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Professor

Priyanga Dunusinghe
Department of Economics
University of Colombo

Sri Lanka’s economic crisis, which
peaked in 2022, was marked by
severe shortages of essentials,
rampant inflation, and significant
political instability. The country’s
recovery has been challenging,
involving complex reforms and
international support. The crisis
was triggered by a confluence of
factors, including heavy reliance
on imports, high levels of debt,
and a lack of foreign currency
reserves. Mismanagement of
economic policies, exacerbated

by the COVID-19 pandemic and
the collapse of the tourism sector,
compounded these issues. The
situation was further strained

by political turmoil and public
dissatisfaction with the government’s
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handling of the economy. The
immediate response involved a
series of measures to stabilize

the economy. In early 2022, Sri
Lanka defaulted on its debt, a
significant step given its international
obligations. The government sought
assistance from the International
Monetary Fund (IMF) and other
global financial institutions.
Negotiations with the IMF led to

an agreement on a bailout package
that included fiscal consolidation
measures and structural reforms.
The government also introduced

a series of short-term measures to
manage the crisis, including rationing
of essential goods, fuel subsidies,
and the imposition of taxes. The
IMF-supported program required
Sri Lanka to implement several

key reforms. These include; Fiscal
Consolidation -reducing the budget
deficit through increased revenue

generation and reduced government
spending. This includes tax reforms
and improving tax collection
efficiency; Debt Restructuring

- negotiating with creditors to
restructure external debt, aiming to
make it sustainable in the long term.
This involves seeking debt relief and
extending payment terms; Monetary
Policy Adjustments - tightening
monetary policy to control inflation
and stabilize the currency. The
Central Bank of Sri Lanka raised
interest rates to combat inflation and
support the rupee; Public Sector
Reforms - streamlining the public
sector and reducing state-owned
enterprises' financial burden. This
includes privatization of non-
essential services and improving
efficiency in public institutions;

and Anti-Corruption Measures
-strengthening governance and
transparency to build public trust

Figure 1: Quarterly Real GDP Growth: 2020-Q2 — 2024-Q1
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and attract foreign investment.
This involves implementing strict
anti-corruption laws and improving
regulatory frameworks.

It is interesting to note that the
recovery efforts have begun to show
some positive outcomes. Inflation,
which reached 70 per cent (Y-0-Y)
during the crisis, has gradually been
declined to 2 per cent by July 2024.
Similarly, Sri Lankan rupee that shot
up to Rs. 370 per US$ gradually
stabilized around Rs. 300. The
country that had almost no foreign
reserves at its disposal by end of
2022, was able to build up foreign
exchange reserves amounting to US$
5 billion by the end of June 2024.
During the crisis period, market
lending interest rates almost reached
30 per cent per annum due to tight
monetary policy regime. However,
the Central Bank of Sri Lanka
brought down the rates in response
to improved stability in the economy.
Real GDP growth in 2023-Q3 turned
positive after a spell of consecutive
contractions for six quarters. Real
GDP growth recorded 4.5 and 5.3
per cent in 2023-Q4 and 2024-Q1
respectively (see Figure 1). Near
term growth outlook remains robust

due to prudent policy measures and
improved investor confidence despite
volatile global economic outlook.The
leading economic indicators, such

as purchasing managers’ indices for
manufacturing and services sectors,
show steady signs of expansion

of economic activity. Tourism, a
crucial sector for Sri Lanka, has
been rebounding as situation in Sri
Lanka improved and global travel
restrictions eased. More importantly,
international support continues to
play a critical role and Sri Lanka was
able to garner international support
for the recovery process successfully.
Countries and financial institutions
have provided humanitarian aid,
loans, and technical assistance.
2023-Q4 is also expected to record

a positive GDP growth. More
importantly, 2023 recorded a ‘twin
surpluses’ for the first time on record,
i.e., a surplus in the primary balance
of fiscal accounts and external
current account. Debt restructuring
process has reached almost an end;
agreeing with both Official and
private creditors. Policy credibility
and predictability have improved
with the support of effective and
transparent dissemination of
information on the conduct of public

Figure 2: Time Taken for Reaching Pre-Crisis Output

Real GDP per Capita
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Sources: European Commission; Eurostat; Haver Analytics; and IMF staff projections,
1/ Pre-crisis peaks are; 1929 for Great Depression; 1997 for Asian crisis; 2007 for
Greece, Ireland, and Spain; 2008 for Cyprus and Portugal.

2/ Indonesia, Republic of Korea, and Thailand.

3/ Cyprus, Ireland, Portugal, and Spain,

Source: https://www.imf.org/en/News/Articles/2019/10/01/

sp093019-The-IMF-and-the-Greek-Crisis-Myths-and-Realities

policies, mainly monetary and fiscal
policies.

Accordingly to many sources, Sri
Lanka’s economic turnaround is
commendable since most debt-
crisis hit countries failed to reverse
the economic contraction within

a short time. Those countries
abandoned policy reforms due to
public agitation and/or change of
governments resulting perpetuation
and/or witnessing further economic
contraction in subsequent years.
Greece is one of such countries
that failed to recover even after a
decade. Greecereceived three major
bailout packages (2010, 2012, and
2015) from the EU and IMF, which
required strict austerity measures
and structural reforms. In 2012,
Greece implemented a major debt
restructuring, including a significant
write-off of private-sector debt, to
manage the debt burden. Political
parties which came into power in
Greece re-negotiated with IMF and
introduced various changes into
the agreement to address socio-
political concerns. Even after all
these supports, Greece GDP is still
well below the pre-crisis period
(see Figure 2). Current prediction
indicatesGDP reaching its pre-crisis
level by 2031.

Despite progress, Sri Lanka faces
several ongoing challenges. The
need for continued fiscal discipline
and debt management remains
critical. Political stability and public
confidence in the government are
also crucial for sustaining recovery
efforts. The combination of
immediate stabilization measures,
structural reforms, and international
support forms the foundation for the
country’s recovery. While challenges
remain, the steps taken thus far offer
a pathway towards economic stability
and growth.
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