Table 2.11 | Aggregate Supply and Use of Goods and Services (a)

Rs. Bn. Growth (%) As a % of GDP
Item
2015(b) 2016(b) 2017(c) 2016(b) 2017(c) 2016(b) 2017(c)
Aggegate Demand 14,078 15,321 17,162 8.8 12.0 128.7 129.1
Domestic Demand 11,777 12,781 14,248 8.5 11.5 107.3 107.2
External Demand = Export of Goods and Services 2,301 2,540 2,914 10.4 14.7 21.3 21.9
Aggegate Supply 14,078 15,321 17,162 8.8 12.0 128.7 129.1
Gross Domestic Product 10,952 11,907 13,289 8.7 11.6 100.0 100.0
Import of Goods and Services 3,126 3,414 3,873 9.2 13.4 28.7 29.1
Trade Gap of Goods and Services -825 -874 -958 (6.0) 9.6) -7.3 -7.2
Share of Imports in Aggegate Supply (%) 22.2 223 22.6 104.5 111.7 228 22.6

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

(a) The data is based on the base year 2010 GDP estimates of the Department of Census and Statistics
(b) Revised

(c) Provisional
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The growth trajectory of the economy is projected
to gradually expand over the medium term,
mainly with the higher private sector participation
supported by conducive macroeconomic policies.
Although the growth performance of the Sri
Lankan economy in 2017 remained modest, the
annual real GDP growth is expected to gradually
improve to around 6.0 percent by 2022.

214 Investment and Savings

The total investment expenditure of Sri Lanka

Table 2.12 | Investment and Savings (a)

grew by 16.6 percent to Rs. 4,854 billion in 2017
compared to the growth of 22 percent in 2016.
A major part of investment expenditure was
attributed to construction sector during the
year. Several large scale projects undertaken by
government and private sector contributed to the
growth of construction expenditure. Meanwhile,
Foreign Direct Investment (FDI) including loans
to companies registered under BOI, amounted to
US dollars 1,913 million in 2017 compared to US
dollars 1,078 million in the previous year.

Item Rs. Bn. As a % of GDP
2016(b) 2017(c) 2016(b) 2017(c)
Domestic Investment 4,165 4,854 35.0 36.5
Domestic Savings 3,291 3,896 27.6 29.3
Private 3,362 3,992 28.2 30.0
Government -71.7 -96.2 -0.6 -0.7
Investment - Domestic Savings Gap 874.3 958.2 7.3 7.2
Net Factor Income From Abroad (d) -321.3 -356.3 -2.7 -2.7
Net Foreign Private Transfers 940 963 7.9 7.2
National Savings 3,909 4,503 33 34

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

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

(b) Revised
(c)Provisional

(d) The difference with the BOP estimates is due to the time lag in compilation.

Chart 2.5 | Savings - Investment Gap
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The national savings increased by 15.2 percent
and amounted to Rs. 4,502.2 billion in 2017
compared to 2016. The nominal growth of national
savings was modest mainly due to lower growth
of domestic savings and net current transfers
from the rest of the world. National savings as
a percentage of GDP increased to 33.9 percent in
2017 in comparison to 32.8 in the previous year.
The national savings investment gap widened to
2.6 percent of GDP in 2017 from 2.1 percent of
GDP in 2016.

Global growth momentum is expected to improve
further in 2018 and 2019 with better prospects for
both advanced and emerging economies. Hence,
the investment outlook for Sri Lanka would
need to improve over the medium term while
expanding the capacity for savings. Against this
backdrop, it is imperative that Sri Lanka initiates
necessary measures to continues well focused
reforms to boost the investment and savings
prospects in the country.

2.1.5 External Sector Developments

External sector of Sri Lanka recorded modest
performance in 2017 due to the widening trade
deficit driven by a sharp growth in imports
and a slowdown in exports. Weakening global
demand at the beginning of the year and
floods and droughts prevailed in the country
adversely affected the economic growth and
exports performance. The current account
deficit expanded further reflecting the growth
of imports. Meanwhile, inflows to the financial
account increased significantly on account of
inflows to the government, banking and private
sector.
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Table 2.13 | External Trade
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US$ Mn.
Item 2009 2010 2011 2012 2013 2014 2015 2016(b)  2017(a)

Exports 7,085 8,626 10,559 9,774 10,394 11,130 10,546 10,310 11,361
Acgricultural Exports 1,836 2,305 2,528 2,332 2,581 2,794 2,481 2,326 2,767
Industrial Exports 5,228 6,097 7,992 7,371 7,749 8,262 8,017 7,940 8,542
Mineral Exports 20 24 33 61 52 60 28 29 35
Unclassified - 199 7 10 12 15 20 15 17
Imports 10,207 13,451 20,269 19,190 18,003 19,417 18,935 19,183 20,980
Consumer Goods 1,565 2,476 3,654 2,995 3,182 3,853 4,713 4,319 4,503
Intermediate Goods 6,159 8,054 12,274 11,578 10,554 11,398 9,638 9,870 11,436
Investment Goods 2,093 2,758 4,286 4,590 4,253 4,152 4,567 4,981(b) 4,895
Unclassified 390 162 54 28 14 14 16 13 147
Trade Deficit -3,122 -4,825 -9,710 -9,417 -7,609 -8,287 -8,388 -9,090 -9,619

Source: Sri Lanka Customs
(a) Provisional
(b)Revised

The trade deficit expanded to US dollars 9,619
million in 2017, in comparison to US dollars
8,873 million recorded in 2016. As a percentage
of GDP, the trade deficit was recorded at 11.0
percent in 2017 compared to 10.9 per cent in 2016.
However, export grew significantly in 2017 to
US dollars 11,360 million. Continual inflows by
way of tourist earnings and workers” remittances
cushioned the trade deficit substantially.

The overall balance of the BOP and international
reserves improved considerably in 2017. With
increased inflows to the financial account, the
overall balance of the BOP recorded a surplus of
US dollars 2,068 million in 2017 against the deficit
of US dollars 500 million in 2016.The Extended
Fund Facility from the International Monetary
Fund was instrumental in strengthening the
financial account of the Balance of Payment.
Meanwhile gross official reserves stood at US
dollars 8 Billion by the end of 2017 with an
accompanying qualitative improvement. The
country’s gross official reserves are projected to
improve to a healthy level with the envisaged
improvements in the economy while reducing
the risk of external shocks. Further, a market
based exchange rate policy supported to absorb
US dollars 1.7 billion from the domestic foreign
exchange market on a net basis. Sri Lankan
Rupee depreciated by 2 percent during the year.
The significant increase experienced in foreign
investment in the government securities market
and the CSE, particularly during the last three
quarters of the year, positively impacted the
financial account of the BOP.

Chart 2.6 | Growth in Exports & Imports and Trade Balance
(Quarterly)
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The external sector is poised to benefit from
the GSP+ with preferential access to European
Union and rapidly growing tourism sector
although the drought conditions could adversely
affect exports and increase petroleum imports.
Diversification of product mix and entering
new export destinations will improve export
sector while narrowing down the trade deficit
in the medium term. Far-reaching reforms are
needed for Sri Lanka to shift the growth model
to a private investment-and tradable sector-led
growth, and link up with global value chains.

Chart 2.7 | Trade Balance
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Exports

Earnings from exports increased by 10 percent
to US dollars 11,360 million during the year in
comparison to 2016. The improvement of the
exports was supported by restoration of EU

Generalized System of Preferences Plus facility,
recovery in external demand, expansion of
investment in export related industries, favorable
commodity prices in
together with policy and institutional support.

international market

Table 2.14 | Value of Agricultural Exports

US$ Mn.

Category 2009 2010 2011 2012 2013 2014 2015 2016 2017(a)
Tea 1,185 1,441 1,491 1,412 1,542 1,628 1,340 1,269 1,530
Black Tea 1,072 1,383 1,430 1,354 1,471 i#555) 1,280 1,208 1,463
Bulk 616 567 534 512 561 563 504 473 605
Packets 301 607 667 640 693 754 593 547 670
Bags 156 209 229 203 217 238 183 188 188
Instant 10 13 15 11 15 19 16 17 17
Green Tea 29 44 46 47 56 55 45 44 50
Other 74 - - - - - - - -
Rubber 99 173 206 125 71 45 26 33 39
Coconut 166 166 266 209 205 356 352 366 348
Kernal Product 58 56 136 80 86 214 222 216 190
Other 108 110 130 129 119 142 130 150 158
Other Agricultural Exports 215 335 379 388 529 511 600 489 610
Seafood 171 192 185 198 234 253 163 170 241
Total 1,836 2,306 2,528 2,332 2,581 2,794 2,481 2,326 2,768

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

... Negligible
- Not Available
(a) Provisional

The earnings from the exports of food, beverages,
tobacco, transport equipment increased in 2017.
Export income from rubber products rose by 8.8
percent to US dollars 835 million in 2017. Earnings
from tea exports grew in 2017 of which about 48
percent came from United Arab Emirates (UAE).
Significant improvement was observed in spices
category recording 28 percent growth including
cinnamon, pepper and clove.

Several policy measures were adopted in 2017 to
strengthen export oriented industries. Textiles
and garment exports continued to increase
significantly which increased by 3 percent to
US dollars 5,032 million due to exports to the
European Union (EU) following the restoration of
the GSP+ facility in May 2017. Garment exports

to the US and other non-traditional markets also
increased in 2017.

Chart 2.8 | Composition of Exports
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Table 2.15 | Value of Industrial Exports
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US$ Mn

Category 2009 2010 2011 2012 2013 2014 2015 2016 2017 (a)
Textile and Garments 3,261 3,356 4,191 3,991 4,508 4,930 4,820 4,884 5,032
Garments 3,120 3,178 3,986 3,784 4,265 4,682 4,556 4,603 4,739
Woven Fabrics 55 70 85 92 124 90 101 107 119
Yarn 42 50 57 58 58 68 63 70 69
Other Made Up Textile Articles 44 57 64 56 61 90 100 105 104
Rubber Products 385 558 885 860 888 890 761 768 835
Rubber Tyres 213 336 569 540 551 564 467 476 510
Surgical Gloves and Other Gloves 114 137 181 177 195 176 165 176 198
Other Rubber Products 58 85 135 143 141 150 130 116 128
Petroleum and Chemical Products 208 356 671 580 548 472 500 413 580
Gems, Diamonds and Jewellery 402 409 532 559 446 394 332 274 257
Gems 69 70 95 118 130 173 164 149 145
Cut Diamonds 317 322 414 417 295 198 148 105 94
Jewellery 17 17 22 24 21 22 19 20 18
Machinery and Mechanical Appliances 187 259 312 297 312 343 294 318 371
Food, Beverages and Tobacco 183 245 348 284 235 289 307 324 393
Milling Industry Products 40 71 142 90 37 43 31 26 29
Vegetable, Fruit and Nut Preparations 55 51 61 59 63 80 87 100 129
Cereal Preparations 9 11 19 20 25 22 21 19 20
Fish Preparations 1 1 .. .. . 1 . 1
Manufactured Tobacco 24 26 41 47 49 56 58 73 73
Other 54 85 85 67 61 88 109 105 141
Other Industrial Exports 602 914 1,053 801 813 944 1,003 960 1,074
Total 5,228 6,097 7,992 7,371 7,749 8,262 8,017 7,940 8,542
Sources: Sri Lanka Customs, Department of Trade and Investment Policy, Central Bank of Sri Lanka
... Negligible
--Not Available

(a) Provisional

Export increased in 2017 driven by high volumes
and average export prices. Earnings from seafood
exports increased by 111.2 percent in 2017
supported by the removal of the ban on fisheries
products to the EU market. Moreover earnings
from minor agricultural products increased
by 21 percent to US dollars 348 million in 2017.
Industrial products continued to be the main
source of export income with a contribution of 70
percent while tea exports remained as the second
source for earnings of exports.

Imports

The total expenditure on imports increased by 9
percent surpassing the US dollars 20 billion mark
for thesecond timesince2011. The mostsignificant
category was the import of intermediate goods
including fuel which accounted for 16 percent
of total imports owing to increased price and

volumes of refined petroleum product and crude
oil. Expenditure on imports of intermediate
goods accounting for 55 percent of total imports
amounted to US dollars 11,436 million during the
year.

Expenditure on fuel imports increased by 38
percent to US dollars 3,428 million including sub
categories; crude oil, refined petroleum products
and coal. Imports of refined petroleum products
increased significantly due to higher demand
for domestic power generation reflecting dry
weather conditions in 2017. Expenditure on
diamonds, precious stones and metal increased
considerably while gold imports amounted to
US dollars 650 million during the year. Import
expenditure on food and beverages rose in 2017.
However, imports on fertilizer, chemical products
and mineral products recorded a decline in 2017.
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Table 2.16 | Value of Imports

US$ Mn.
Category 2011 2012 2013 2014 2015 2016(b)  2017(a)
Consumer Goods 3,654 2,995 3,182 3,853 4,713 4,319 4,503
Food and Beverages 1,567 1,304 1,368 1,634 1,627 1,627 1,841
Sugar 426 345 289 256 253 343 256
Milk and Milk Products 345 307 291 339 251 249 316
Rice 18 24 18 282 135 13 301
Flour 14 ) 2 2 2 2 2
Fish 147 134 162 141 218 234 214
Other Food and Beverages 617 489 607 614 768 787 752
Potatoes 35.7 22.7 28.5 35.8 36 32 36
Chilies 82.4 46.4 49.3 59.6 77 93 52
Onions 86.0 51.9 100.1 65.3 122 100 123
Lentils 116.8 68.9 104.1 121.2 148 139 114
Green Gram 13.8 7.3 11.2 13.7 15 16 15
Peas 18.5 19.0 19.9 21.8 32 26 23
Chick Peas 26.9 25.6 20.5 20.0 24 30 88)
Kurakkan 0.6 0.4 . 0.2 0 1 1
Qil and Fat 25.9 20.0 59.2 20 88 36 46
Spices 111.0 68.0 79.9 98 113 132 93
Other 99.3 158.7 134.1 172 169 184 216
Non-food Consumables 2,087 1,691 1,814 2,219 3,086 2,692 2,662
Vehicles 881 495 582 897 1,360 795 773
Home appliences-Radio and Television Sets 118 118 103 86 120 136 141
Rubber Products 83 80 88 90 114 112 94
Medical and Pharmaceutical Products 348 372 378 381 460 526 520
Household and Furniture Items 127 117 125 134 150 182 186
Other 530 509 538 632 882 941 948
Garments 112.0 131.9 157.6 227.0 321 291 292
Other Articals of Plastices 33.0 35.4 515.2 608.0 53 29 24
Printed Books 15.0 14.1 11.9 10.4 11 13 17
Fans 23.1 23.4 27.4 244 34 42 35
Washing Preparations 6.0 6.0 5.6 4.3 4 b) 4
Powders, Makeup 10.7 6.8 8.1 6.7 9 14 12
Gas Cookers 94 6.4 6.8 5.7 9 12 11
Intermediate Goods 12,274 11,578 10,554 11,398 9,638 9,869 11,436
Fertilizer 407 311 239 272 290 137 103
Petroleum 4,795 5,045 4,308 4,597 2,700 2,481 3,428
Chemical Products 702 670 734 808 870 856 834
Paper and Paper Boards 427 363 380 490 477 487 485
Wheat and Maize 429 364 323 405 357 249 357
Textile & Textile article 2,321 2,266 2,046 2,328 2,296 2,705 2,724
Diamond and Presious Metals 1,076 588 483 175 162 514 772
Base Metal 354 440 406 478 471 456 629
Vehicle and Machinery Parts 223 211 210 228 264 281 295
Other Intermediate Goods 1,540 1,320 1,425 1,616 1,752 1,703 1,809
Semi Finished Products of Iron 157 256 238 168 n.a. n.a. n.a.
Polymer of Ethyline 109 99 106 142 147 144 134
Unmanufactured Tobacco 52 71 62 70 83 68 68
Palm Oil (Refined”) 161 67 81 123 111 84 148
Investment Goods 4,286 4,590 4,253 4,152 4,567 4,981 4,895
Machinery and Equipment 2,141 2,356 2,222 2,131 2,278 2,741 2,621
Recorders and Primary Batteries 124 138 152 n.a. 17 17 n.a.
Medical Instrument and Appliance - Used 81 87 92 104 117 137 n.a.
Wire Cables (Electrical) 88) 32 34 B8] 37 31 n.a.
Gas Cylinders (For Industries) 12 0 n.a. n.a.
Transport Equipment 1,065 992 668 707 931 663 675
Building Material 1,076 1,237 1,357 1,309 1,352 1,569 1,591
Iron Pipe & Tube 85 84 70 56 70 79 103
Other Investment Goods 4 5 6 5 6 8 8
Unclassified Imports 54 28 14 14 16 13 147
Total Imports 20,269 19,190 18,003 19,417 18,934 19,182 20,981
Sources: Sri Lanka Customs,Caylon Petrolium Corporation, Lanka IOC PLC, Department of Trade and Investment Policy and Central Bank of Sri
Lanka
... Negligible
--Not Available
(a) Provisional
(b)Revised

31

Chapter 02 | Economy in the Global Context



Chapter 02 | Economy in the Global Context

Chart 2.9 | Composition of Imports
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Several initiatives were introduced in tax system
to meet shortage in the domestic market such
as on the reduction of SCL. Meanwhile the

Table 2.17 | Import of Services (Gross Expenditure)
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SCL on the importation of several food items
was introduced and SCL for some items was
revised several times in 2017 in order to provide
necessary protection for domestic agricultural
producers during harvesting seasons and to
reduce volatility in prices in the domestic market.
It is noted that import of personal motor vehicle
decreased by 2.8 percent compared to previous
year while importation of motor cars declined by
16 percent.

Sri Lanka continued to engage in bilateral,
regional and multilateral negotiations with a view
to enhancing market access through preferential
and free trade agreement.

US$ Mn.
Item 2009 2010 2011 2012 2013 2014 2015(b) 2016(a) 2017(a)
Transportation Services 631 817 953 1,172 1,382 1,462 1,579 1,618 1,688

Computer and Information Services -

- - 281 300 327 337 345

Travel and Tourism 411 453 501 710 1,188 1,263 1,420 1,542 1,599
Communication Services 54 56 57 68 87 98 102 105 110
Construction Services 6 7 9 26 29 30 29 32
Insurance Services 46 50 55 64 85 90 92 89 94
Financial Servises - - - - 350 380 403 415
Other Business Services 319 348 B8 464 383 58 63 67 69
Government Expenditure n.i.e. 35 38 39 51 73 77 79 68 69
Total 1,501 1,768 1,985 2,538 3,505 3,725 4,072 4,259 4421

Sources: Central Bank of Sri Lanka
- Not Available
(a) Provisional

Table 2.18 | Export of Services (Gross Income)

US$ Mn.

Item 2006 2009 2010 2011 2012 2013 2014 2015(b) 2016(a) 2017(a)

Transportation Services 865 1,162 1,392 1,634 1,784 1,923 2,105 2,250 2,376
Computer and Information Services 245 265 355 448 604 628 677 724 786
Travel and Tourism 350 576 830 1,039 1,715 2,431 2,981 3,518 3,925
Communication Services 80 83 85 109 114 120 128 134 140
Construction Services 40 42 43 50 55 58 60 63 69
Insurance Services 75 80 91 107 109 115 119 121 123
Financial Servises - - - - 256 254 252 263
Other Business Services 219 245 266 387 275 43 42 42 44
Government Expenditure n.i.e. 19 21 22 27 28 31 31 33 34
Total 1,892 2,474 3,084 3,800 4,685 5,605 6,397 7,137 7,760

Sources: Central Bank of Sri Lanka
(a) Provisional
(b) Revised

Workers” Remittances

Workers” remittances continued to be the largest
single of foreign exchange earner in Sri Lankan
economy in 2017. Foriegn exchange earnings

from migrant workers recorded as US dollar
7,164 million in 2017 compared to US dollars
7,242 million in previous year.

Inflows on account of workers remittances
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declined slightly in 2017 reflecting the geo-
political uncertainty and the continuation of
subdued economic performances in the major
remittances generating destinations. Workers
remittances are expected to grow modestly over
the medium term benefitting from facilitation and
incentives provided by the government to this
sector, the budget provided Rs. 1728.7 million for
this sector in 2018.

Chart 2.10 | Workers” Remittances
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Earnings from Tourism

Tourism is the third largest sector of foreign
earnings in the economy after remittances and
textiles and garment. The peaceful environment
in the country together with ongoing investment
in the tourism sector and promotional campaigns
attracted significant number of tourists to Sri
Lanka in 2017 .Earnings from tourism continued
to grow in 2017 to US dollars 3,925 million in
comparison to US dollars 3,518 in 2016 .The
average spending per tourist rose up to US dollars
170.1 per day from us dollars 168.2 per day in
the previous year. Tourist arrivals recorded a 3
percent growth compared to the previous year
amounting to 2,116,407 arrivals during the year.
Government allocated Rs. 935 million for tourism
sector from the Budget 2017 to improve the
facilities relating to tourists attraction.

Investment in the tourism sector continued to
expand further in 2017. Tourism development
projects at the provincial level also continued
during the year. The new tourism strategic plan
2017-2020 was introduced to facilitate Tourism
vision 2025 aiming at meeting the Sustainable
Development Goals on tourism. Accordingly, it is
expected to increase earnings from tourism up to
US dollars 7 billion and employ 600,000 workers
in support industries. Further, the One Stop Unit
(OSU) for national investment in tourism serves

as a centralized promotion and facilitation center
is expected to assist potential investors interested
in investing in the tourism industry.

Current Account

The current account deficit widened to US dollars
2,309 million, which is equivalent to 2.6 per cent
of GDP in 2017 from 2.1 per cent of GDP in 2016.

Capital and Financial Account

The capital account remained subdued with
lower inflows in the form of capital transfers in
2017. Capital transfers to both the government
and the private sector recorded a marginal
decline during 2017 compared to previous year.
Accordingly, the surplus in the capital account
amounted to US dollars 11 million in 2017 in
comparison to US dollars 25 million in 2016.

Financial Accounting recorded significantinflows
in 2017 Foreign Direct Investment (FDI) inflows
recorded the largest in history at US dollars 1,913
million during 2017 in comparison to US dollars
1,078 million in 2016, reflecting the improved
investor confidence on the economy. Major
inflows of FDI included receipts to Hambantota
port project and the Colombo Port City project
which are expected to attract a significant amount
of FDI in 2018 and beyond.

Inflows to the financial account increased
significantly from the second quarter of 2017,
with a remarkable reversal of outflows in respect
of foreign investments in government securities.
This reflects improved investor confidence helped
by enhanced overall macroeconomic stability
and the continuation of the IMF-EFF programme,
with two more tranches were approved during
2017.

Balance of Payment

The balance of payment (BOP) recorded a
surplus of US dollars 2,068 million in 2017 with
the support of the significant improvement in the
financial account reflecting a notable turnaround
from a deficit of about US dollars 500 million
recorded in 2016. Consequently gross official
reserves improved to a healthy level of US
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dollars 8.0 billion at the end of 2017 compared
to US dollars 6.0 billion recorded at the end of
2016. The increase of gross official reserves was
supported by direct market purchases of foreign
exchange by CBSL, proceeds from the issuance of
the ISB, foreign currency term financing facilities,
two tranches of the IMF-EFF programme, while
the first tranche of the investment proceeds of
Hambantota Port project aslo helped augment
the gross official reserve position during the year.

Table 2.19 | Balance of Payments: 2010 - 2017
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The Sri Lankan rupee depreciated by 2 percent
against the US dollar in 2017.Futhermore
reflecting cross currency movements, the rupee
depreciated against other major currencies
during 2017. Improvements are needed in the
domestic foreign exchange market to avoid excess
volatility in the exchange rate, while facilitating a
market based exchange rate which is well aligned
with macroeconomic fundamentals.

US$ Mn.

Item 2010 2011 2012 2013 2014 2015(b) 2016(b) 2017(a)
Trade Balance -4,825 -9,710 -9,417 -7,609 -8,287 -8,388 -8,873 -9,620
Exports 9,626 10,559 9774 10,394 11,130 10,546 10,310 11,360
Imports 13,451 20,269 19,190 18,003 19417 18935 19,183 20,980
Service (net) 707 1,099 1,262 1,180 1,880 2,325 2,879 83889
Receipts 2,474 3,084 3,800 4,685 5,605 6,397 7,138 7,760
Payments 1,768 1,985 2,538 3,505 3,725 4,072 4,259 4,421
Income (net) -617 -647 -1,219 -1,751 -1,808 -2,013 -2,202 -2,355
Receipts 828 467 142 132 155 127 127 160
Payments 940 1,114 1,361 1,883 1,963 2,140 2,329 2,515
Goods, Services and Income (net) -4,735 -9,258 -9,374 -8,180 -8,215 -8,076 -8,196 -8,636
Current Transfers (net) 3,660 4,643 5,392 5,639 6,227 6,193 6,454 6,327
Private Transfers(net) 3,608 4,583 5,339 5,619 6,199 6,167 6,435 6,316
Receipts (Workers” Remittances) 4116 5,145 5,985 6,407 7,018 6,980 7,242 7,164
Payments 508 562 646 788 819 814 807 848
Official Transfers (net) 52 60 58 21 28 27 19 11
Current Account -1,075 -4,615 -3,982 -2,541 -1,988 -1,883 -1,742 -2,309
Capital Account 164 164 130 71 58 46 25 11
Current and Capital Account 911 -4,451 -3,851 -2,470 -1,930 -1,837 -1,717 -2,298
Financial Account(c) 2,713 4,098 4,263 3,064 -1,536 -2,312 -2,181 -2,183
Long Term Capital (net) 2,380 3,308 2,587 2,314 -1,939 -2,562 -4,283 -1,369
Direct Investment (net) 435 896 871 868 -827 -627 -660 -1,303
Private Long Term (net) 149 175 724 605 - - -136 -170
Govt. Long Term (net) 1,796 2,237 992 841 - - -1,287 -1,215
Debt Securities (net) - - - - - - -932 -1,332
Commercial Bank Long Term (net) - - - - - - -796 -120
Reserve Assets (net) (c) - - - - - - -472 2,771
Other Long Term (net) - - - - - - 1,503 -506
Short Term (net) 334 790 1,676 750 - - 599 -308
Allocation of SDRs - - - - -6 -2 - -
Errors and Omissions -881 -708 -412 -594 393 -476 -465 114
Overall Balance (Balance of Payments) 921 -1,059 151 985 1,369 -1,489 -500 2,068

As a percentage of GDP

Trade Deficit -8.5 -14.9 -13.8 -10.2 -104 6.0 -10.9 -11.0
Current Account Deficit -1.9 -7.1 -5.8 -3.4 -2.5 -2.3 -2.1 -2.6

Source: Central Bank of Sri Lanka
(a) Provisional
(b) Revised

c) Includes additioil components in the fiincial account based on BPM 6 new classification from 2012 onwards
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Chart 2.11 | Balance of Payments
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Potential Areas to Reduce Import
Expenditure

Sri Lanka imports a number of food and non-
food consumer goods for which the country has

capacity to produce domestically. Such imports
are estimated at over US dollars 7,165 million
at present. This implies notable opportunities
for the country to reduce the import cost while
enhancing the domestic production.

The potential areas for such domestic production
include the milk products, spices, fish,
pharmaceutical products, personal care products
and textiles sectors. Foreign Direct Investment
and domestic private sector contribution is vital
to explore such opportunities. Further expansion
of production in the areas of imports competing
crops would be an added advantage to reduce the
import cost while boosting domestic production.
In this context, trade policy reforms need to
focus more on Global Value Chains (GVCs) and
Regional Value Chains (RVCs).

Table 2.20 | Outstanding Loans and Advances Granted by Commercial Banks (a)(b)

Rs. Bn.
Item 2015 2016 2017 AP
Change

Agriculture and Fishing 309.0 361.5 412.4 14.1
o/w

Tea 72.7 82.4 91.0 10.5

Rubber 18.5 23.8 24.4 2.6

Coconut 12.2 16.3 20.4 254

Paddy 19.0 28.9 32.6 12.8

Vegetable, Fruits and Minor Food Crops 20.0 25.1 29.3 16.9

Fisheries 11.0 14.0 17.5 25.0

Industry 1,397.5 1,707.5 2,0414 19.6
o/w

Construction 639.2 811.2 993.5 22.5

Food and Beverages 854 95.3 105.1 10.3

Textiles and Apperal 129.9 159.4 174.7 9.6

Machinery and Transport Equipment 87.5 148.8 170.3 144

Services 950.9 1,287.6 1,393.9 8.3
o/w

Wholesale and Retail Trade 273.0 387.3 435.8 125

Tourism 102.9 138.7 172.0 24.0

Financial and Business Services 217.6 308.1 306.5 -0.5

Personal Loans and Advances 771.1 888.6 1,053.2 18.5
o/w

Consumer Durables 143.5 198.1 210.2 6.1

Pawning 133.4 132.4 148.4 12.1

Total 3,428.5 4,245.1 4,900.9 15.4

Source: Central Bank of Sri Lanka

(a) Based on the Quarterly Survey of commercial banks’ loans and advances to the private sector
(b) Includes loans, overdrafts and bills discounted and excludes cash items in the process of collection

Promoting Exports

Export sector is poised to benefit from
reinstatement of GSP+ preferential access to the
European Union and the rapidly growing tourism
sector, Nonetheless Sri Lanka faces a number of
challenges compared to emerging economies

owing to heavy market concentration and lack
of product diversification. The country’s export
basket needs a transition from low-tech products
to high end products. In this context, the country
needs to further strengthen the competiveness
by applying modern technology and employing
skilled labour.
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It is important that domestic producers invest
in new production processes to improve quality
and reliability while adopting new technologies
to explore ways and means to compete in the
global markets. Policy reforms are needed to
inculcate an innovation driven approach in
doing business while promoting research and
development sector. Export oriented small and
medium scale enterprises (SMEs) would reduce
the barriers to entry and operate in the domestic
business Further, Business
Process Outsourcing and Knowledge Process
Outsourcing services (BPO and KPO) could be
identified as potential areas which could provide
the necessary boost to the export sector of the
country.

environment.

21.6  Monetary Sector Developments

Tightening of the monetary policy stance adopted
by Central Bank of Sri Lanka (CBSL) helped
curtail demand driven inflationary pressures and
inflation expectations during 2017. In response
to changes in CBSL policy rates, market interest
rates moved upward during the first nine months
of 2017, although short term rates adjusted
downwards with the high level of liquidity in
the domestic money market since mid July 2017.
The Average Weighted Deposit Rate (AWDR)
increased by 90 basis points to 9.07 percent by end
2017, while the Average Weighted New Lending
Rate (AWNLR) increased to 14.37 percent by end
2017 from 10.79 percent at end 2016.

Meanwhile, the growth of credit extended to
the private sector decelerated gradually by 14.7
percent at end of the year, although broad money
growth (M2b) slowed to 17.5 percent in 2017 from
18.9 percent in 2016.

Private sector credit in absolute terms was Rs.
4,822 billion during 2017 compared to Rs. 4,204
billion in 2016. The sector-wise classification of
credit growth indicates that credit expansion
was mainly in the credit granted to industry and
service sectors.
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Chart 2.12 | Reserve Money and Private Sector Credit Growth
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Chart 2.13 | Private Sector Credit Growth and Trade Deficit
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2.1.7 Inflation

Inflation as measured by the change in the
Colombo Consumers” Price Index (CCPI)
(2013=100) continued to remain at single digit
level, during the year 2017 despite the upward
pressure.

Headline inflation as measured by the change in
the National Consumer Price Index (NCPI) on
year on year basis remained at 7.3 percent by end
2017, while the same on CCPI moderated to 7.1
percent by end 2017

Chart 2.14 | Headline Inflation, Food Inflation & Non-Food
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2.1.8. Unemployment In addition, reduction of unemployment rate of

youths in the age below 24 shows the impact of
The unemployment rate in 2017 declined to increased government investment in the skill
4.2 percent compared to 4.4 percent in 2016. development activities in the year 2017 through
Various initiatives of the Government helped an interest free loan schemes, subsidy schemes

create employment in 2017. As such 3.3 percent for SME sector.
of employment was created in the year 2017
compared to 1.5 percent in 2016. Among the 21.9
various measures initiated by the Government,

Equity Market Developments

most significant measures include the increase The stock market performance has improved in
of budgetary allocation to SME sector by 125 year 2017, where both market indices recorded
percent in 2017, provision of capital allowance positive growth indicating a reversal of the
and tax holidays for various investments, the declining trend recorded in 2016. The Benchmark
review of land lease policy etc. About 11 percent All Share Price Index (ASPI) index increased by
of employment opportunities were created in 2.3 percent to 6,369 points as atend 2017 compared
the industrial sector in 2017 compared to 2016. to 6,228 points at end 2016. Similarly, the S&P SL
Further the government’s policy direction 20 index, which features the CSE’s 20 largest and
toward more female participation in the labour most liquid stocks have also improved by 5.0
force resulted in a fall in female unemployment percent to 3,672 points by end 2017 compared to
rate in 2017 to 6.5 percent from 7.0 percent in 3,496 points at end 2016. Accordingly, the market
2016. Unemployment rate among male remained capitalization rose by 5.6 percent to Rs. 2,899
unchanged despite 2.51 percent of employment billion as at the end 2017 compared to 2016.

opportunities was in the male category in 2017.

Table 2.21 | Movements in the Capital Market

Indicators 2009 2010 2011 2012 2013 2014 2015 2016 2017
All Share Price Index (1985=100) 3,386 6,636 6,074 5,643 5913 7,299 6,895 6,228 6,369
Milanka Price Index* 3,849 7,061 5,229 5,119 - - - - -
S&P SL 20 Index - - - 3,085 3,264 4,089 3,626 3,496 3,672
Market Capitalization (Rs. Bn.) 1,092 2,210 2,214 2,168 2,460 3,105 2,938 2,745 2,899
No. of Listed Companies in Trading 232 242 272 287 289 294 294 295 296
Annual Average Turnover (Rs.Bn.) 142 570 546 214 200 341 253 176 220
Foreign Sales (Rs. Mn.) 43,899 118,761 68,854 33,972 60,873 83,554 89,793 74,275 94,630
Foreign Purchases (Rs. Mn) 43,253 92,426 49,875 72,653 83,657 104,771 84,421 74,625 112,285

Sources: Colombo Stock Exchange and Central Bank of Sri Lanka
*Discontinued in the beginning of 2013

investments in 2017. The acceleration is owing

2.2 Global Economy and to rebound in investment and trade, favourable
Outlook! financing conditions, accommodative policies,
improved confidence, and strong commodity

221 Overview prices. Global economic growth is broad-based
and synchronized. The United States, emerging

World economy escaped the downturn persisted Asia, emerging Europe and the Eurozone are
for several years and recorded the fastest the major engines that drive the growth and is
growth since 2011 led by the surge in trade and expected to be sustained in next couple of years.

This section is mainly based on World Economic Outlook Update in January
2018 of the IMF, World Economic Outlook in April 2018 of the IMF, Fiscal
Monitor in April 2018 of the IMF, World Economic Outlook in October 2017 of
the IMF, Global Economic Prospects in January 2018of the World Bank, World
Economic Situation and Prospects 2018 of United Nations, Commodity Markets
Outlook in April 2018 of the World Bank and World Employment Social
Outlook Trends 2018 by International Labour Office, Geneva.
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Table 2.21| A Snapshot of the World - 2017
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2017
GDP Growth (Annual . Unemployment Fiscal Balance Gross Debt (Percent
LSLE Y7 percent ch:nge) i3 ([ (PEII"CEi’lt) (Percent of GDP) of GD(I’)

Argentina 2.9 25.7 8.4 -6.5 52.6
Australia 2.3 2 5.6 2.2 41.6
Brazil 1 3.4 12.8 -7.8 84
Canada 3 1.6 6.3 -1 89.7
Chile 15 22 6.7 -2.7 23.6
China 6.9 1.6 3.9 -4 47.8
France 1.8 1.2 9.4 -2.6 97
Germany 2.5 1.7 3.8 1.1 64.1
Greece 14 1.1 21.5 0 181.9
India 6.7 3.6 -6.9 70.2
Indonesia 5.1 3.8 54 -2.5 289
Italy 1.5 1.3 11.3 -1.9 131.5
Japan 1.7 0.5 2.9 -4.2 236.4
Korea 3.1 1.9 3.7 1.9 39.8
Malaysia 5.9 3.8 3.4 -2.9 54.2
Mexico 2 6 34 -1.1 54.2
Russia 1.5 3.7 52 -1.5 17.4
Singapore 3.6 0.6 272 519 110.9
South Africa 13 5.3 27.5 -4.5 52.7
Spain 3.1 2 17.2 -3.1 98.4
Sri Lanka 3.1 71 4.2 -5.5 77.6
Thailand 3.9 0.7 0.7 -0.6 41.6
United Kingdom 1.8 2.7 4.4 -2.3 87
United States 2.3 2.1 44 -4.6 107.8
Vietnam 6.8 85 22 -4.7 58.2
Venezuela -14 1087.5 27.1 -31.8 349

Source: “World Economic Outlook”, IMF, April 2018
Fiscal Monitor, IMF, April 2018
Annual Report 2017, Central Bank of Sri Lanka

Oil market volatility persisted throughout the
year, but finally stabilized after Organization
of the Petroleum Exporting Countries (OPEC)
agreed for a cut in production. Commodity prices
picked-up and recovered. However, geopolitical
tensions, trade protectionism and possible
financial stress remain as downside risks. At
the same time, ballooning levels of debt in both
advanced and emerging economies are raising
concerns over the fiscal situation.

The Federal Reserve Bank of the United States
and European Central Bank have started
tapering their accommodative monetary policies.
Bank of England raised the interest rates after
more than ten years of keeping rates low. The
cryptocurrency, bitcoin came into main stream
after been around since 2009 with trading
increased US$ 16,000 per coin at the end of the
year from US$ 908 per coin on January 1, 2017.

Global investment environment has generally
improved withreduced financialmarketvolatility,

low fragilities in the banking sector, recovery
in commodity prices and most importantly
strong macroeconomic outlook. Capital flows
to emerging markets and developing countries
are rebounding. World trade reported the fastest
post-crisis growth rate. Labour market conditions
are improving and inflation is normalizing.

222  World Output

The global economy grew at 3.8 percent in 2017,
much stronger than the anticipated and this faster
growth is buoyed by the recovery in trade and
investment as well as due to firming commodity
prices. This is a significant increase compared to
the growth of 3.2 percent in 2016 and IMF expects
the growth in 2018 to be 3.9 percent amidst the
benign global financial conditions. Advanced
economies recorded 2.3 percent growth,
following 1.7 percent growth of 2016. The growth
in emerging market and developing economies
was strong at 4.8 percent compared to 4.4 percent
growth in 2016.
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Table 2.22 | World and Regional Output

Annual percent change

Chart 2.15 | Regional Output : 2000-2019
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2.2.3 Inflation

Owing to the moderation in oil prices, headline
consumer price inflation eased in mid-2017 in
most major advanced and emerging market
and developing economies. Advanced economy
inflation was 1.7 percent in 2017 with a significant
increase from 0.8 percent in 2016. Inflation in
emerging market and developing economies
reduced to 4.0 percent from 4.3 percent in the

Actual Forecast

2016 2017 2018 2019
World Output 3.2 3.8 3.9 3.9
Advanced Economies 1.7 2.3 2.5 22
United States 1.5 2.3 29 2.7
Euro Area 1.8 2.3 2.4 2.0
Germany 1.9 25 2.5 2.0
France 1.2 1.8 21 2.0
Italy 0.9 1.5 1.5 1.1
Spain 83 3.1 2.8 2.2
Japan 0.9 1.7 1.2 0.9
United Kingdom 1.9 1.8 1.6 1.5
Canada 14 3.0 21 2.0
Emerging Market and 44 48 49 5.1
Developing Economies
Emerging and Developing 6.5 6.5 6.5 6.6
Asia
China 6.7 6.9 6.6 6.4
India 7.1 6.7 7.4 7.8
Indonesia 5.0 51 53 515
Malaysia 4.2 59 53 5.0
Vietnam 6.2 6.8 6.6 6.5
Thailand 8¥e) 3.9 3.9 3.8
Commonwealth of 0.4 2.1 2.2 2.1
Independent States**
Russia -0.2 1.5 1.7 15
Latin America and the -0.6 1.3 2.0 2.8
Caribbean
Brazil -3.5 1.0 2.3 2.5
Emerging & Developing 3:2 5!8) 43 37
Europe
Middle East, North Africa, 49 2.6 3.4 3.7
Afganistan & Pakistan
Pakistan 45 5¥8) 5.6 4.7
Sub-Saharan Africa 14 2.8 34 3.7
South Africa 0.6 1.3 1.5 1.7
Sri Lanka 45 31 4.0 45

Source: World Economic Outlook, IMF, April 2018
Annual Report 2017, Central Bank of Sri Lanka

The growth in emerging markets and developing
economies is mainly due to the acceleration in
private consumption. Emerging and developing
Asia and Europe were the most dynamic regions
of the globe in 2017 with robust growth rates of
6.5 percent and 5.8 percent respectively. The
expected growth rates in 2018 for the two regions
will be 6.5 percent and 4.3 percent, respectively.

previous year.

Table 2.23 | Inflation

Annual percent change

Actual Forecast

2016 2017 2018 2019
Advanced Economies 08 17 20 19
United States 13 21 25 24
Euro Area 02 15 15 16
Germany 0.4 1.7 1.6 1.7
France 0.3 1.2 1.5 1.6
Ttaly -01 13 11 13
Spain -02 20 1.7 1.6
Japan -0.1 0.5 1.1 1.1
United Kingdom 07 27 27 22
Canada 14 16 22 22
Emerging Market and 43 40 46 43
Developing Economies
Emerging and Developing Asia 28 24 33 3.3
China 20 16 25 26
India 45 36 50 50
Commonwealth of Independent 83 55 46 48
States**
Russia 7.1 37 28 3.7
Latin America and the Caribbean 5.6 41 3.6 85
Brazil 87 34 35 42
Emerging & Developing Europe 32 62 6.8 6.3
Middle East, North Africa, 4.7 6.3 8.2 6.8
Afganistan & Pakistan
Pakistan 29 41 50 52
Sub-Saharan Africa 113 110 95 89
South Africa 63 53 53 53
Sri Lanka 40 71 48 48

Source: World Economic Outlook, IMF, April 2018
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At the same time, underlying inflation across
the advanced economies to be subdued owing
to low inflation expectations as a result of long
persisting low inflation periods as well as due to
low prices resulting from the improvements in
technology and competitiveness. However, the
projection for 2018 is 2 percent considering the
impact of rising fuel prices.

Chart 2.16 | Regional Inflation: 2000-2019
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2.2.4 Interest Rates

The global interest rates increased faster in 2017.
Federal Reserve Bank of the United States raised
its benchmark rate by 75 basis points in 2017
(three times each by 25 basis points ) reflecting
the improvements in the economy and labour
market and it was recorded at 1.5 percent by
the end of the year. The benchmark rate was
further increased by 25 basis points on March
21, 2018. Long term interest rates were raised in
the advanced European economies. In emerging
Asia and Europe, the long term interest rates on
local currency bonds were increased and further
easing was observed in Latin America and Russia.

The London inter-bank offered rate (LIBOR) on
six-month U.S. dollar deposits averaged at 1.4
percent in 2017 and this is an increase compared
to the average of 1.04 percent in the previous year.
The IMF has projected (LIBOR) on six-month
U.S. dollar deposits to be averaged at around 2.4
percent in 2018 and 3.4 percent in 2019.

2.2.5 Unemployment

Unemployment in most advanced economies
declined further and the United States recorded
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the lowest rate since 1960s. This is mainly due
to pick up in economic activities and related
job creation. The unemployment in advanced
Europe was decreased to 7.9 percent in 2017 from
8.7 percent in the previous year. This is the lowest
level recorded since 2009.

As per the estimations by International Labour
Organization, the global unemployment will be
5.5 per cent in 2018, which is an improvement
from 5.6 per cent in 2017 and this is the first time
the rate declined after continuous rising for three
years.

2.2.6 Fiscal Situation

The gain in global growth in 2017 was greatly
supported by the fiscal policy measures
implement by both advanced and emerging
market economies. According to the World Bank,
economies representing more than 50 percent of
advanced-economy GDP in 2016 and more than
25 percent in 2017 implemented expansionary
fiscal policies. The share of advanced economies
who implemented contractionary fiscal policies
dropped significantly, from more than 70 percent
in 2015 to 12 percent in 2017. Fiscal policy in most
advanced economies is projected to be broadly
neutral in 2018-2019 with limited fiscal space
and some advanced economies like Australia,
Canada, Japan and New Zealand have announced
more expansionary measures.

As reported by the World Bank, commodity
exporting emerging market and developing
economies opted several measures other than
fiscal consolidation i.e. reductions in energy
subsidies (e.g., Argentina, Indonesia, Malaysia,
Mexico, Saudi Arabia, the United Arab Emirates),
cuts in expenditures (e.g., the Islamic Republic of
Iran, Malaysia, Russia, Saudi Arabia), and the
introduction of value added taxes (e.g., GCC
countries). However, fiscal sustainability gaps
in these economies are large. In contrast, fiscal
sustainability gaps of commodity importing
emerging and developing economies are
relatively smaller. However, rapid expenditure
growth in 2016-17 resulted in protracted deficits
and continued increases in public debt.
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Fiscal Deficits

The overall global fiscal balance was slightly
narrowed to 3.3 percent in 2017 from 3.5 percent
in the previous year. Emerging markets and
developing economies were able to narrow
down the overall fiscal deficit to 4.4 percent from
4.8 percent in 2016. However, the overall fiscal
balance of advanced economies was stable at 2.6
percent in both years.

The significant improvement in fiscal balance in
Russia from 3.7 percent in 2016 to 1.5 percent in
2017 is due to the fiscal space created by stronger
than anticipated growth and the higher oil price.
According to budget plans fiscal expenditure
should decline in nominal terms in 2018 and 2019.

Table 2.24 | Overall Fiscal balance

Percent of GDP
Actual Forecast
2016 2017 2018 2019

World 35 33 32 33
Advanced Economies 26 26 27 28
United States 42 46 53 59
Euro Area 1.5 -09 06 -05
Germany 0.8 1.1 1.5 1.7
France 34 26 24 31
Italy 25 -19 -16 -09
Spain 53 45 31 -25
Greece 0.5 0.0 -0.1 0.0
Ireland 07 -04 -02 -0.1
Portugal 20 -12 -10 -09
Japan 3.7 42 34 28
United Kingdom 30 23 -18 -15
Emerging Market and Middle -48  -44 42 41
Income Economies
Asia 3.9 42 42 43
China 3.7 40 41 -43
India 6.7 -69 -65 -6.5
Indonesia 25 25 25 25
Malaysia 26 29 27 25
Vietnam 47 47 48 47
Thailand 06 -06 -09 -09
Europe 3.0 20 -14 14
Russia 3.7 -15 0.0 0.1
Latin America 66 -62 58 -5.6
Brazil 90 -78 83 -83
Middle East and North Africa 93 58 46 -35
and Pakistan
South Africa 41 45 42 41
Low-Income Developing 42 43 42 40
Countries
Qil Producers 49 32 22 -19
Sri Lanka 54 55 -44 -35

Source: Fiscal Monitor, IMF, April 2018
Annual Report 2017, Central Bank of Sri Lanka

The ease in fiscal balance experienced by Middle
East and North Africa and Pakistan from 9.3
percent to 5.8 percent is due to firming commodity
prices.

Government Debt

General Government gross debt of the world as
a percentage of GDP decreased to 82.4 percent
in 2017 from 83.1 percent in 2016. The total
debt stock of advanced economies decreased to
105.4 percent of GDP from 106.9 percent in the
preceding year. However, government gross debt
in emerging market and developing economies
increased from 47 percent to 49 percent in 2017.
Average debt in low income countries was rising
rapidly and increased from 2016’s average of 40.8
percent to 44.3 percent in 2017. Japan recorded
the highest debt to GDP at 235.6 percent.

Economies with high debt to GDP ratio are
susceptible to sudden financial shocks and
building up of buffers is considered essential at
this point. According to IMF’s Fiscal Monitor,
April 2018, economies will become vulnerable to
rolloverrisk, duetohigh governmentdebtbecause
of large gross financing needs, particularly when
maturities are short. At the same time, economies
will be susceptible to significant unexpected
shocks to public debt-to-GDP levels, which
would aggravate the rollover risk. Further, it will
be difficult to conduct countercyclical policies,
especially in the event of a financial crisis when
there is high debt to GDP ratio. Not only in
financial crisis, but also in financially neutral or
favourable situations, the high debt stock will
escalate interest rate payments and at the times
of interest rates are increasing, it will create cash
management problems specially in developing
economies.

According to IMF’s debt sustainability analysis,
more than one-third of advanced economies
recorded debt above 85 percent of GDP in 2017
and this is three times more countries than in
2000. Comparatively, one-fifth of emerging
market and middle-income economies recorded
debt above 70 percent of GDP in 2017, similar to
levels in the early 2000s in the aftermath of the
Asian financial crisis.
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Table 2.25 | General Government Gross Debt

Percent of GDP
Actual Forecast

2016 2017 2018 2019
World 831 824 821 819
Advanced Economies 106.9 1054 103.9 103.1
United States 107.2 107.8 108.0 109.4
Euro Area 889 86.6 842 817
Germany 682 641 598 557
France 96.6 970 963 96.2
Italy 132.0 1315 129.7 1275
Spain 99.0 984 967 951
Greece 1835 1819 191.3 181.8
Ireland 729 685 671 649
Japan 235.6 2364 236.0 234.2
United Kingdom 882 870 863 859
Canada 911 89.7 86.6 838
Emerging Market and Middle- 470 490 512 529
Income Economies
Asia 472 501 523 545
China 443 478 512 544
India 689 702 689 673
Europe 321 318 321 325
Russia 157 174 187 195
Latin America 590 618 664 674
Brazil 784 840 873 902
Mexico 56.8 542 535 534
Middle East and North Africa 411 403 425 433
(MENA)
South Africa 51.6 527 549 557
Low-income Developing 40.8 443 455 449
Countries
Sri Lanka 788 776 774 748

Source: Fiscal Monitor, IMF, April 2018
Annual Report 2017, Central Bank of Sri Lanka

2.2.7 Capital Flows and Financial
Markets

The behavior of global financial markets was
stabilized due to positive world growth and
monetary policy normalization by advanced
economies. The buoyancy of financial markets
during the year was reflected by the increase in
stock prices to historical highs, low volatility in
both the equity and bond markets, and rebound
in portfolio flows into emerging economies
(The World Economic Situation and Prospects
2018 by United Nations). The Federal Reserve
Bank of the United States raised the benchmark
interest rates by 125 basis points since the start
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of monetary policy tightening in December 2015
and the rate was increased three times in 2017 by
75 basis points. However, this gradual increase
in Fed rates and slow withdrawal of stimulus has
not encouraged the tightening of global financial
conditions.

Aggregate foreign direct investment flows were
stable in 2017, but varied among the regions.
Supported by the positive growth outlook and
favourable policy reforms, FDI flows to Asian
economies like India, Indonesia and Vietnam
were increased. FDI flows to Middle Eastern and
North African economies like Algeria, Egypt and
Tunisia were improved owing to privatization
plans and improvements in business regulations
even though inflows to Sub Saharan African
economies were low.

Looking ahead, low interest rates and inflation,
rising global debt, the weakening fundamental
macroeconomic relationships between
unemployment and inflation may cause
disruptions to the serenity of the financial market
conditions.

2.2.8 Currency Movements

According to IMF, the US dollar weakened by
about 7 percent in real effective terms, during
first three quarters of 2017. At the same period,
the euro and the Canadian dollar appreciated by
6 percent owing to stronger growth prospects
in Euro area and higher policy rates in Canada.
The yen depreciated by about 3 percent and the
Swiss franc and Korean won by 4 percent. After
raising interest rates by the Bank of England in
November and amidst the speculation of Brexit,
British pound appreciated 5.5 percent. The
Chinese renminbi appreciated 3.5 percent in real
effective terms during August 2017 and end-
March 2018.
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Chart 2.17 | Monthly Movement of Six Months LIBOR
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2.29 World Trade

Global trade rebounded in 2017 mainly owing
to heightened import demand in East Asian
economies, as accommodative policy measures
caused pick up in domestic demand and increased
demand for capital goods by advanced economies
with the improvements in investments. Mainly
due to acceleration in investment spending,
world trade volume expanded significantly from
2.3 percent in 2016 to 4.9 percent in 2017 after
two years of weakness. Imports by advanced

| 120 economies increased by 2.7 percent to 4.0
. percent in 2017. Imports of emerging market and
085 | developing economies increased significantly
[ to 6.4 percent in 2017 from 1.8 percent in 2016.
R Exports by advanced economies increased to
5 07 - 100 § 4.2 percent from 2.0 percent in 2016 and exports
g g by emerging market and developing economies
g 0701 - increased considerably to 6.4 percent from the
0es | 2.6 percent in the previous year owing to an
upturn in investment activities in both advanced
060 [ economies and emerging economies and also
0ss | trade in electrical and electronic products.
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Table 2.26 | World Trade Volumes
Annual percent change
Actual Forecast
22(())%09- 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
World Trade Volume (Goods and Services)
Volume 5 125 7.1 3.0 3!5) 37 2.7 2'3 49 51 47
Imports
Advanced Economies 36 115 Bl 1.7 2.3 3.9 4.6 2.7 4.0 Bl 4.5
Emerging Market and Developing Economies 9.0 143 115 88 52 42 -0.9 1.8 6.4 6.0 5.6
Exports
Advanced Economies 39 121 6.0 2.8 3.1 3.9 3.8 2.0 42 4.5 3.9
Emerging Market and Developing Economies 79 138 8.7 B15) 4.8 32 1.5 2.6 6.4 51 B3

Source: World Economic Outlook, IMF, April 2018

Looking ahead, world trade is projected to be
expanded by 5.1 percent in 2018 and 4.7 percent
in 2019. The moderation in 2019 is projected in

line with the expected deceleration of capital
spending in advanced economies and China.
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2210 World Commodity Prices

Commodity prices exhibited a common trend in
2017 which is specific to the developments in the
particular sector. Energy prices recovered from
2014-16 oil price plunge, as the oil prices averaged
US$ 53 per barrel (bbl) in 2017 with an increase of
24 percent from 2016. Metal prices also recovered
with the strong demand from China. Even
though, agricultural prices weakened slightly in
2017 due to larger than expected stocks they are
expected to be stable in 2018 and 2019.

Table 2.27 | Price Indexes (2010=100)

2013 2014 2015 2016 2017 2018

Energy 127 118 65 55 68 71
Non-Energy 102 97 82 80 84 85
Agriculture 106 103 89 89 89 90
Beverages 83 102 94 91 83 84
Food 116 107 91 92 92 93
Oils and Meals 116 109 85 90 89 91
Grains 128 104 89 82 82 83
Other Food 104 108 100 105 106 106
Raw Materials 95 92 83 80 82 83
Fertilizers 114 100 95 75 72 72
Metals and 91 85 67 63 77 76
minerals

Precious Metals 115 101 91 97 97 97

Source: Commodity Market Outlook, April 2017, World Bank

Energy Prices

The oil prices averaged US$ 53 per barrel in 2017
with a 23 percent increase over the previous
year’s average of US$ 43 per barrel. The increase
is mainly driven by strengthening demand,
falling stocks, and an agreement by Organization
of the Petroleum Exporting Countries (OPEC)
in late November to extend the production cuts
until the end of 2018. Crude oil prices reached
more than US$ 65 per barrel in January, 2018.
Oil prices are projected to average at US$ 65 per
barrel in 2018 and 2019.
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Escalating oil prices causes natural gas prices and
liquefied natural gas (LNG) prices to increase. As
the Chinese government has imposed restrictions
for the use of coal to mitigate air pollution, the
Chinese demand for LNG rose.

Chart 2.19 | Crude Oil Prices: 2011 - Apr 2018
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Agricultural Prices

The weakness in agricultural prices in 2017
is mainly owing to higher production and
unexpectedly high stocks. The price of rice
(Thailand, white milled, 5 percent broken) has
dropped from US$ 421 per ton 2016 to US$ 410
per ton in 2017 and the rice prices are expected
to decline further in 2018 due to ample stocks. A
record high production was reported for wheat
and maize in 2016-2017. The maize reached its
lowest level in more than seven years at $159 per
ton in 2017 with a decline of 6.2 percent over 2016
and wheat prices fluctuated during the year. The
World Bank Agriculture Price Index is expected
to rise 2.2 percent in 2018 and 1.3 percent in
2019 due to reduced plantings (maize) and
some weather-induced crop reductions in South
America (soybeans).

Metal Prices

The pick-up in metal prices is partially due to
strong demand from China and certain supply
bottlenecks. The World Bank’s Metals and
Minerals Price Index rose by 24 percent in 2017.
Nickel prices soared by 5 percent in 2017 owing
to the strong growth in stainless steel production
and some disruption to supply. The gain in zinc
price was significantly high at 34 percent due
to low supply (mine closures in Australia and
Ireland and voluntary cutbacks in Australia and
United States) and strong growth in demand to
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galvanize steel. Aluminum prices increased by 19
percent and iron and copper prices went up by
19 and 22 percent respectively in 2017. This surge
in prices is attributed to high Chinese demand.

Chart 2.20 | Gold Price Behaviour: 1961 - 2018
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Price of an ounce of gold increased slightly by
0.7 percent from US$ 1,248.99 to US$ 1,257.56 in

2017.
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Chapter 03 | Government Revenue

3.1 Overview

The fiscal consolidation process in 2017 was
geared towards increasing revenue mobilization
while rationalizing government expenditure
in order to contain the budget deficit and debt
accumulation. Consequently, government tax
revenue as a percentage of GDP increased by 0.3
percentage point to 12.6 percent of GDP in 2017
from 12.3 percent of GDP in 2016 helped by the
increase of VAT rate from 11 to 15 percent and
other tax revisions. Tax reforms introduced with
a view of facilitating revenue targets of the fiscal
consolidation programme have been assisted
to broaden the tax base, strengthen the tax
administration and rationalize tax exemptions.

Table 3.1 | Summary of Government Revenue
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The VAT revenue increased in nominal terms by
56.5 percent in 2017 compared to 2016. With the
streamlining of the tax base, revenue collection is
expected to remain buoyant in 2018 particularly
with the support of the implementation of the new
Inland Revenue Act effective from April 01, 2018.
Meanwhile, total revenue share to GDP declined
by 0.4 percentage pointto 13.8 percentin 2017 from
14.2 percent in 2016 reflecting the drop in non-tax
revenue collection by 0.7 percentage point to 1.2
percent of GDP in 2017. The moderation in non-
tax revenue and the increase in expenditure due
to larger than expected interest payments and
unexpected expenditure on disaster relief led to
a marginally higher budget deficit of 5.5 percent
of GDP in 2017 compared to 5.4 percent in 2016.

Rs. Mn.

Item 2014 2015 2016 2017 (Provisional)

Total Revenue and Grants 1,204,621 1,460,892 1,693,557 1,839,562

Total Revenue 1,195,206 1,454,878 1,686,061 1,831,531

Tax Revenue 1,050,362 1,355,779 1,463,689 1,670,178

Income Tax 198,115 262,583 258,857 274,562

Taxes on Goods and Services 615,832 803,798 841,967 1,025,799

Taxes on External Trade 236,415 289,398 362,865 369,817

Non Tax Revenue 144,844 99,099 222,372 161,353

Grants 9,415 6,014 7,496 8,031
As a % of GDP

Revenue and Grants 11.6 13.3 14.2 13.8

Total Revenue 11.5 13.3 14.2 13.8

Tax Revenue 10.1 12.4 12.3 12.6

Non Tax Revenue 14 0.9 1.9 1.2

Grants 0.1 0.1 0.1 0.1

Source: Department of Fiscal Policy

3.2 Revenue Policy Measures

In 2017, the government has taken several policy
measures to augment revenue mobilization in
line with its fiscal consolidation process. The
government introduced the new Inland Revenue
Act, No. 24 of 2017 (IRA) which was enacted in
October 2017 and became effective from 01 April
2018. The new IRA is expected to increase revenue
from direct taxes through broadening income tax
base and strengthening the tax administration.
In addition, Economic Service Charge (ESC)
was imposed at the point of importation for
vehicles and ESC threshold was reduced to Rs.
12.5 million per quarter from Rs. 50 million per
quarter with effect from 01% April 2017. Several

exemptions granted under the Nation Building
Tax (NBT) on construction contractors, services
of travel agent and sale of residential apartments
etc., were removed. Embarkation Levy was
increased to USD 50 for both ship and air
passengers. The tax base on liquor was revised
on the basis of alcohol volume from the basis of
proof litre and raw material such as molasses
and rice was made liable for excise duty in order
to prevent revenue leakages. Excise duty on
motor vehicles was revised upwards and several
measures were introduced to mitigate revenue
loopholes. The automation process (RAMIS) at
the Inland Revenue Department continued in
2017 to strengthen the tax administration.
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The measures taken by the government are
expected to support the achievements of targets
set in the Vision 2025 and the Medium Term
Fiscal Strategy of the Government. As such,
government revenue is expected to reach above
17 percent of GDP by 2022. The envisaged

Table 3.2 | Estimated and Actual Revenue -2017

revenue led fiscal consolidation will facilitate
attaining a fiscal deficit of 3.5 percent of GDP
by 2020 through 2022, while central government
debt will taper down to about 69 percent of GDP
by 2022. This will also ensure that Government
will be able to maintain public investment at 5.5
percent.

Rs. Mn.
Item Estimated Actual Deviation
Total Revenue 2,010,300 1,831,531 -178,769
Tax Revenue 1,827,000 1,670,178 -156,822
Department of Inland Revenue
Tax on Income and Profit 334,550 274,562 -59,988
VAT - Domestic (Net) 232,000 275,346 43,346
Nation Building Tax (Domestic) 42,000 49,715 7,715
Sub Total 608,550 599,623 -8,927
Department of Customs
Import Duty 165,000 136,501 -28,499
VAT - Imports (Net) 148,000 168,393 20,393
Nation Building Tax (Import) 24,000 19,320 -4,680
PAL 106,000 102,360 -3,640
Cess Levy 60,000 59,554 -446
Special Commodity Levy & Other 65,000 71,402 6,402
Excise Special Provisions 404,000 356,240 -47,760
Cigarettes 105,000 85,956 -19,044
Petroleum 55,000 73,983 18,983
Motor Vehicles & other 244 000 196,301 -47,699
Sub Total 972,000 913,770 -58,230
Department of Excise
Liquor/Tobacco 175,035 113,260 -61,775
Sub Total 175,035 113,260 -61,775
Other
Telecommunication Levy 43,000 33,399 -9,601
License Tax & Other 28,415 10,126 -18,289
Sub Total 71,415 43,525 -229,541
Non - Tax Revenue 183,300 161,353 -21,947

Source: Department of Fiscal Policy

In nominal terms, the total revenue increased
by 8.6 percent to Rs. 1,832 billion in 2017 from
Rs. 1,686 billion in 2016. The total tax revenue
increased by 14.1 percent to Rs. 1,670.2 billion
whereas total non-tax revenue declined by 27.4
percent to Rs. 161 billion in 2017.

Revenue collected from domestic consumption-
based taxes such as VAT and NBT on domestic
activities increased by 26.4 percent to Rs. 530.8
billion in 2017. However, revenue on several
consumption-based taxes such as liquor and
cigarettes dropped by 5.5 percent and 3.1 percent

respectively in 2017 . Revenue from import-
based taxes such as VAT on imports, Ports and
Airports Development Levy (PAL) and Cess
increased by 11.2 percent to Rs. 821 billion.
However, revenue generated from import duties
and Cess levy declined in 2017. The revenue
generated from both domestic and import VAT
significantly increased by 56.5 percent mainly
due to the increase in VAT rate to 15 percent from
11 percent, the broadening of the tax base by
removing VAT exemptions and increased VAT
compliance through the RAMIS at IRD. However,
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excise revenue collection on liquor and cigarettes
declined. The revenue from excise duty on motor
vehicles marginally increased by 1.7 percent to
Rs. 189.7 billion in 2017 mainly due to the upward
revision of excise duty rates. Revenue generated
from PAL and Special Commodity Levy (SCL),
NBT also showed improved performance in 2017.
Revenue collection from income taxes on account
Act ESC and Pay-As-You-Earn (PAYE). Revenue
generated from ESC and PAYE increased by
118.6 percent and 16.9 percent, respectively in
2017 due to the increase in salaries of public and
private sectors and broadening the tax base of
ESC. The non-tax revenue declined mainly due
to the decline in profits and dividends transfers
by SOBEs stemming from strained financial
performance amidst modest economic growth in
2017.

Further to policy measures undertaken in 2017,
fiscal consolidation requires further reforms
as earmarked in the Vision 2025 to sustain the
upwards trajectory of government revenue
mobilization. The revenue mobilization through
improved tax compliance and administration,
broadening the tax base and simplification tax

Chart 3.1 | Government Revenue
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structures have been identified as key policy
areas to expand the fiscal space in the medium-
term.

3.3 Government Revenue
Performance

Reflecting the fiscal consolidation measures
adopted by the Government, tax revenue to GDP
ratio increased to 12.6 percent in 2017 from 12.3
percent in 2016. However, total government
revenue dropped to 13.8 percent of GDP in 2017
from 14.2 percent of GDP in 2016 due to the
decline in non-tax revenue to 1.2 percent of GDP
in 2017 from 1.9 percent recorded in 2016.

In nominal terms, the total revenue increased by
8.6 percent to Rs. 1,831.5 billion in 2017 from Rs.
1,686.1 billion in 2016 as against the estimated
revenue of Rs. 2,010.3 billion. The tax revenue
increased by 14.1 percent to Rs. 1,670.2 billion in
2017 from Rs. 1,463.7 billion in 2016 vis-a-vis the
estimate of Rs. 1,827.0 billion. Non-tax revenue
declined by 27.4 percent to Rs. 161.3 billion in
2017 from Rs. 222.4 billion in 2016 compared to
the estimate of Rs. 183.3 billion.

Chart 3.2 | Composition of Tax Revenue -2017
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Table 3.3 | Government Revenue

Rs. Mn.
Ttem 2012 2013 2014 2015 2016 2017
(Provisional)
Tax Revenue 908,915 1,005,895 1,050,362 1,355,779 1,463,689 1,670,178
Income Tax 172,594 205,666 198,115 262,583 258,857 274,562
VAT 229,604 250,523 275,350 219,700 283,470 443,739
Nation Building Tax 38,736 40,937 44,583 45,004 57,424 69,035
Excise Duty 223,960 250,700 256,690 497,623 454,952 469,454
Import Duties 80,155 83,123 81,108 132,189 156,487 136,501
Ports & Airports Development Levy 70,111 61,987 68,646 58,644 88,823 102,360
Special Commodity Levy 33,666 46,705 47,953 52,276 55,825 71,402
Other 60,089 66,255 77,917 87,760 107,851 103,125
Non Tax Revenue 142,547 131,552 144,844 99,099 222,372 161,353
Interest/ Rent 11,686 11,995 13,647 7,321 15,806 11,845
Profit and Dividends 46,761 35,169 46,814 29,798 108,160 53,998
Sales and Charge 26,019 40,720 35,499 44,632 72,606 66,575
Social Security Contribution 11,738 15,145 14,919 15,213 18,046 22,940
Central Bank Profit Transfers 43,000 26,350 11,500 - 5,000 -
Other 3,343 2,173 22,466 2,135 2,754 5,995
Total Revenue 1,051,462 1,137,447 1,195,206 1,454,878 1,686,061 1,831,531
As a % of GDP
Tax Revenue 10.4 10.5 10.1 12.4 12.3 12.6
Income Tax 2.0 2.1 1.9 2.4 22 2.1
VAT 2.6 2.6 2.7 2.0 24 88
Nation Building Tax 0.4 0.4 0.4 0.4 0.5 0.5
Excise Duty 2.6 2.6 243 4.5 3.8 85
Import Duties 0.9 0.9 0.8 12 158} 1.0
Ports & Airports Development Levy 0.8 0.6 0.7 0.5 0.7 0.8
Special Commodity Levy 0.4 0.5 0.5 0.5 0.5 0.5
Other 0.7 0.7 0.8 0.8 0.9 0.8
Non Tax Revenue 1.6 14 14 0.9 1.9 152
Interest/ Rent 0.1 0.1 0.1 0.1 0.1 0.1
Profit and Dividends 0.5 0.4 0.5 0.3 0.9 0.4
Sales and Charge 0.3 0.4 0.3 0.4 0.6 0.5
Social Security Contribution 0.1 0.2 0.1 0.1 0.2 0.2
Central Bank Profit Transfers 0.5 0.3 0.1 - -
Total Revenue 12.0 11.9 11.5 1858 14.2 13.8
Source: Department of Fiscal Policy
... Negligible
- not available
Table 3.4 | Government Tax Revenue - By Source
Rs. Mn.
Source 2016 2017 (Provisional) 2017/2016 Change (%)
Income Tax 258,857 274,562 6.1
Corporate & Non Corporate 154,324 143,588 (7.0)
PAYE 28,169 32,920 16.9
ESC 20,458 44,720 118.6
Tax on interest 55,906 53,334 (4.6)
Domestic Consumption Based Taxes 419,897 530,838 26.4
VAT - Domestic 168,134 275,346 63.8
NBT - Domestic 39,029 49,715 27.4
Tax on Liquor 120,238 113,684 (5.5)
Tax on Cigarettes/Tobacco 88,792 86,002 3.1)
Other (Excise) 3,704 6,091 64.4
Import Based Taxes 738,814 821,253 11.2
Import Duties 156,487 136,501 (12.8)
VAT - Import 115,336 168,393 46.0
NBT - Import 18,395 19,320 5.0
PAL 88,823 102,360 15.2
SCL 55,825 71,402 27.9
Cess Levy 61,730 59,554 (3.5)
Petroleum - Excise 55,719 73,983 32.8
Motor Vehicles - Excise 186,499 189,740 1.7
Licence and Other 46,121 43,525 (5.6)
Telecommunications Levy 35,976 33,399 (7.2)
Other 10,145 10,126 (0.2)
Total Tax Revenue 1,463,689 1,670,178 14.1

Source : Department of Fiscal Policy
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3.3.1 Tax Revenue

Income Tax

The total revenue generated from income tax
which comprises corporate and non-corporate
tax, PAYE, ESC and Withholding tax on interest
income increased by 6.1 percent to Rs. 274.6
billion in 2017 in comparison to Rs. 258.9 billion
in 2016. The revenue from the corporate and non-
corporate income tax declined by 7.0 percent to
Rs. 143.6 billion in 2017 mainly due to the impact
of the increase in revenue collected from ESC
by 118.6 percent to Rs. 44.7 billion which can
be deductible from income tax computations.
The increase in revenue collected from ESC was
mainly due to the imposition of ESC at the point
of importation of motor vehicles coupled with
the reduction of ESC threshold to Rs. 12.5 million
per quarter from Rs. 50 million per quarter with
effect from 1st April 2017.

Table 3.5 | Performance of Income Tax
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The revenue from PAYE tax significantly
increased by 16.9 percent to Rs. 32.9 billion in 2017
compared to Rs. 28.1 billion in 2016, reflecting
the increase in salaries both in public and private
sectors and the rise in employment in high
earning categories such as tourism, information
technology and professional services. However,
the revenue from the tax on interest income
declined by 4.6 percent to Rs. 53.3 billion in 2017
compared to Rs. 55.9 billion in 2016. This was
mainly due to the relatively lower issuance of
government securities. The estimated income tax
revenue in 2017 was Rs. 335 billion of which Rs.
274.6 billion was achieved in 2017. The deviation
was due to the delay in implementing the new
Inland Revenue Act.

Value Added Tax (VAT)

The total revenue generated from VAT
significantly increased by 56.5 percent to Rs.
443.7 billion in 2017 from Rs. 283.5 billion in 2016.
The VAT revenue to GDP ratio expanded to 3.3

Rs. Mn. percent in 2017 from 2.4 percent in 2016 while the
Ttem 2015 2016 (Pmigslizml) Grc:/wth VAT revenue as a percentage of total tax revenue
! increased to 26.6 percent in 2017 from 19.4 percent
i:)t(al Income 262,583* 258,857 274,562 6.1 recorded in 2016.
Corporate & 167,325 154,324 143,588 -7.0 Table 3.6 | Value Added Tax Revenue
Non Corporate Rs. Mn
2017
PAYE 26,206 28,169 32,920 16.9 Item 012 2013 2014 2015 2006 p i
ES@ 6,148 20,458 44,720 118.6 Domestic 112,214 124,658 140413 131,662 168,817 276,065
Tax on Interest 62,904 55,906 53/334 (46) Imports 120,539 126,538 136,221 89,174 115,339 168,395
- - Gross 232,753 251,196 276,634 220,836 284,156 444,459
* Including Super Gain Tax of Rs. 49.8 bn REVERHE
Source: Department of Fiscal Policy Refunds 3149 539 1284 1136 636 70
Net 229,604 250,757 275,350 219,700 283,470 443,739
Chart 3.3 | Performance of Income Tax Revenue
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100 A 10 < to the increase in VAT rate from 11 percent to 15
50 o5 percent and the removal of exemptions granted
. 00 to the health sector and telecommunication sector
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= Tax on Interest Prov. sector, VAT revenue from domestic activities
ESC Tion |
—AYE expanded by 63.8 percent to Rs. 275.3 billion in
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2017 from Rs. 168.1 billion in 2016. Meanwhile,
VAT revenue on imports increased by 46.0
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percent to Rs.168.4 billion in 2017 from Rs. 115.3
billion in 2016 reflecting the overall increase in
imports. The estimated VAT revenue in 2017 was
Rs. 380.0 billion of which Rs. 443.7 billion was
realized helped by the expansion of financial
services, the increase in monitoring of payments
and receipts with the implementation of RAMIS
and strengthening tax administration at IRD.

Excise Duty

The revenue collected from excise duty increased
by 3.2 percent to Rs. 469.5 billion in 2017
compared to Rs. 454.9 billion in 2016 supported
by the rise in revenue collection from petroleum
products and motor vehicles. However, revenue
from liquor, cigarette and tobacco declined in
2017. Despite the modest performance, revenue
generated from excise duty remained as the

Chart 3.4 | Cigarette Production and Excies Tax Revenue
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Excise duty revenue on motor vehicle imports
increased by 1.7 percent to Rs. 189.7 billion in 2017
compared to Rs. 186.5 billion in 2016. Despite the
decline in the import of motor vehicles by 1.9

largest single contributor accounting for 28.1
percent of the total tax revenue in 2017.

Excise duty revenue on liquor products decreased
by 5.5 percent to Rs. 113.7 billion in 2017 from
Rs. 120.2 billion in 2016 reflecting the revision
of tax base of hard and malt liquor from proof
litre to volume based tax. However, production
of malt liquor increased by 36.3 percent to 71.1
proof litre million whereas hard liquor declined
by 15.5 percent to 46.9 proof litre million due
to the downward revision of Excise duty rates
on malt liquor and hard liquor. The estimated
Excise duty revenue on liquor and cigarette
products was Rs. 280 billion in 2017 and realized
Rs. 199.0 billion. This was due to the decline in
cigarettes production by 17 percent attributing
to the government’s policy on discouraging the
consumption of tobacco and alcohol products.

Chart 3.5 | Liquor Production and Excies Tax Revenue
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percent to 460,261 vehicles in 2017 from 469,305
motor vehicles in 2016, the excise duty revenue
generated from motor vehicles increased in
2017 due to the upward revision of Excise duty
in line with the Budget 2017. The actual excise
duty revenue from motor vehicles fell below
the estimate of Rs. 230 billion mainly due to the
decline in motor car imports by 14.4 percent in
2017.

Table 3.7 | Production and Excise Tax Collection from Liquor and Cigarettes

Quantity Produced Excise Tax Revenue

Year Hard Liquor Malt Liquor Cigarattes % Liquor Cigarattes
(Litre 13[1\) Y Change e 13111) % Change (Mf. Sticks) Change (Rg.Bn) % Change (I%s. Bn) [ Change
2010 494 20.2 71.4 28.6 4,286 4.5 37.7 34.2 40.6 8.0
2011 53.8 8.9 87.5 22.5 4,469 4.3 55.8 48.0 49.6 22.2
2012 49.7 -7.6 99.3 13.5 4,320 -3.3 60.1 7.3 53.9 8.7
2013 442 -11.1 120.2 21.0 4,035 -6.6 66.0 10.2 58.6 8.7
2014 43.9 -0.6 124.5 3.6 3,777 -6.4 69.1 4.6 57.2 -2.3
2015 51.8 17.9 125.8 1.0 4,116 9.0 105.2 58% 80.0 39.9
2016 55.6 7.3 52.2 (58.5) 3,789 -7.9 120.2 14.1 88.8 11.0
2017 46.9 -15.5 71.1 36.3 3,149 -16.9 113.7 -5.9 86.0 -3.2

Sources: Department of Fiscal Policy, Department of Customs and Department of Excise
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Import of motor cars dropped by 14.4 percent
to 36,131 cars in 2017 compared to 42,208 in
2016 mainly due to the increase in duty rates.
However, the ad-valorem duty rate applicable
to electric cars was reduced further to promote
environmental friendly motor vehicles. Import
of transport vehicles declined by 19.3 percent in
2017 as a result of anomaly correction on Excise
duty structure and duty rates applicable on
lorries, vans, single cabs, double cabs, crew cabs,
refrigerator trucks and garbage trucks. Import
of three-wheelers also significantly declined by
60.4 percent mainly due to the upward revision
of duty on three-wheelers. However, import of
motor bicycles increased by 10.4 percent with the
introduction of engine capacity based excise duty
on motor bicycles, in addition to ad-valorem rate,
as a measure of mitigating undervaluation.

The unit tax rate was introduced in line with
the Budget 2018 to minimize revenue losses
arising from the undervaluation of imported
Accordingly, the duty has
been imposed on the basis of engine capacity

motor vehicles.

Table 3.8 | Excise Duty Revenue
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measured by cubic centimetre (cm3) for petrol
and diesel vehicles while the basis for electric
motor vehicles has been made to the motor power
of the engine (kilowatt). The applicable excise
duty on electric motor vehicles was reduced
by supporting environmental friendly motor
vehicles. Meanwhile, Excise duty on the sugar
content in carbonated beverages was imposed
effective from November 2017 as a means of
discouraging unhealthy consumption habits
while Excise duty on plastic resin was imposed
to discourage the over usage of plastic and plastic
products.

The revenue generated from cigarettes and
tobacco declined by 3.2 percent to Rs. 86.0 billion
in 2017 compared to Rs. 88.8 billion in 2016. This
decline was mainly due to the upward revision
of duty rates by 28 percent in October 2016. This
has led to a decline of consumption of cigarettes
by 16.9 percent to 3,149 Mn sticks in 2017 from
3,789 Mn sticks in 2016 coupled with the action
taken by the National Authority on Tobacco and
Alcohol (NATA).

Rs. Mn
Item 2012 2013 2014 2015 2016 (Prmzr(i)sliZnal)

Liquor 60,086 66,008 69,100 105,234 120,238 113,684
Cigarettes/Tobacco 53,563 58,567 57,240 80,015 88,792 86,002
Motor Vehicles 78,509 96,478 98,531 263,470 186,499 189,740
Petroleum Products 28,466 27,130 28,732 45,092 55,719 73,983
Other 3,336 2,516 3,087 3,812 3,704 6,091
Total 223,960 250,700 256,690 497,623 454,952 469,500

Source: Department of Fiscal Policy

The revenue generated from petroleum products
significantly increased by 32.8 percent to Rs. 74.0
billion in 2017 compared to Rs. 55.7 billion in

Table 3.9 | Motor Vehicle Imports

2016 reflecting the increase in imports of petrol
and diesel by 18.2 percent and 22.5 percent,
respectively.

Item 2014 2015 2016 2017 2014 2015 2016 2017
Motor Bicycles 322,257 349,441 329,978 364,346 101.7 8.4 -5.6 10.4
Three-Wheelers 83,233 132,865 47,976 19,021 3.3 59.6 -63.9 -60.4
Tractors 5,511 14,233 13,185 10,295 -58.4 158.3 -74 -21.9
Transport Vehicles 25,664 44,218 32,161 25,964 0.0 72.3 -27.3 -19.3
Passenger Van and Buses 3,906 4,687 2,849 3,732 140.1 20.0 -39.2 31.0
Motor Cars 41,030 108,866 42,208 36,131 5ilf5 165.3 -61.2 -14.4
Other 402 510 948 772 -1.5 26.9 85.9 -18.6
Total 482,003 654,820 469,305 460,261 56.3 35.9 -28.3 -1.9

Source: Department of Customs
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Import Duty

Revenue collected from import duty declined by
12.8 percent to Rs. 136.5 billion in 2017 from Rs.
156.5 billion in 2016 mainly due to the adverse
impact of the provision of general waivers on
major import items such as petrol, diesel, milk
powder and wheat grain. The importation of
products which are granted duty free or normal
status under the Free Trade Agreements (FTA)
entered into with various countries such as
India and Pakistan, the South Asian Free Trade
Agreement (SAFTA) and the Asian Pacific Trade
Agreement (APTA) to strengthen bilateral and
regional trade co-operation also resulted in the
decline of revenue collected from import duty.
The estimated import duty revenue in 2017 was
Rs. 165 billion of which Rs. 136.5 billion was
realized. This deviation was due to the increase
in tax waivers granted on certain import goods
including milk powder, petrol and diesel.

Special Commodity Levy

SCL was introduced in 2007 on a number
of essential commodities under the Special
Commodity Levy Act, No. 48 of 2007 to encourage
local production and also to protect consumers
due to the escalation of prices in the off-season.
The revenue from SCL increased by 28 percent
to Rs. 71.4 billion in 2017 compared to Rs. 55.8
billion recorded in 2016. SCL accounted for 4.3
percent of total tax revenue in 2017. Improved
performance of SCL was mainly due to the
revision of SCL rates and the extension of the
validity periods of some items. The actual SCL
revenue exceeded the estimate of Rs. 65 billion
mainly assisted by the introduction of SCL on
rice with effect from 07th January 2017 coupled
with the increase in imports of consumer goods
by 4.3 percent.

Table 3.10 | Special Commodity Levy Rates
Duty Rate (Rs. Per Kg)

[tem End 2016 End 2017
Sprats 11 1
Potatoes 10 1
Red Onions 25 25
B’Onions 40 1
Garlic 40 40
Green Gram 40 40
Lentils - Whole 5 1
Split 10 3

Table 3.10 | Special Commodity Levy Rates Contd.
Duty Rate (Rs. Per Kg)

[tem End 2016 End 2017
Chilies - Not Crushed 25 25
Crushed 125 125
Canned fish 50 50
Sugar - White 13 31
- Raw/Brown 15 33
Watana - Whole 15 15
Split 18 18
Chick Peas - Whole 7 7
Split 10 10
Black Gram 60 60
Cowpea 70 70
Maldive Fish 102 102
Dried Fish 102 52
Orange-Fresh 65 65
Grapes - Fresh 130 130
Apples - Fresh 45 45
Seeds of Corriander - Neither 26 26
Crushed nor Ground
Seeds of Corriander - Crushed or 52 52
Ground
Seeds of Cummin 162 162
Seeds of Fennel 162 162
Turmeric - Neither Crushed nor 102 102
Ground
Turmeric - Other 360 360
Mathe - Seed 50 50
Kurakkan 70 70
Millet/other 70 70
Kurakkan Flour 150 150
Black Gram Flour 200 200
Ground Nut - Shelled 112 112
Mustard Seeds 62 62
Palm oil / Veg.oil - Crude 150 110
Palm olen 155 115
Refine 170 135
Other Veg.oil Refine (RBD Palm 175 130
oil)
Palm kernel -Crude 170 130
Palm kernel -Refined 185 145
Fish 10% of the 10% of the
CIF value CIF value
or Rs. 75 or Rs. 100
per kg., per kg.,
whichever is whichever is
higher higher
Mackerel 6 6
Yoghurt 625 625
Butter 880 880
Margarine(Fat 80% or more) 215 215
Margarine (Other) 315 315
Salt 40 40
Dates 60 60
Dried Grapes 230 230
Mangosteens 200 200
Dried Orange 200 200
Pears 175 175
Cherries 250 250
Plums and sloes 200 200
Kiwifruit 175 175
Pomegranate (other) 200 200
Maize 10 10
Rice - 0.25
Coconut Kernel - 1.00

Source: Department of Trade and Investment Policy
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Nation Building Tax

The total revenue from NBT amounted to Rs.
69.0 billion in 2017 compared to Rs. 57.4 billion
in 2016. The revenue collected from NBT on
domestic activities increased by 27.4 percent
to Rs. 49.7 billion while revenue from NBT on
imports moderately increased by 4.9 percent
to Rs. 19.3 billion in 2017. The policy measures
taken to remove the exemptions on construction

Table 3.11 | Transfer of NBT Revenue to Provincial Councils - 2017
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contractors, sales of residence apartments,
services of inbound travel agents received in
foreign currency through a bank contributed to
increase revenue generated from NBT. In 2017,
Rs. 34.4 Billions of NBT revenue was transferred
to Provincial Councils (PCs) under the revenue
sharing mechanism introduced in 2011 as a part
of simplification of the tax revenue. The estimated
NBT revenue in 2017 was Rs. 66 billion.

Provincial Council Revenue (Rs. Mn) % of the Total
Western Province 16,524 48
Central Province 3,098 9
Southern Province 3,098 9
North Western Province 3,098 9
Sabaragamuwa Province 1,721 5
North Central Province 1,721 5)
Uva Province 1,721 5
Eastern Province 1,721 5
Northern Province 1,721 5)
Total 34,426 100

Source: Department of Fiscal Policy

Ports and Airport Development Levy

Revenue collected from PAL increased by 15.2
percent to Rs. 102.4 billion in 2017 compared to Rs.
88.8 billion in 2016 and accounted for 6.1 percent
of the total tax revenue in 2017. Increased imports
such as intermediate goods by 15.9 percent
followed by the increase in imports of fuel, steel
and wheat grain in 2017 contributed to increased
revenue on PAL. Although the standard rate of
7.5 percent was applied to general goods while
certain items such as petroleum oils, machinery
and raw material used for pharmaceuticals and
machinery were granted a concessionary rate of
2.5 percent. The removal of PAL on 253 items also
had an impact on the PAL revenue collection.
The estimated PAL revenue in 2017 was Rs. 106
billion.

Cess Levy

The total Cess revenue declined by 3.5 percent to
Rs. 59.5 billion and accounted for 3.6 percent of
total tax revenue in 2017 in comparison to Rs. 61.7

billion in 2016. The revenue from Cess on imports
declined by 4.2 percent to Rs. 56.5 billion in 2017
reflecting the removal of applicable Cess rates
on 100 identified items such as pre-fabricated
buildings, lard, cane molasses, sunflower seeds
and defatted coconut, etc. However, the Cess
revenue from exports increased by 11.5 percent
to Rs. 3.0 billion in 2017 due to the increase in
demand for tea, rubber and mineral sectors.
In line with Budget 2018, the applicable Cess
rates on 253 identified items such as meat, dairy
products, dates, grapes, pears, beer and wine, etc
were removed. Furthermore, Cess Levy on fresh
cheese, food grinders and mixers, wall clocks,
safety helmets and onions (dried), to facilitate
the availability of goods for value addition
and consumption purposes was revised. The
estimated Cess revenue in 2017 was Rs. 60 billion
of which Rs. 59.5 billion was achieved.
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Table 3.12 | Cess Revenue from International Trade and Government Subsidy for Agriculture Sector Development : 2014-2017

Rs. Mn
Description 2015 2016  2017(a) Description 2015 2016  2017(a)
Cess on Exports 2,713 2,672 2,980 Commercial Crop Development
Tea-under Tea (Tax and Control of 640 587 550 Tea 7,292 549 445
Export) Act, Sri Lanka Tea Board
Law
Rubber-under Rubber Replanting 12 10 90 Rubber 2,871 713 703
Subsidy Act
Coconut-under Coconut 127 141 105 Coconut 471 709 598
Development Act
EDB Cess- under Sri Lanka Export 1,934 1,832 2,235 Cashew 35 40 54
Development Act
Cess on Imports Minor Export Crops (Cinnamon, 360 380 336
Cocoa, Coffee, Pepper)

Imports- under Sri Lanka Export 43,576 59,058 56,574 Fertilizer Subsidy for Total 49,571 27,771 30,361
Development Act Agriculture Sector Development
Total 46,289 61,730 59,554 Total 60,600 30,162 32,497

Source: Department of Customs and Department of National Budget
(a) Provisional

Telecommunications Levy

The revenue collected from Telecommunications
Levy declined by 7.2 percent to Rs. 33.4 billion
in 2017 compared to Rs. 35.9 billion in 2016. The
estimated Telecommunications Levy revenue in
2017 was Rs. 43 billion and the underperformance
was due to the removal of the taxes for internet
services followed by the deferment of the
implementation of Sim card activation levy. The
Telecommunications Levy on internet services
was proposed to increase to 25 percent from
10 percent as per the Budget 2017. However,
considering the requests from various sectors in
the society, Telecommunications Levy on internet
services was removed.

3.3.2 Non-Tax Revenue

The non-tax revenue declined by 27.4 percent to
Rs. 161.4 billion in 2017 compared to Rs. 222.4

Table 3.13 | Non Tax Revenue

billion recorded in 2016. Non-tax revenue to
GDP ratio declined to 1.2 percent in 2017 from
1.9 percent of GDP in the previous year. This
revenue decline was mainly due to the fall of
profits and dividends from the SOBEs by 50.1
percent to Rs. 53.9 billion, rent income by 59.5
percent to Rs. 4.4 billion, sales and charges by
8.3 percent to Rs. 66.5 billion and non-recording
of Central Bank’s profit transfers for 2017 fiscal
year. However, the non-tax revenue from interest
income significantly increased by 53.2 percent to
Rs. 7.4 billion in 2017 compared to the previous
year. Moreover, the non-tax revenue from social
security contributions also increased by 27.1
percent to Rs. 22.9 billion in 2017 compared to Rs.
18.0 billion in the previous year. The estimated
non-tax revenue in 2017 was Rs. 183.3 billion
and deviation of actual revenue was mainly due
to contraction in profits and dividend transfers
from SOBEs.

Rs. Mn.

2017 (%

2017 2016/2017 (%o of Total

Item 2012 2013 2014 2015 2016 (Provisional) ch/: nge)( Non Tax

Revenue)
Interest/Rent 11,686 11,995 13,647 7,321 15,806 11,845 -25.1 7.3
Profits and Dividends 46,761 35,169 46,814 29,798 108,160 53,998 -50.1 33.5
Sales and Charges 26,019 40,721 35,499 44,632 72,606 66,575 -8.3 41.3
Social Security Contribution 11,738 15,145 14,919 15,213 18,046 22,940 27.1 14.2
Central Bank Profit Transfers 43,000 26,350 11,500 - 5,000 - -100.0 0.0
Other 3,343 2,173 22,466 2,135 2,754 5,995 117.7 3.7
Total 142,547 131,552 144,845 99,099 222,372 161,353 -27.4 100.0

Source: Department of Treasury Operations, Department of State Accounts and Department of Fiscal Policy
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Table 3.14 | Variance Analysis of Government Revenue

2017
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Rs. Bn.

Reason

274.6

The reasons for deviation of actual revenue in 2017 from actual revenue
in 2016 were threefold: (i) The revenue from the corporate and non-
corporate income tax declined due to the increase in revenue from ESC
by 118.6 percent which can be credited against income tax. The increase
in revenue from ESC was due to reduction of ESC threshold and the
imposition of ESC on importation of motor vehicles; (ii) the revenue
from interest income declined due to the relatively lower issuance of
government securities; and (iii) in contrast, the revenue from PAYE
increased with the increase in salaries and the rise in employment in
high earning categories. The deviation from the estimated income
tax revenue against the actual revenue was mainly due to the delay in
implementing the new Inland Revenue Act in 2017.

4437

The increase in VAT rate from 11 percent to 15 percent, removal of
exemptions granted to the health sector and telecommunication sector
inmid-2016 and the expansion of the banking sector, the rise in imports
bill were attributed to increasing the actual revenue. The actual VAT
revenue surpassed the estimated revenue due to the following reasons:
(i) expansion of financial services; (ii) the inc