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In Summary

The underneath contains summaries of the articles given above, including key extracts
from these articles.

1. Sri Lanka faces uphill task to revive post-COVID-19 economy
By: Shihar Aneez

e SrilLanka’s economy faces major challenges following the impact of COVID-19, with
deficit financing, dealing with job losses and boosting the economy being top
priorities. The slowdown in the global economy compounds the situation with a
decline in revenue from key industries (including apparel and tourism) and
remittances.

e With growth prospects for 2020 looking grim, the government has announced a
number of stimulus measures. These are yet to reach businesses and consumers,
in part due a reluctance to comply by banks and financial institutions and in part
due to a lack of confidence. External financing avenues are also stunted, as
evidenced by the latest SLDB auction only meeting 5% of its target.

e Against this backdrop, Sri Lanka faces a somewhat desperate policy situation,
needing to pay down loans of US$ 5.89 Bn by end-2021. Sri Lankan political leaders
have called for lending nations to extend debt moratoriums to ease pressure on the
economy, and discussions are underway with China for a further loan of USD 2 Bn.

Sri Lanka’s post-COVID-19 economy is likely to have many trial-and-error policies.

The main concerns will be if Sri Lanka can borrow externally at cheaper rates, how the
country is going to face job losses for Sri Lankans locally and globally, and boosting
economic activities. The external funding from Sri Lanka’s friendly nations will be limited
this time as most of them are also facing economic doldrums.

Sri Lanka’s tourism, which accounts for nearly 5% of the economy, has come to a zero
level. The industry survived last year even after the Easter suicide bomb attacks due to
local tourists. But this year, it is going to be extremely difficult for the tourism industry
globally.

The Asian Development Bank (ADB) in its latest outlook said: “Clearly a recovery in
tourism is delayed and restrictions on normal economic activity will entail financial
pressures on many firms and individuals as experienced in countries having long-lasting
lockdowns.”

The Central Bank and Treasury have announced a wide range of financial and fiscal
concessions to smoothen the tight finance for businesses and individuals. However, the
benefits of these measures are yet to reach the grassroot level partially due to lockdown
and mainly due to local banks and financial institutions which are yet to comply with the
directives by the Central Bank despite warnings.



Inevitable job, salary cuts

Small and medium entrepreneurs and self-employed individuals will find no or very low
demand while job cuts and salary reductions are likely to hurt most of private sector
employees.

The State-run SriLankan Airlines last week announced salary reductions of 2.5%-25% for
executive level employees and cancellation of payments and benefits for other employees
including contracted pilots.

Sri Lanka’s biggest apparel exporter Brandix Lanka Ltd. last week announced a series of
cost-cutting moves, including pay cuts as high as 60% for executive cadre to manage the
impact from COVID-19 pandemic. The apparel industry has lost nearly $1.5 billion worth
export orders for the second quarter of this year. Firing employees with or without
compensation is being considered by many top-level conglomerates and companies. In
the absence of export demand, State intervention to retain employees in private sector
companies will only hurt business and investor sentiment.

The likely return of thousands of Sri Lankan expatriates in the face of overseas job cuts is
going to add more oil to the burning fire. This will reduce foreign remittances significantly.
Limited revenue is likely to force the Government to not expand its public sector and not
grant transfer payments for these job losers.

Grim growth prospects

It is going to be one of the toughest years for Sri Lanka’s economy, which in 2019 grew
at 2.3%, its slowest pace since the contraction in 2001 after the LTTE attacked the
Bandaranaike International Airport. The economy expanded at 3.3% in 2018.

In the face of a possible financial crisis with COVID-19 lockdown, the Central Bank has
reduced its key policy rates by 25 basis points twice since 16 March to ease borrowing cost
and minimise the COVID-19 impacts on businesses and personal finance.

However, investors and entrepreneurs are unlikely to borrow in large sums unless they
have the business confidence and the Central Bank’s rate cuts are unlikely to boost growth
in the short term.

The Central Bank had predicted the 2020 economic growth between 3.5%-4% in early
March before the pandemic. The ADB in its outlook said: “Ebbing global demand will stunt
expansion in the tourism and garment industries, slowing growth to 2.2% in 2020 before
expected recovery to 3.5% in 2021.”

Hard political manoeuvring

Authorities were working on a new personal income tax policy following the overhaul of
the previous tax policy. However, a new tax would be impossible now because the public
would not have enough money to pay.

According to the ADB, the revenue to GDP ratio fell to 12.2% last year from 13.4% in
2018 as indirect tax collection in particular suffered from weak excise and VAT tax
collection because of the large decline in imports and subdued economic activity after the
terror attacks.

The upcoming Parliamentary Elections which is now postponed without a date will also
have an impact on taxes and price stability. Additionally, if the stance that the President
having no legal means to use public funds without Parliamentary approval after 31 April is



true, that could complicate the economic crisis further, unless the President reconvenes
Parliament.

Not reducing fuel prices for one year following the decline in global oil prices helped the
Government to have a cushion from the higher margin in the fuel prices. However, with
much reduced economic activities now, the revenue from fuel is not going to be significant
to compensate for the nearly Rs. 600 billion annual loss from tax reduction.

This means the Government will be forced look into external or local borrowing even at a
higher cost due to downgrading of Sri Lanka’s outlook to Negative by two rating agencies
and investors retreating to safe havens in times of crisis.

Difficult foreign borrowing

Borrowing from foreign sources to fill the gap between Government revenue and
expenditure is one of the main strategies to postpone economic crises. But that has always
come at a price of widening the budget deficit. The country’s budget deficit is expected to
have widened to 6.5% of the GDP from the targeted 4.4%. This year, it is going to expand
further.

Sri Lanka has to repay a record USD 5.89 Bn foreign loans in currency, securities, and
deposits in both principle and interest in the one year up to end January 2021, Central
Bank data showed.

Even at the peak of the war and 2008 financial crisis, the country was able to borrow at a
higher risk premium. Similarly, it has never defaulted any foreign loans and never failed
to meet timely repayment. The Central Bank borrowed USD 4.4 Bn last year through
sovereign bonds at a relatively cheaper rate.

However, last week the Central Bank failed in its effort to raise US Dollars through Sri
Lanka Development Bonds (SLDB). The auction for this borrowing in US Dollars on 30
March saw only it meeting around 5% of its borrowing requirement of up to USD 200 Mn.
The Government last month took a USD 500 Mn, 10-year loan from China Development
Bank and the Central Bank had said it is in discussions to borrow a further USD 2 Bn from
China.

Given global financial market conditions, it is going to be extremely difficult to borrow at
the lower rate Sri Lanka had been used to. Sri Lanka’s largest foreign loan repayment for
this year, which is the repayment of a maturing $ 1 billion sovereign bond, is scheduled
for October.

The President last week requested World Health Organisation (WHOQO) Director General to
pursue with the IMF, World Bank, ADB, and leading bilateral lending nations to provide
debt moratoriums for vulnerable developing countries like Sri Lanka.

The Prime Minister also has sought a three-year debt moratorium from the Indian
Government when he visited New Delhi early this year.

Desperate measures

The Central Bank Governor last Friday appealed to Sri Lankan expatriates living abroad,
charities, funds, and well-wishers abroad and in Sri Lanka to park their foreign currency
deposits in local banks, further stating Cabinet had decided to suspend restrictions on all
foreign currency inflows during the COVID-19 prevention period — three months from 2
April. The CBSL assured such deposits would be exempted from exchange control
regulations and taxes. This was a tested and failed measure under the previous
administration following criticism by the then-Opposition.



The move comes as the rupee has been hovering at record lows. The rupee’s Central Bank
quoted local selling price per US Dollar hit a fresh record low of 193.75 on Friday and the
currency has fallen nearly 5.7% so far this year.

Sri Lanka’s stock and Government securities market suffered foreign outflows of LKR 5.23
Bn and LKR 62.37 Bn (nearly USD 365 Mn in total) this year up to 25 March.

For the full article — Refer the Daily FT

2. Sri Lanka’s weak public finances will exacerbate COVID-19 economic shocks
By: Fellows of the Advocata Institute

e Unlike the financial crisis, Covid-19 will impact the domestic markets of developing
countries. In Sri Lanka, tourism, agriculture, exports and even local factories
sourcing overseas inputs are likely to suffer a slowdown in growth. Public finances
could take a double hit from falling revenues due to low economic activity and
increased expenditure due to the proposed health and relief measures.

e Improvement in public finances over the past few years was mainly due to
increasing taxes rather than limiting expenditure. Fiscal slippage since 2019 and
recent tax cuts further threatened the fiscal outlook. Covid-19, has precipitated this
existing policy weaknesses. In such a context, managing foreign debt will be
challenging. Billions of dollars would have to be raised to repay the existing debt
without impacting reserves.

e Heightened sovereign yields have made market borrowing less attractive.
Defaulting on debt can have severe repercussions. Bailouts will be a temporary
solution and bi-lateral aid may not be a realistic option. A new IMF program is the
most likely realistic alternative available. The economy should be carefully
managed as further mistakes could turn COVID-19 from a public health crisis into
an economic crisis.

Sri Lanka’s public finances are about to receive another blow from the fallout of COVID-
19. The most crucial aspect of a pandemic is always the human cost, but the spread of the
virus has important repercussions for the economy. Studies indicate that pandemic
impacts a country’s economy through several channels, including the health,
transportation, agricultural and tourism sectors. As borders are closed and global markets
slow, trade is impacted, so exports suffer.

Sri Lanka’s already-battered tourism industry will be further hit and the order books of
some of the key exporters will suffer in the next quarter. As international supply chains
contract exports may remain constrained, even when markets reopen as components and
raw materials may remain in short supply. The supply chain impact will affect even
domestic producers as imported raw materials run short. Agriculture depends on imported
fertiliser, pesticides, planting materials and chemicals. Local factories source raw
materials, components and spare parts from overseas and may be unable to work at full
capacity.

As cashflow dries up and debts mount, many businesses will find it difficult to cope. During
the global financial crisis of 2008/10, an estimated 90,000 Sri Lankans lost their jobs due
to downsizing amongst manufacturing firms, especially in the apparel sector. The impact
of the current crisis has potential to be worse, because unlike the financial crisis, this
pandemic is not confined to advanced countries. Developing countries were affected due
to the loss of export markets but their domestic markets were unaffected. This pandemic
is affecting both developed and developing countries. Daily wage-earners will see their
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already uncertain incomes further dampened. Small businesses will be among the hardest
hit.

This would mean that growth will slow further. The budget deficit will take a double hit
from falling revenues and increased expenditure. Lower levels of activity mean lower levels
of tax collection. As sales and imports decline, the collection of VAT and import taxes will
decline. As business profits fall, income tax collection will fall. Meanwhile Government
spending on health and relief measures will rise in response to the pandemic. The budget
deficit will thus widen and the Government will need to borrow more. Sri Lanka’s interest
bill this year alone will be Rs. 1 tn.

Even if public finances were robust, this would pose a significant challenge, but Sri Lanka’s
finances were weakened by recent tax cuts. The fallout is difficult to estimate but a recap
of the principal issues is useful to assess the available policy options.

Sri Lanka obtained an IMF facility of $ 1.5 bn in June 2016. The program aimed to increase
Government revenue to reduce the budget deficit and therefore the public debt.

IMF programs are associated with austerity: cutting Government expenditure which
negatively impacts social and welfare spending. Sri Lanka did the opposite: increasing
taxes to cover the deficit. Expenditure was continued to increase.

Public finances did improve somewhat but were never very strong. With the attacks in
April 2019 things started to slip again. The IMF review in November 2019 noted that “the
fiscal targets are no longer within reach, due to the significant revenue shortfalls”.

Sweeping tax were announced cuts in December. Corporate income tax was reduced from
28% to 24%, VAT was halved from 15% to 8% with a high VAT-free threshold; Withholding
Tax, Nation Building Tax and Economic Service Charge were scrapped. The objective was
to kick-start a floundering economy but at the cost of destabilised public finances.

On 7 February 2020 the IMF noted that: “Preliminary data indicate that the primary surplus
target was missed by a sizeable margin in 2019 with a recorded deficit of 0.3% of GDP,
due to weak revenue performance and expenditure overruns”. According to the fund, Sri
Lanka’s 2020 budget deficit could rise to 7.9% of GDP, the highest since 2015. Given the
pandemic, this will look optimistic. The reported deficit for 2019 was 6.5% but according
to the Ministry of Finance “the actual budget deficit should have been over 8%"” as around
Rs. 367 bn of expenditure remained unpaid and unaccounted at the year end.

Meanwhile the rating agencies Fitch and S&P downgraded the outlook on Sri Lanka’s debt
to ‘negative’ from ‘stable’. Sri Lanka’s already wobbly public finances must now cope with
the added economic shock of COVID-19.

Dealing with the public health emergency and the associated human cost should be top of
mind for policymakers. Yet clear-eyed economic thinking will be equally important and will
have a direct bearing on the human cost, particularly for our society’s most vulnerable.
This is why weighing the relative costs of a lockdown or a complete curfew is important.

The biggest headache for the Government will be managing the foreign debt. The Central
Bank’s medium-term debt strategy is based on assumptions that no longer hold. With the
medium-term strategy in ruins can the Government rollover the maturing debt?

Gross reserves stood at $ 7.9 bn equivalent to 4.6 months of imports at February 2020.
External debt repayments are around $ 5.6 bn in 2020. This has been partially refinanced
by a $ 500 mn loan from China which has reportedly promised a further $ 700 mn. The
country will be looking to raise a further $ 2-2.5 bn at least if it intends to repay this year’s
debt while maintaining a minimum reserve of three months imports.



It is impossible to return to the market to borrow. The yields on Sri Lanka’s sovereign
bonds maturing this year have spiked. A new IMF program will restore confidence to the
markets but that would mean a return to painful tightening. Appealing for further bailouts
is thus the most attractive option.

Sri Lanka is among the countries that have called for debt relief. The call has been
supported by the World Bank and the International Monetary Fund (IMF). Although the
call is for the poorest of countries, there are signs that these organisations will consider
countries recently transitioned into upper middle-income category like Sri Lanka.

Some commentators have even suggested that the Government should simply default.
While this may appear simple, it is risky and even restructuring of commercial debt:
deferring or reducing repayments is viewed by the markets as a default event, which
means it will be difficult to return to the markets for a while. It also delivers a shock to
the economy with declines in GDP, investment, and private sector credit being common.
The financial sector may be affected leading to bank failures.

Sri Lanka thus finds itself in a tricky position with little room to manoeuvre. These problems
are not due to COVID-19 alone, although it has made matters much worse. The pandemic
has only precipitated the policy weaknesses that were building up over decades into a
single giant shock encompassing growth, fiscal and external sectors at the same time.

In the short-term bailouts will be necessary, but it is only a temporary measure,
postponing the issues for a later but not too distant date. Whilst further bi-lateral loans
from China are a possibility, given the global nature of the Covid-19 crisis, further bi-
lateral aid may not be a realistic option. With its $ 1 tn lending capacity, an IMF program
provides perhaps the only realistic option to access further borrowing.

Economic management should be done in consultation with all other statutory agencies
that are empowered to play a role. Mistakes could be costly and run the risk of turning the
COVID-19 outbreak from a severe public health crisis into a devastating economic crisis.

For the full article — Refer Daily FT

3. Managing business through COVID-19 pandemic to transform from a global to
a local economy
By: Prof. Lakshman R. Watawala

e Sri Lanka has taken corrective measures early to prevent the spread of the virus.
These, however, also mean that normal life is disrupted, economy and business
come to a standstill, with many losing jobs. An early and coordinated national action
plan would be needed for economic revival.

e Such an action plan could focus on moving the economy away from the global
economy and focusing more on the local economy. This also means that greater
prominence should be given to the local agricultural sector, not only to ensure food
security, but also to reduce imports. In that context, local industries should also be
encouraged to minimize imports as much as possible.

e A large part of this plan depends on the revolution of work mechanisms across
industries. While the government could learn important lessons of management
through our current response to the pandemic, the management of public
corporations should also be geared towards improving profitability and
accountability. Beyond that, now would be a good time for the government to push
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towards a tech-forward economy, beginning with a focus on technological
education.

The COVID-19 pandemic has resulted in many countries having lockdowns mainly to
control the spread of the coronavirus. This pandemic, which started in Wuhan, China, has
now spread worldwide, with Europe and America experiencing a major impact and huge
loss of lives.

Sri Lanka has taken corrective measures early resulting in controlling the movement of
people, which will prevent the spread of the virus.

With a lockdown normal life is disrupted and economy and business comes to a standstill,
with many losing jobs and affecting small and large businesses and the self-employed.
This would need an early National Action Plan for economic revival.

Global and local economy

All this time we were working on global policies which has now been disrupted due to the
COVID-19 pandemic. Imports, exports and global supply chains will be severely affected,
foreign exchange scarcity will be severe, and the exchange rate depreciation will speed up
with many job losses and bankruptcies of business organizations.

Everyone is looking for the Government to assist or bail them out and the response has
been good in the short-term with the concessions granted to business and society but not
a solution for the future without studying the Sri Lankan economy and how we can work
out a new National Strategy to take the country forward and to find solutions to problems
encountered.

The lack of foreign exchange will mean that we may have to look at the policies we adopted
prior to 1977 where local production and agriculture were priorities.

The gap in the continued balance of trade, the dependence on foreign employment income,
major export of garments together with the major imports of fuel, foodstuffs and milk
foods will have major impacts on the economy and society and needs to be vigorously
pursued in framing the new strategies to transform the economy.

Already the Governor of the Central Bank has requested all exporters to bring in the export
proceeds and halted all non-essential imports. Local banks and finance companies too will
have to play a major role to assist local businesses in these difficult times and the Central
Bank has already outlined certain packages and the ultimate result should be to enable
them to tide over these difficulties and come back to normality.

Priority for agricultural sector

If you consider the local economy, then the priority has to be given to the agricultural
sector to avoid hunger. Hence a similar dynamic National Project Committee should be
formed with the Government machinery going to the agricultural areas and draw up the
plans to maintain food security and to decide what crops should be grown to substitute for
food items that were imported which can be grown in Sri Lanka.

Technology and knowledge information should also be used in this new drive for excellence
in the agricultural sector.

Foreign exchange scarcity

On foreign exchange usage the biggest import items are fuel and foodstuffs. In the case
of fuel for transport and electricity generation, industry needs must be properly planned



to determine the minimum imports of fuel based on the low availability of foreign
exchange. Increasing reliance on renewable energy will also reduce the usage of fuel for
generating electricity.

We are not in a position to go for more foreign loans as this would mean that we will get
further indebted. This should be avoided as we have the capacity, professionals, technical
and devoted citizens to develop like countries such as Singapore, Malaysia and Korea
which were unseen and unheard at the time we obtained independence in 1948.

We will also lose the foreign exchange earnings from the tourism and the garment sector
and other exports to the European markets and USA which will be a big hit. The growing
IT/BPM industry exports should also be closely monitored, developed and supported as a
major export earner opening new opportunities to take Sri Lanka to the high-tech era
supported by the universities and the new IT colleges.

Priority for local economy and industries

All local industries should be promoted and given due protection, financial assistance and
tax incentives. All large businesses and industries should use the SME sector so that we
will be able to make the SME sector successful and enable us to produce goods and services
at competitive prices.

The Government need to give high priority for technology by deciding to computerize all
the government departments and ministries to improve the efficiencies and productivity
and this work should be given to local experts and companies who can contribute to build
our economy in this economic downturn. This strategy will also assist companies to use
outsourced components, goods and services to be provided to make themselves
competitive in the marketplace. The Government could also implement the work from
home concept which has been introduced recently with the problems encountered by
undertaking computerization.

Expert management for restructuring of loss-making State corporations

All State corporations running at losses such as Ceylon Petroleum Corporation, Ceylon
Electricity Board and SriLankan Airlines will need expert management to take them forward
on a war footing to make people work, increase productivity, make them profitable and
make those in charge accountable and performance monitored on a regular basis.

The Government will in no way be able to subsidize these State institutions and absorb
the huge losses they are making especially at a time when we are in a dire economic state.

Education and use of technology

The education sector needs to be restructured to immediately convert the rural schools to
teach Science, Technology, Engineering, Maths (STEM) subjects. The introduction of STEM
will enable Sri Lanka to become a technology hub producing useful graduates for the
development of the economy of the country.

Modern methods of learning using new technology such as e-learning, video lectures done
in order that rural students will be given the same facilities as those in urban areas instead
of coming with the stock excuse to say we do not have sufficient science qualified teachers.

Research and Development will be another important area which has to be covered in all
sectors to enable new innovations and developments to assist agriculture, industry, health
and other sectors especially for boosting local industrial production and services and
exports.



For the full article - Refer Daily FT
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