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1. Economic policies must address external sector risks facing the Sri Lankan 

economy 

By: Prof. Lalith Samarakoon 

 

• Volatile trade performance has led to Sri Lanka’s trade balance widening in recent 

years. This was driven by weak growth in the export sector, which had been below 

par compared to other Asian economies and Upper middle-income countries. This 

creates a need for a revamping of the country’s export development strategy.  

 

• Another factor affecting the external balance is the decline in the income account. 

Two out of the three main foreign income sources for Sri Lanka – Tourism and 

Workers’ remittances - have seen a slowdown. FDI inflows, although showing a 

rising trend, are still below the range needed to support growth. In light of such 

developments, strategies related to these areas too should be reconsidered.  

 

• Even though increased capital flows into government securities and a narrow trade 

balance could mitigate any issues in the external balance, political and 

macroeconomic risks could worsen the external balance. This requires the country 

to plan to respond to any significant deterioration of the external sector in the short 

to medium term. 

 

Volatile trade performance has led to a widening trade balance 

 

As for Sri Lankan’s trade,  

 

• earnings from the export of goods grew by 4.7% to $ 11.9 bn in 2018. This was 

after a very strong growth of 10.2% in 2017. However, export earnings declined in 

2015 and 2016.  

• Imports of goods increased by 6% in 2018 to $ 22.2 bn.  

• The trade deficit, which stood at $ 9.6 bn in 2017, widened to $ 10.3 bn in 2018.  

• During the five-year period from 2014-2018, exports grew at an average rate of 

2.9% while imports grew at 4.4%.  

 

Negative growth in exports in 2015 and 2016 and slow export growth in 2018 have 

contributed to the volatile export performance in recent years. Reflecting these trends, Sri 

Lanka’s trade deficit has increased at an average rate of 6.4% over the same time period.  

 

Asian economies have recorded higher exports growth 

 

Many of the export-oriented Asian economies saw their exports grow at much higher rates 

than what was recorded by Sri Lanka during recent years. These include some countries 

with which Sri Lanka has to compete for inward investments and export markets have 

recorded much higher export growth.  

 

For example, during 2013-2014, the average export growth rates of these countries were; 



 

• Laos - 17.9%  

• Cambodia - 14.7% 

• Vietnam - 13.4% 

• Bangladesh - 7.3% 

• Sri Lanka - 3.2% 

 

This further highlights the overall weak export performance of Sri Lanka.   

 

Sri Lanka needs long-term strategies to improve trade performance 

 

Based on the available comparative data for 2017,  

 

• Sri Lanka’s exports are only 22% of the economy whereas their share is 37% in 

upper middle-income (UMI) countries.  

• Sri Lanka’s exports as a proportion of the economy are less than half of the same 

in UMI economies in Asia (53%), suggesting the need to expand exports 

significantly in order to achieve high growth.  

• Reflecting higher imports than exports, net exports contributed -7% to the Sri 

Lankan economy in 2017. Although the contribution of net exports is much more 

negative (-10%) in lower middle-income (LMI) economies in general, they account 

for 7% in UMI economies in Asia, highlighting the important role played by net 

exports in these economies.  

 

In light of the recent trade performance relative to key export-oriented Asian economies, 

it is clear that Sri Lanka needs to re-evaluate its export development strategies.  

 

Current account deficit has continued to worsen 

 

The improving trend in the current account deficit observed during the 2014-2016 period 

reversed in 2017. The current account deficit worsened from $ 2.3 bn (2.6% of GDP) in 

2017 to $ 2.8 bn (3.2% of GDP) in 2018.  

 

The widening of the trade deficit due to slower growth in merchandise exports, higher 

growth in merchandise imports and decline in the income account, among other factors, 

have contributed to the deterioration of the current account.  

 

Tourism earnings growth shows a secular decline 

 

The largest contributor to the services account of the balance of payments is the tourism 

industry.  

 

• In 2018, 2.3 mn tourists arrived in Sri Lanka.  

• According to official statistics, the industry provides direct and indirect employment 

to 388,487 people. The number of people who earn income from activities related 

to the tourism industry is quite possibly much more.  

• In 2018, Sri Lanka’s gross earnings from tourism amounted to Rs. 712 bn or $ 

4,381 mn, which represents an increase of 12% over the previous year.  

• Gross tourism earnings are about 5% of the GDP of the economy.  

• On a net basis, the contribution of tourism earnings to the services account was $ 

2,721 mn in 2018.  

• One clear pattern is that tourism earnings growth has shown a secular decline to 

about 12% after peaking at 65% in 2013. 

 

Sri Lanka has already experienced a decline following the April 2019 Easter Sunday 

attacks, with tourism earnings dropping by 19% in dollar terms in the first seven months 



of this year. Given its importance in the balance of payments, the country must develop 

and implement a long-term tourism sector development strategy.  

 

Workers’ remittances also exhibit a downward trend 

 

The most important positive and the largest contributor to the income account of the 

balance of payments is workers’ remittances from abroad. Since peaking in 2016 at $ 

7,242 mn, remittances have declined for two consecutive years. In 2018, remittances 

amounted to $ 7,015 mn which was a decline of 2.1% relative to the previous year.  

 

Remittances seem to have plateaued at about $ 7 bn and their growth has continued to 

exhibit a secular downward trend since 2011. Growth in workers’ remittances has already 

declined by about 10% in the first half of 2019. The Government must review its policy 

framework for foreign employment and implement measures to address the decline in 

remittances.  

 

Foreign direct investments must increase substantially to meet investment 

requirements for growth 

 

Foreign direct investments (FDI) are one of the important sources of financing for the 

current account. FDI, excluding foreign loans obtained by the Board of Investment (BOI) 

companies, was $ 1,611 mn in 2018 and has shown an increasing trend over the past 

three years.  As a percent of the GDP, FDI was 1.8% in 2018 and has shown an uptrend 

since 2015 low of 0.8%.  

 

FDI flows in some of the key growth-oriented economies in Asia have been much larger. 

FDI in 2017 was; 

 

• $ 9.5 bn in Malaysia (3% of GDP) 

• $ 8 bn in Thailand (3% of GDP) 

• $ 10 bn in Philippines  

• $ 14 bn in Vietnam (6% of GDP) 

• $ 40 bn in India  

• $ 168 bn in China  

 

Both in absolute and relative terms, Sri Lanka will need to attract substantially more FDIs 

in order to fuel growth. FDIs in the range of 3% to 6% of the GDP are required in the 

medium-term in order to support higher economic growth by increasing export-oriented 

manufacturing industries. 

 

Political and macroeconomic risks could put downward pressure on the exchange 

rate 

 

The Sri Lankan rupee came under tremendous pressure in 2018, and as a result the rupee 

depreciated against the US dollar by 16.4% to Rs. 182.75 per USD. This was by far the 

worst year for the rupee in the past 10 years. Over the 2009-2018 period, except for 2012 

and 2015, the rupee has been relatively stable, and over this 10-year period it depreciated 

by an average of 4.5% against the USD.  

 

The depreciation of the rupee in 2018 was largely driven by the monetary policy tightening 

by the US Federal Reserve Bank and the rise in US interest rates. While the US Fed has 

cut the interest rate since then in response to slower economic growth, any sign of 

increased growth expectations could once again generate expectations for further 

tightening. In such a scenario, the rupee will likely come under more pressure.  

 

Due to lower interest rates and economic slowdown, the US dollar’s strength might 

dampen if not weaken.  



 

• In the best-case scenario, increased capital flows into government securities and a 

narrow trade balance could mitigate against a possible drop in tourism earnings 

and remittances. This will support the stability of the Sri Lankan rupee. 

 

• In the worst-case scenario, increased political and macroeconomic risks in the 

country will lead to further acceleration of net capital outflows and depreciation of 

the currency above the average depreciation rate of 4.5% observed in the last 10 

years.  

 

This year, the rupee appreciated by 4.8% until 22 April, and since then it has reversed 

course and depreciated by 3.1%. As a result, its appreciation against the US dollar this 

year stands at only 1.5% now. 

 

Policy makers must be ready respond to external sector warning signs 

 

Overall, the country faces significant external sector risks. The domestic economic growth 

is already predicted to be lower this year. In an environment of expected US and global 

economic slowdown, these vulnerabilities could potentially magnify. Any increase in 

political uncertainties in an upcoming election cycle could further exacerbate economic 

risks, leading to a challenging external sector outlook.  

 

The institutions responsible for economic management of the country must plan measures 

and be ready to respond to any significant deterioration of the external sector of Sri Lanka 

in the short to medium term. 

 

For the full article - Refer Daily FT 

 

 

 
 

2. Genuine value 

By: Daily FT 

 

• Tourism earnings for the first half of 2019 haven’t been too bad considering the 

shock of Easter Sunday, earning US$ 1.8 bn compared to the US$ 2.1 bn for the 

same period in 2018. Social media has been an important driver of this. However, 

the value and treatment provided to tourists has been increasingly questioned in 

such channels in recent years. 

 

• A problem that has plagued Sri Lankan tourism in the past is that of unequal 

treatment of foreign tourists with higher prices, and low quality of service provided 

at tourist destinations. These higher prices haven’t been met with any heightening 

of services to compensate tourists. In fact, tourist infrastructure such as bathrooms 

and canteens are notoriously underdeveloped. 

 

• Such issues have been brought to light before, but corruption in the complicated 

system that oversees Sri Lankan tourism has resulted in very little being done to 

fix this. With tourists using more social media than ever, all this could end up 

creating a negative view of Sri Lanka as a tourist destination. 

  

 

Tourism earnings for the first half of the year have predictably declined, but still 

managed to post $ 1.8 bn in earnings when compared with $ 2.1 bn earned in the same 

period the previous year. The arrival numbers are also improving slowly, with the 

Government optimistic it can reach the two million arrival target or even exceed it 

slightly. 

http://www.ft.lk/opinion/Economic-policies-must-address-external-sector-risks-facing-the-Sri-Lankan-economy/14-685117


 

Value is a critical driver of tourism, and the power of social media has made this even 

more so. However, the pricing of attractions, especially historical sites, the facilities 

provided, the use of the funds, and customer service have been repeatedly highlighted. 

Many of these responses are less than flattering. A recent blog post by a Chinese tourist, 

Sri Lanka’s largest market, that has been widely shared, speaks about the hassle, 

inconvenience, and downright disrespect shown to tourists attempting to get a glimpse 

of the Sacred Tooth Relic in Kandy. 

 

Understandably, it is not possible to display what is widely regarded as Sri Lanka’s most 

valued religious artefact round the clock, but surely there is a better way to treat the 

people who come to show their devotion. 

 

Later on, the writer details her experience at the Dambulla Temple, where she misses 

the ticket booth, and appeals to the person checking the tickets to let her in, as she 

cannot climb all the way down in the heat to get a new ticket, promising to pay on the 

way out.  

 

The issue of better services and equitable charges levied from foreign tourists has been 

a matter repeatedly highlighted to authorities with very little response. There is no 

transparency in how entrance fees are decided, and even less information on the 

conservation work it is supposed to be funding. There is also concern about collecting 

millions of rupees in cash, as the entire process is open to corruption. Much of this 

revolves around the fact that the money heads to the central Government, from where it 

is funnelled to departments outside the tourism sector. Some of the funds are recycled 

back as Budget allocations, but they don’t always trickle down to where it is needed. 

 

Travellers have repeatedly argued that when compared to sites in Vietnam, Myanmar, 

Thailand, and Cambodia, local attractions have disproportionate fees with next to no 

facilities to reduce the sting of the prices. There are also safety concerns, especially for 

women travellers. 

 

Obviously, infrastructure development is necessary, not just because of tourists, but 

because thousands of Sri Lankans come to these same sites and use the same trains, 

waiting rooms, rest rooms, canteens and other facilities. The services provided and 

infrastructure should improve so Sri Lankans, as well as tourists, can partake in them as 

well and boost tourism. The practice of using tourists to make a quick buck is both 

myopic and unfair, as Sri Lanka is a genuinely worthwhile place to visit.  

 

For the full article – Refer Daily FT 

 

 

Disclaimer: This information has been compiled from sources believed to be 

reliable but Frontier Research Private Limited does not warrant its completeness 

or accuracy. The bullet points provided for each summarised opinion article is 

written by Frontier Research and has no connection to the respective 

author. Furthermore, the information contained in these reports/emails are 

confidential and should not be shared publicly. Disclosure, copying and 

distribution is strictly prohibited. 

http://www.ft.lk/ft_view__editorial/Genuine-value/58-684740

