
SRI LANKA
Table 1 2022
Population, million 22.2

GDP, current US$ billion 74.8

GDP per capita, current US$ 3367.9

International poverty rate ($2.15)a 1.0

Lower middle-income poverty rate ($3.65)a 11.3

Upper middle-income poverty rate ($6.85)a 49.3

Gini indexa 37.7

School enrollment, primary (% gross)b 100.3

Life expectancy at birth, yearsb 76.4

Total GHG emissions (mtCO2e) 39.2

Source: WDI, Macro Poverty Outlook, and official data.
a/ Most recent value (2019), 2017 PPPs.
b/ Most recent WDI value (2020).

The economy contracted significantly in

2022, leading to the worst poverty levels

since 2009 and reversing some past hu-

man capital gains. Debt restructuring

and implementation of deep reforms are

needed for economic stabilization and

restoring growth. Mitigating the impacts

on the vulnerable is critical during this

adjustment. The fluid political situation

and heightened fiscal, external, and finan-

cial sector imbalances pose significant un-

certainty for the outlook.

Key conditions and
challenges

In the last five years, growth and poverty
reduction significantly decelerated due to
several shocks, including COVID-19. A
restrictive trade regime, weak investment
climate, episodes of loose monetary pol-
icy, and an administered exchange rate
contributed to external imbalances. Years
of fiscal indiscipline, driven primarily by
low revenue collections, led to high fiscal
deficits and large gross financing needs.
Combined with these pre-existing fiscal
imbalances, tax cuts in 2019 contributed
to a rapid build-up of debt to unsustain-
able levels. Sri Lanka lost access to in-
ternational financial markets in 2020 after
credit rating downgrades.
Without market access, official reserves
dropped from US$7.6 billion in 2019 to
less than US$500 million (excluding a
currency swap equivalent to US$ 1.4 bil-
lion with China) in December 2022. Net
foreign assets in the banking system al-
so fell to US$ -4.8 billion in December
2022. This severe forex liquidity con-
straint has been felt across the economy,
particularly from Q2 2022, with short-
ages of fuel, medicine, cooking gas, and
other inputs needed for economic ac-
tivity. Amid depleted reserves, Sri Lan-
ka announced an external debt service
suspension in April 2022, pending debt
restructuring. A foreign exchange man-
agement strategy (covering outflows with
available inflows in the absence of debt

servicing), implemented in H2 of 2022,
somewhat stabilized the external sector.
The IMF Board approved a US$3 bil-
lion-48-month Extended Fund Facility pro-
gram on March 20, 2023, after securing fi-
nancing assurances from official creditors
to provide debt relief consistent with the
IMF’s debt sustainability framework.

Recent developments

The economy contracted by 7.8 percent (y-
o-y) in 2022. While all key sectors contract-
ed, the manufacturing and construction
sectors suffered the most amid shortages
of inputs and supply chain disruptions.
High-frequency indicators, such as pur-
chasing managers’ indices, indicate contin-
ued stress in Q1 2023.
After peaking at an unprecedented 69.8
percent (y-o-y) in September, headline in-
flation closed 2022 at 57.2 percent (y-o-
y), reflecting the impact of elevated global
commodity prices, monetization of fiscal
deficits, currency depreciation, and food
supply constraints due to the 2021 ban on
chemical fertilizers. Since January 2022,
the central bank has raised policy rates
by a cumulative 1,050 basis points to try
curbing inflation.
Due to the economic contraction, half a mil-
lion jobs were lost in industry and services
and back-up lower-paying agricultural jobs
could not compensate for income losses.
Combined with increases in the cost of liv-
ing, this economic contraction led national
and urban poverty to double (to 25 per-
cent) and triple (15 percent), respectively.

FIGURE 1 Sri Lanka / Gross official reserves
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Sources: Central Bank of Sri Lanka and World Bank staff calculations.
Note: Gross official reserves exclude a currency swap with China equivalent to
US$ 1.4 billion.

FIGURE 2 Sri Lanka / Actual and projected poverty rates
and real GDP per capita
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The crisis left 52 percent of the population
in estate areas living in poverty, exacer-
bating spatial disparities, and led to an in-
crease in overall inequality.
The trade deficit declined to US$ 5.2 billion
in 2022 from US$ 8.1 billion in 2021, as
exports, particularly textiles, grew faster
than imports. This trade deficit reduction
is estimated to have lowered the current
account deficit, despite a fall in remittances
(by 36 percent, y-o-y) and relatively low
tourism receipts. Lower remittances – a
source of income for 7.2 percent of the pop-
ulation- contributed to income losses and
to the adoption of negative coping mech-
anisms, further increasing the risk of food
insecurity and stunting.
The currency (LKR) depreciated by 78 per-
cent against the US Dollar between March
and May 2022 when it was floating. A re-
turn to a managed float, amid the ongoing
foreign exchange management strategy,
restricted the full year depreciation to 81
percent. However, due to low market con-
fidence, bringing export earnings and re-
mittances to Sri Lanka through formal
channels has been challenging, despite
mandatory repatriation and conversion
rules. The unwinding of speculative Dollar
holdings led to sharp appreciation of the
LKR in early March 2023 amid sluggish
import demand.

The overall fiscal deficit is estimated to
have declined owing to the implementa-
tion of several new revenues measures
(including a VAT rate increase from 8
to 15 percent), tightly controlled expen-
diture and a buildup of arrears to sup-
pliers and contractors. Interest payments
continued to absorb more than two-thirds
of total revenue.

Outlook

The fluid political situation and height-
ened fiscal, external, and financial sector
imbalances pose significant uncertainty
for the outlook. Growth prospects de-
pend on debt restructuring and growth-
enhancing structural reforms. At the
same time, fiscal consolidation will likely
dampen these prospects, with the fiscal
deficit expected to gradually fall over the
medium term. Inflation is projected to
come down from a high base as moneti-
zation of fiscal deficits is reined in. The
current account deficit is expected to de-
cline thanks to import compression, de-
spite decelerating exports due to weak
global demand. Additional resources will
be needed in 2023 and beyond to close
the external financing gap.

Key downside risks include a slow debt
restructuring process, limited external fi-
nancing support, a sharper global slow-
down, and a prolonged recovery from
the scarring effects of the current crisis.
A lower-level external trade equilibrium
could have contagion effects on domestic
trade, economic activity, jobs, and in-
comes. This and adverse effects from rev-
enue-mobilization efforts could worsen
poverty projections. The financial sector
needs to be managed carefully, given ris-
ing non-performing loans and large pub-
lic sector exposures.
The necessary macroeconomic adjust-
ments may initially adversely affect
growth and poverty but will correct over-
all imbalances, help regain access to inter-
national financial markets, and build the
foundation for sustainable growth. Miti-
gating the impacts on the poor and vul-
nerable remains critical during the adjust-
ment. Reducing poverty requires better-
targeted social assistance, an expansion
of employment in industry and services,
and a recovery in the real value of in-
comes. On the upside, the government’s
reform program, supported by financing
from international partners, could boost
confidence and attract fresh capital in-
flows key to restarting the labor market
and restoring livelihoods.

TABLE 2 Sri Lanka / Macro poverty outlook indicators (annual percent change unless indicated otherwise)

2020 2021 2022e 2023f 2024f 2025f

Real GDP growth, at constant market pricesa -4.6 3.5 -7.8 -4.3 1.2 2.0
Private Consumption -5.8 6.2 -8.0 -4.5 1.3 2.1
Government Consumption 3.6 3.1 -13.6 -3.4 -0.7 1.0
Gross Fixed Capital Investment -13.1 10.6 -12.6 -4.8 1.8 2.0
Exports, Goods and Services -29.6 10.3 5.6 -4.0 4.7 3.2
Imports, Goods and Services -20.1 4.1 -5.9 -3.9 4.1 2.4

Real GDP growth, at constant factor pricesa -2.9 4.0 -6.7 -4.3 1.2 2.0
Agriculture -0.9 0.9 -4.6 2.4 1.5 1.5
Industry -5.3 5.7 -16.0 -5.8 1.0 2.2
Services -1.9 3.5 -2.0 -4.5 1.2 2.0

Inflation (Consumer Price Index) 4.6 6.0 46.4 21.8 8.0 7.0

Current Account Balance (% of GDP) -1.4 -3.8 -1.6 -1.1 -1.1 -0.9
Net Foreign Direct Investment Inflow (% of GDP) 0.5 0.8 0.6 1.1 1.2 1.2

Fiscal Balance (% of GDP) -10.6 -12.0 -8.5 -7.8 -6.0 -5.0
Revenues (% of GDP) 8.8 8.3 8.7 11.0 12.5 13.5
Primary Balance (% of GDP) -4.4 -5.7 -2.4 -0.4 1.1 2.0

International poverty rate ($2.15 in 2017 PPP)b,c 1.6 1.5 5.8 6.6 6.4 6.1

Lower middle-income poverty rate ($3.65 in 2017 PPP)b,c 12.7 13.1 25.0 27.4 26.9 26.1

Upper middle-income poverty rate ($6.85 in 2017 PPP)b,c 49.9 51.1 65.0 67.2 66.9 66.0

GHG emissions growth (mtCO2e) 4.4 6.3 -6.7 -3.5 1.0 1.2
Energy related GHG emissions (% of total) 66.0 67.7 66.1 64.0 63.9 63.8

Source: World Bank, Poverty & Equity and Macroeconomics, Trade & Investment Global Practices. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast.
a/ GDP by expenditure for 2020 and 2021 are estimates, as the data published on March 15, 2023 by authorities only included GDP by production.
b/ Calculations based on SAR-POV harmonization, using 2019-HIES. Actual data: 2019. Nowcast: 2020-2022. Forecasts are from 2023 to 2025.
c/ Microsimulations for 2020-2022 based on 2019 actual data. Neutral-distribution projections with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU
(2023-2025).
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