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1.Overview of the Global Context

• The COVID-19 pandemic pushed global economy into the deepest 
recession since the great depression in 1930s.

• Since the out-break of COVID-19, contraction of economic activities 
followed by a decrease in Government revenue and increase in the 
health care expenditure has resulted in a surge of budget deficits and 
public debt across the world.

• COVID-19 pandemic could lead to protracted debt crisis in many 
developing countries in the absence of effective fiscal and monetary 
policy actions.



1.Overview of the Global Context (Cont.)

• G20 countries have implemented Debt Service Suspension Initiative 
(DSSI) for 73 eligible countries.

• IMF increased the access to its emergency facilities—the Rapid Credit 
Facility (RCF) and Rapid Financing Instrument (RFI) and SDR 
allocation.



1.Overview of the Global Context (Cont.)
Fitch Sovereign Rating



1.Overview of the Global Context (Cont.)

Sovereign Defaults



2.Profiling Public Debt of Sri Lanka 

Key statistics on debt position of Sri Lanka as % of GDP



2.Profiling Public Debt of Sri Lanka (Cont.)
• Comparison of central Government debt of selected countries

Lao PDR



2.Profiling Public Debt of Sri Lanka (Cont.)

• Central Government foreign debt service cost of Sri Lanka 

• Central Government debt repayment is only a fraction of debt repayment 
obligation. Apart from central Government debt there are foreign currency 
denominated borrowings by State Own Enterprises (SOEs) and Private sector.



2.Profiling Public Debt of Sri Lanka (Cont.)

• Foreign Debt Composition in Sri Lanka 2020 & 2011

2020
2011



2.Profiling Public Debt of Sri Lanka (Cont.)

• Effective interest rate of major sources foreign loans 

• Sri Lanka issued International Sovereign Bonds (ISBs) for the first time in 2007

PRC



2. Profiling Public Debt of Sri Lanka (Cont.)

• Forecasted Fiscal Performance and Debt as % of GDP – Sri Lanka



3.External Sector Performance (Cont.)

• it is clear Sri Lanka has been experiencing large trade deficit even before the 
out-break of COVID-19 which led to the deficit in current account. Thus, Sri 
Lanka has been facing a twin deficit during pre-pandemic period. 



3.External Sector Performance (Cont.)

• The second largest foreign exchange earning sector of Sri Lanka, the 
worker’s remittances, also declined in 2021 partly due to Government 
interferences in the market to control depreciation of Rupee. 

• The decline in the remittances in 2021 together with lack of foreign 
exchange earnings from tourism during 2020 and 2021 makes external 
debt service extremely difficult task for Sri Lanka. 



3.External Sector Performance (Cont.)
• Central Government foreign debt service as a percentage of export 



4.Pre-Pandemic Fiscal Issues in Sri Lanka

• Government Revenue and Expenditure of Sri Lanka



4.Pre-Pandemic Fiscal Issues in Sri Lanka (cont.)

• Sri Lanka’s tax revenue is low compared to its ASEAN (Association of 
Southeast Asian Nations) and SAARC (South Asian Association for Regional 
Cooperation) neighbors except few countries such as India. 

• Revenue from direct taxes remained low in Sri Lanka which account for 
less than 20% of tax revenue which is equivalent 2% of GDP 
(Amirthalingam, 2016).



4.Pre-Pandemic Fiscal Issues in Sri Lanka (cont.)

Tax revenue of Sri Lanka as a percentage of GDP (1990 to 2019)



4.Pre-Pandemic Fiscal Issues in Sri Lanka (cont.)
• Government which came into power in December 2019, announced 

sweeping changes to the tax system, abolishing Nation Building Tax (NBT) 
and Economic Service Charge (ESC), reducing Value Added Tax (VAT) from 
15% to 8% and increasing VAT liable turnover threshold.

• Tax Revenue of the Government (Rs. Millions)



4.Pre-Pandemic Fiscal Issues in Sri Lanka (cont.)

• The Government didn’t present clear plans on how to recoup the tax 
revenue at the time of tax reforms in December 2019.

• Accordingly, it is evident COVID-19 only aggravated erroneous fiscal 
choice of the Government to reduce taxes without proper plan to regain 
lost tax revenue.



4.Pre-Pandemic Fiscal Issues in Sri Lanka (cont.)

• Change in Government revenue composition 2019 to 2020 due to tax reforms

2019 2020



4.Pre-Pandemic Fiscal Issues in Sri Lanka (cont.)

Tax Reforms led to the rating downgrade……………….



4.Pre-Pandemic Fiscal Issues in Sri Lanka (cont.)

• Primary account balance is an important indicator of debt sustainability. 



4. Pre-Pandemic Fiscal Issues in Sri Lanka (cont.)
• Comparison of Government Revenue as % of GDP

• Government revenue of Sri Lanka from 2019-21 is lower than its regional 
peers. 
• As an average, the revenue has decreased by 1.96% (25.31- 23.35) in 2020 in 

emerging and middle income Asia whereas in Sri Lanka the revenue has 
decreased by 3.48%. Accordingly, it confirms the researchers’ argument -
erroneous fiscal choice of the Government to reduce taxes. 



5.Unproductive Public expenditure

• Government commenced recruitment programs in January 2020, aimed 
at recruiting 100,000 unskilled individuals from low income families and 
providing employment for 50,000 unemployed graduates and diploma 
holders.

• Public Sector Employees in Sri Lanka



5.Unproductive Public expenditure (Cont.)

• According to Dissanayake and Fernando (2016) and Coomaraswamy 
(2015) as cited by Kappagoda and et al (2020) public sector productivity 
in Sri Lanka remined low.

• At the beginning of 2022, the Government announced Rs. 229 Bn relief 
package (approximately USD 1Bn) which included a monthly allowance of 
Rs.5,000 from January to all 1.5 million public sector employees and over 
six million pensioners and Rs.1,000 to Samudrdhi beneficiaries 



5.Unproductive Public expenditure (Cont.)

• According to the report on state owned enterprises (SOEs) compiled by 
Advocata Institute (2019) cumulative loss of 55 SOEs from 2006-17 is as 
high as Rs. 795 billion. The cumulative loses of the aforesaid 55 SOEs 
have increased upto Rs. 1.2 trillion in 2020. The 

• Financial results of 55 SOEs out of 527 SOEs are reported as there is lack 
of financial data on other SOEs. 



5.Unproductive Public expenditure (Cont.)

• Losses of selected of SOEs (Rs. Millions)

• Verite Research (2020) has pointed out, Sri Lanka borrowed USD 27.5 billion 
during 2005-19 period for infrastructure projects which account for a 
significant portion of foreign debt.  It is debatable that whether certain 
infrastructure development projects such as Lotus tower generated desired 
outcome.



6.Deviations from the Government Budget

• Some budget proposals are not implemented such as establishment of 
EXIM bank which was included in 2017 & 2018 budgets. 

• Difference Between Estimated and Actual Revenue of Government 



6.Deviations from the Government Budget (Cont.)

• Budget proposals targeting the election (eg: increase the salaries of public 
sector employees without introducing performance-based pay system), 
instead of focusing on the fiscal consolidation is one of the major issues in 
Sri Lanka.



7.Debt Transparency in Sri Lanka

• According to the Center for Global Development (2020), lack of debt 
transparency is a major issue where some developing countries failing to 
disclose borrowed amounts and loan conditionalities.

• Verite Research (2021) indicates “Sri Lanka’s regular reporting of debt is 
limited to a breakdown of external debt held directly by the central 
government only, and excludes external debt held by other government 
agencies such as state-owned enterprises”. 

• Risk of manipulating debt statistics by moving the debt from the books 
of the central government to the books of SOEs.



7.Debt Transparency in Sri Lanka (Cont.)

• Considering the fact that Sri Lanka may be compelled to restructure its 
debts in the near future it is important to maintain complete and up-to-
date information on the public debts.



08.Recommendations
• It is advisable to seek IMF bailout package and restructure the Government 

debts.
List of Arrangements of Sri Lanka with IMF



08.Recommendations (Cont.)
• Sri Lanka need to focus on curtailing public expenditure to reduce fiscal 

deficit.

• Increase the income from direct taxes which will be a step in the right 
direction to reduce the budget deficit. 

• Minimizing losses of SOEs

• The Fiscal policy should aim at keeping the budget deficit below 5% of the 
GDP.

• Minimize the intervention to foreign exchange market



08.Recommendations (Cont.)

• Verite Research (2019) has pointed out that Sri Lanka should set up 
professional debt management unit.

• Improving the debt transparency by introducing proper reporting 
mechanism especially external borrowings by SOEs 

• Sri Lanka should also consider introducing proper legal framework for 
the better management of public debt going beyond the existing 
legislations of Monetary Law Act and Fiscal Management (Responsibility) 
Act.


