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NATIONAL OUTPUT AND EXPENDITURE
Sri Lanka's economy has continued to demonstrate its resilience recording a Srowth rate of

5-l per cent in

The tsunami disaster
first half of 2005, while progressing to a growth of around 5 .3 per cent in 2005 '
slowed down the growth of the economy in the first half of 2005 mainly as a result of the impact on the
tourism andfisheries sectors. Since its impact is concentrated in coastal areas, and the recovery in the
the

affected sectors has already begun, the economy is expected to perform better in the second half of 2005.
Both savings and investments are expected to increase in 2005 with higher private sector savings and
investments.

overall growth is estimated to be negative of

Output

around

I

per cent.

The Gross Domestic Product (GDP) is projected
to grow by 5.3 per cent in 2005, compared with 5.4

Sectoral Performance

per cent in2004. The industry and services sectors

grew by 7 .3 per cent and 6.4

pr

cent, respectively,

Agriculture

in the first half of 2005. However, the agriculture
sector contracted by 2.1 per cent, primarily due

a

The Agriculture, forestry, and fishing sector is

to the poor performance of the fishing sub sector,

gradually recovering from its setback in 2004'

which is in the process of recovery from the tsunami

benefiting from the favourable weather conditions

destruction. The tsunami also has had an adverse

prevailing in 2005. A substantial increase in the

impact on tourism, while dampening the activities

2004105 Maha season paddy

of the banking, small industry, domestic trade, and

a record level and the significant increase in tea

transport sectors to a certain extent. The growth

production during the first half of 2005 have

prospects for the second half of 2005 are promising

contributed to this positive development. However,

harvest reaching

with the fast recovery of these sectors.
Chart 2.1

Quarterly GDP Growth Rate3

The Services and Industry sectors are expected to

a

grow by 6.4 per cent and 6.6 per cent, respectively,

6

while the Agriculture sector is expected to contract

by 0.3 per cent in 2005. The Services sector will
contribute over two thirds of the overall growth (68
per cerrt) while the Industry sector

will

contribute

around one third of the overall growth (33 per cent).
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The contribution of the Agriculture sector to
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the drop in the rubber output due to rainy weather,

of tea at the ColomboAuctions during the first half

of

of

the year increased by 12.5 per cent in rupee terms to

the drought in the early partof 2N4, and a substantial

Rs. 184.99 per kg (US dollars 1.86 per kg) due to the

decline in fish production caused by the tsunami

increase in demand from the Middle East. Average

disaster negated, to some extent, the improvement

prices are expected to remain high in the second half

in the overall growth in the sector.

of 2005 as well.

the drop in coconut output due to the lagged effect

o

2006

166

Rubber production declined by 2.5 per cent to 52.1

million kg during the first half of 2ffi5. This was 4

million kg during the first half of 2fi)5. This decline

per cent higher than the peak first halftea production

was largely attributed to the rainy weather conditions

Tea production increased by 6.6 per cent

to

performance

that prevailed during the first few months of the year

reflects the recovery in production in high and

in the rubber growing areas. Total rubber production

medium elevations that suffered from dry weather

in 2005 is expected to increase by 3.5 per cent to

prevailed during the first half of 2004. Output in

98 million kg, with weather conditions, turning

high and medium grown areas increased by 16.5 per

favourable, prices becoming attractive and global

recorded

in 2002. This favourable

cent and 10.5 per cent, respectively, in the first half

of

demand remaining robust.

2005. However, low grown teaproduction increased

only marginally, by less than one per cent, due to the

Rubber prices improved during the first half of 2fi)5.

drought that prevailed in low grown areas during

The increase in rubber prices was the result of the

early 2005. Annual tea production is projected to

increase in synthetic rubber prices in the intemational

increase by 3.9 per cent to 320 million kg in 2005.

market due to rising petroleum prices, and growing

domestic demand from rubber based product

o

Tea prices became attractive due to the increase in

demand in the first half of 2fi)5. The average price

manufacturers. The prices of both RSS (Ribbed
Smoked Sheet)

No.l

and RSS No.2 increased by

around 4 per cent, while the price oflatex crepe rose

by about 12 per cent during the first half of 2005.

22
Tea Production
Chart

Rubber prices are expected to remain buoyant in the
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second half of 2005 as well.
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Coconut production decreased by 11.6 per cent
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to the lagged effect ofthe drought in late 2003 and
the spread of the mite infestation from mid 2004.
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However, rainy weather conditions that prevailed

recording a 6.2 per cent growth over the prevrous

in the coconut growing areas during the first few

record in Maha harvest

months of 2005 restricted further spread of the

increase was due to favourable weather conditions

mite infestation. Coconut production however, has

and the increases

been recovering from

April 2005. According to

provisional estimates, the production in 2005 will be

in

20O21O3.

The output

in the gross extent sown

and

2l

per

harvested which also rose by 12per cent and

cent, respectively, during 2OO4l05 Maha season.

somewhat lower than the production level in2OO4.
The annual paddy productionin 2fi)5 isalso expected

hices of coconut-based products at the Colombo
Auction increased significantly during the first

half of 2005 due to domestic and global supply
shortages. On the external front, the Philippines,
the largest exporter of coconut and coconut-based

to reach a record high level. Paddy production during
Yala 2005 has been projected to rise by 16 per cent to
I ,l 14 thousand metric tons. As a result, total paddy

production is expected to increase by 19 per cent to
3,126 thousand metric tons in 2005.

products, suffered from a shortage of supply due to
the lagged effect of a drought in the previous year.

Subsidiary food crops performed well during the

As a result, the average Colombo Auction prices of
2OO4l05

Maha season. Production of most important

coconut-based products increased (copra by 66.4
subsidiary food crops such as maize, green gram,
per cent, coconut oil by 23.4per cent and desiccated

coconut by 47.3 per cent) during the first six months

red onions and potato increased during the2004105
Maha season compared to the previous Maha season.

of 2005.

The increase in the production of those crops is

o

Paddy production in the Maha

2OO4|OS season

reached the historically highest level. Prodution has
increased by 20.5 per cent to 2,012 thousand metric

attributed to the increase in the extent cultivated due
to the sufficient rains received durine the Northeast
monsoon.

tons compared to the 2OO3l04 Maha production,
Fish production in the first half of 2005 declined
sharply by 64 per cent due to the tsunami disaster.
Chart 23

Paddy Production

Production in the marine and aquaculture and inland

3,50O

fishery sectors dropped by 70 per cent and 13 per

3,000

cent, respectively. Aquaculture fish production
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period, which spread in prawn farms, particularly in

t,(x)o

the Puttlam

500

0

2001
I

2002
[ht"

2004

2003

I

Yala

2005

I

hla€stDE

as

District. The prawn production reduced

all affected farms had to be closed and to refilled

with fresh water.
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The fishery sector is expected to improve with the

several uncertainties such as volatile oil prices and the

rapid pace of recovery. This was due to continuous

abolition of the Multi Fibre Agreement (MFA). This

relief and reconstruction measures taken by the

growth was supported by the continuing expansion

government, non-governmental organisations and

of international markets, growing domestic demand,

foreign donors.

stable exchange rates and favourable weather. The

output of factory industries is estimated to grow by
Industm

6 percent in the second half of 2005. This

will

be

facilitated by duty concessions received from the EU
The Industry secton, consisting of the manufacturing,

mining and quarrying, construction and electricity

and water sub sectors, expanded by 7.3 per cent

in the first half of 2005, reflecting the improved

under the GSP+ scheme and higher domestic demand

arising from tsunami reconstruction activities.
Accordingly, the annual growth in factory industries
is expected to be 5.9 per cent in 2005.

performance ofall four sub sectors. Industrial output

is projected to increase during the second half of

The growth in factory industries in 2005 is expected

2005, in view of the continuing good performance
to be broadbased and balanced across all sub sectors.
of the factory industry, small industry and electricity

The impetus to growth arose from food, beverages
sub sectors. The annual growth rate ofthe Industry
sector in 2005 is expected to be 6.6 per cent.

and tobacco products, textile, wearing apparel
and leather products, chemical, rubber and plastic

O

f,'actory industries, the largest sub sector in the

manufacturing sector, has recorded a healthy
expansion of 5.9 per cent in the first hatf of 2005
compared with the 4.3 per cent growth in the same
period in the previous year. This was achieved despite

products and non-metallic mineral products. Those
categories

are

expected to contribute over 90 per

cent of the overall growth in 2005. The growth in
export-oriented industries

will

be led by the higher

performance in apparels, rubber based industries,
processed diamonds and ceramic products.

Chart 2.4

Composition of Industrial Production (Filst Half,2005)
Basic

metal

All

categories of the factory industry sector have

Products
Paper
Products
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the potential to grow at a higher rate in the second

Other
2%

half of 2005. The output of the textiles, apparel and

Textiles,

wearn9
apparel and

leather products category grew by 6.2 per cent in

leather
40%

the first half of 2005 compared with the 4.3 per cent

Food

growth in the first half of 2004. This was achieved

Chemical,

penoleum,
rubber and

grown by over 5 per cent in the first half and shown

beverages
and tobacco

23%

in spite of intense competition from China following
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the abolition of the Multi Fiber Agreement (MFA).

to the expansion of existing markets, rubber-based

The textile and apparel sector is estimated to grow

products benefited from the duty free access to India

by 6.5 per cent in the second half of 2005, realising

under the India - Sri Lanka Free Trade Agreement

an annual growth'rate of 6.3 per cent in 2005. The

(ISLFIA) and penetration into new markets in the

gradual restructuring process that has been taking

Asia-Pacific and SAARC regions.

place in this categary over the last decade has helped

face the competition in the quota free market. The

Value added in the processing of plantation crops

reputation eamed by manufacnrrers for quality, price,

increased by only 1.4 per cent during the first

speed of delivery and high labour standards has also

half of 2fi)5 due to the drop in coconut and rubber

helped secure new export orders.

production. However, the small industry sub sector
performed well during this period with the increase in

The output of the food, beverages and tobacco

paddy production and in the activities ofconstruction

category gr,ew by 6.0 per cent during the first half

related industries.

of 2fi)5 compared with 4.9 per cent in the first half
seen in the food

The Electricity and water sector increased by 32.8

processing (5.3 per cent), beverages (10.2 per cent),

per cent during the first half of 2fi)5. Electricity

tobacco (5.0 per cent) and liquor (11.0 per cent) sub

generation increased by 8.6 per cent, while the value

sectors. The output of this category is estimated

added in the electricity sub-sector recorded a robust

to grow by 5.5 per cent in the second half of 2005,

growth of 37.8 per cent, as a result of the higher

realising an annual growth of 5.8 per cent in 2005.

usage

of 2004. Production increases were

of high value adding hydropower given the

rainy weather conditions. This sector is projected

The chemical, petroleum, rubber and plastic

to grow by 19.l per cent in 2005.

products category, the third largest category in
factory indusFy, expanded by 5.1 per cent in the first

The construction sub sector is estimated to have

half of 2ff5, compared to the 5.0 per cent growth in

grown by 5.9 per cent during the first half of 2ffi5.

the first half of 20O4. Production increased in the

Reconstruction work relating to the rebuilding

sub categories of rubber-based products (10.1 per

of tsunami affected roads, rail tracks, houses and

cent), plastic and PVC products (3.5 per cent) and

hotels contributed to this growth. Apart from such

pharmaceuticals and detergents (3.9 per cent). The

reconstruction work, the ongoing foreign funded

output of this category is estimated to grow by 6.0

projects, particularly in water supply and road

per cent in the second half of 2005, leading to an

development,

annual growth of 5.5 per cent in 2005. In addition

growth of 6.3 per cent in 2005.

will

continue realising an annual
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Services

workers and non-traditional leisure travellers. has
resulted in a low hotel occupancy rate.

o

The Services sector is estimated to have grown
by 6.4 per cent during the first half of 2005. This

During the first half of the year, the transport,

sector was benefited by the growth momentum

storage and communication sector recorded the

in telecommunications, cargo handling,

highest sectoral growth of 15.4 per cent, as against

storage

and warehousing, public administration, other

a growth

government services and export trade. Financial

previous year. The largest contribution came from

services and import trade also grew, but at a lower

the telecommunications sub-sector, mainly driven by

rate than the growth in2004.

mobile phone usage, which increased by 53 per cent

of 13.9 per cent during the first half of the

during the first half of 2005. A substantial growth of

o

The wholesale and retail hade, hotels and restaurants

14.5 per cent was also seen in the subscriber network

sector grew by 1.6 per cent during the first half of the

of the FixedAccess-Wireless Local Loop telephones,

year. The export trade sub-sector expanded by 6.3 per

supported by the new Code Division MultipleAccess

cent compared to the 5.2 per cent growth recorded in

(CDMA) technology.

the first half of 2004. However, the import trade subsector increased at a lower rate of 1.8 per cent, mainly

The cargo handling, storage and warehousing sub-

due to the marginal drop in investment goods imports

sector expanded by 13.1 per cent in the first half

and the lower growth in intermediate goods imports.

of 2005. During this period, the Port of Colombo

Despite the 13 per cent increase in tourist arrivals,

handled 1.17 million Twenty Foot Equivalent

low hotel occupancy has resulted in

contraction of

Container Units (TEUs), reflecting a 14.1 per cent

33.1 per cent in value added terms in the hotels and

increase. Transhipment volumes, which account

restaurants sub-sector. Most of these tourists being

for one third of the total throughput, expanded by

relief

16.8 per cent. Meanwhile, air cargo volumes also

a

business travellers, transit tourists and tsunami

expanded by 6.4 per cent in the first half of 2005.
Chart 2.5

Investment and Savings as a Percentage of GDP

The transport sub-sector grelv by 2.7 per cent
due to the growth

in both passenger and

goods

transportation. Supported by the improvement in
domestic agriculture and international trade, road
haulage grew by 2.9 per cent during the first half

of the year. [n passenger transport, the performance

of the private bus category improved marginally,
while that of cluster bus companies contracted.
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The transport, storage and communication sector is

prevailing profitability of private sector economic

projected to grow by 13.5 per cent in 2005.

activity paved the way for the private sector to
lead the growth in investment and maintain the

o

The financial services, real estate and business
services sector grew by 4.4 per cent in the first

momentum.

half

of 2005. During this period, banking activities in the

Private

Southern and Eastern coastal areas were affected by

channelled into urgently required rehabilitation

the tsunami. These banks had to reschedule loans

and reconstruction activities to normalise life in

and special provisioning had to be made for loans that

the tsunami affected areas. The reconstruction and

had been obtained for fishing, hotels, small industries

rehabilitation activities are expected to take place at

and trading activities by affected customers. The

a higher pace

as

well as public sector investment had been

in the second half of the year.

growth of the banking sector was also affected the

narrowing of the interest spread and a decline in
capital gains from investments in bonds, securities

in the context of a rising interest rate regime and
reduction in foreign exchange income. However,
other sub- sectors performed well to offset the lower

performance in the banking sub-sector to a certain
extent.

Consumer expenditure grew in the first half of 2fi)5

at a higher pace than investment expenditure. The
investment/GDPratio, which improved to 25 percent

in 2004 from 22.1 per cent in 2003, is projected
to improve further to 26.6 per cent. Investment
expenditure at constant prices is estimated to grow

by

12.7 percent. Although the imports of investrnent

goods recorded a marginal decline of 0.2 per cent

Expenditure

o

during the first halfof2005, due to

a

high base effect,

it is expected to turn-around in the second halfofthe
Therecoveryininvestorsentimentwhichcommenced

year with the expected increase in reconstruction

in the second half of 2fi)3 continued in 2fi)5. The
work.

Chart 2.6

Both private sector and public sector investment is

Composition of Domestic Demand - 2qr5

expected to contribute to the growth in investment

expenditure. Private sector investment, which
lnvestment

contributes 90 per cent of the total investment

Public
2%

Consumption
Public
8%

Consumpt on
Private

expenditure, is projected to increase by 24 per

6896

cent in nominal terms in 2005. These investments

Investment
Private

22%

will be mainly in the

areas

of leisure, transport,

telecommunication and other services.
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The investment projects forwhich agreements were

the expenditure on imports of goods and services

signed and contracted with the Board of Investment

will grow

of Sri Lanka (BOI) have declined in the first half of

prices and higher imports required for post tsunami

2005 mainly due to the introduction of more stringent

reconstruction work.

at a relatively higher pace due to high

fuel

screening processes by the BOI in selecting projects
and volatility in the international investment climate

o

On the resources side, domestic savings, as a

due to global terorism and political uncertainty in

percentage of GDP, is projected to increase to 16.4

the country. The BOI approved 96 projects with an

per cent in 2005 from 15.9 per cent in 2m4. This is

investment commitment of Rs. 29,461 million in the

due to the expected increase of 1 3 per cent in private

first half of 2005 as compared with 175 projects with

savings. The expected higher savings by the private

an investment commitment of Rs. 57.239 million

sector is attributable to the increase

in the first half of 2004. Although the number of

sector savings resulting from improved efficiency

projects contracted declined from I 14 in the first half

2004 to 77

and productivity. Government dis-savings, as a ratio

in 2005. the investment commitments

of GDP, is projected at2.8 per cent compared to 3.9

of these projects have increased from Rs. 24,302
million in the first half of 2004 to Rs.

39. I 22

per cent in2004.

million

in 2005.

o

In terms of current prices, public inyestment

Thenesource gaprthe difference betweensavings and

investment as a ratio of

GDI

is expected to increase

is

projected to grow by 43 per cent in 2005. Public
sector investment

in corporate

will mainly be in reconstruction

slightly, as the investment ratio is projected to grow
faster than the domestic savings ratio.

of tsunami damaged roads, bridges and dwellings
and also ongoing highway, road and water supply

Prospects for 2006

projects.
The economy is projected to grow by 6.0 per cent in

Consumption expenditure is projected to grow by

2006. This growth is expected to be broadbased

with

4.9 per cent in real terms in 2005 compared to the

the expected recovery in the fishing and leisure sub-

same growth recorded in 2004. Import statistics show

sectors. The agriculture sector is expected to grow by

that consumer goods imports rose by 4.4 per cent in

volume terms during the first half of 2005.

1.9 per cent,

will grow

while the industry and services sectors

at higher rates of 6.0 per cent and

7.l

per

cent, respectively.

External demand, the demand for exported goods
and services, is expected to rise in 2005 by 9.0 per

The agriculture sector is expected to perform better

cent in rupee terms and 7.4 per cent in volume terms

in 2006 with favourable weather conditions and

growth. However,

the recovery in the fishing sector. Tea production is

due to higher global economic
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projected to further improve by about 1.5 per cent

The growth in industrial output in 2006 is expected to

and reach an all time high level of 325 million kg in

come from four major industrial categories, namely,

2006. The output of rubber is expected to improve

textiles, wearing apparel and leather products (6.1

by 3.1 per cent to about 101 million kg in 2006. The
favourable weather conditions that prevailed in 2005

would lead to coconut output increasing to about

per cent); food, beverages and tobacco (5.0 per cent);

chemical, petroleum, rubber and plastic products (7.8
per cent) and non-metallic mineral products (5.9 per

cent). These four categories would account for over

2.700 million nuts in 2006.

80 per cent ofthe growth expected in 2006. In 2006,

Further increase in paddy output over the peak
production in 2005 is not expected in 2006

as

farmers

would shift to other field crops due to lower than
expected paddy prices during both the Maha andYala

export oriented industries are expected to benefit
from concessions available under the GSP+ scheme

and the forthcoming Comprehensive Economic
Partnership Agreement (CEPA) with India, which

is expected to widen the coverage of goods in the

in 2005. Hence, assuming normal weather

existing ISLFIA, relax barriers on the movement of

conditions, the output ofother field crops is expected

goods and services and deepen market access. The

to perform better in 2006.

domestic market oriented industries are also expected

seasons

to grow at a higher rate in response to growing
Fish production is expected to recover almost

consumer demand.

completely and record a production level of 275

million kg in 2006. Assistance provided by the

The services sector, driven by the continued

government, donors and other non-governmental

growth momentum in transport, storage and

organisations to rebuild fishery infrastructure would
help to achieve this increase in fish production.

communication, is expected to grow at a high pace.
Port cargo handling is projected to grow by around
8 per cent in 2006 with the expected growth in the

The output of the factory industry sub-sector is
expected to grow by 6.1 per cent in 2006 compared

foreign trade and the development of facilities at the
Port of Colombo. With the new CDMA technology
and the continued expansion of the mobile telephone

to the estimated growth of 5.9 per cent in 2005. The

growth will be acomposite outcome of an expansion

of the output of BOI industries, estimated at 6.2

network, it is expected that the telecommunications
sector, in terms of subscriber network, would expand

further by 19.5 per cent in 2006.

per cent, and non-BOI industries, estimated at 6.0
per cent. The output of public sector industries is

The hotels and restaurants sub-sector is expected to

in 2006 mainly

grow by 18 percent with the reconstruction activities

due to unintemrpted production at the oil refinery in

and new investments in the leisure industry, coupled

2006.

with tourism promotional activities.

expected to grow by 6.0 per cent
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These projections, however, bear both upside and

climate in the country with the improvements

A favourable world economic

in infrastructure under tsunami reconstruction

outlook, prudent macro-economic management,

programmes, especially in the areas of roads and

of structural reforms,

electricity. The proposed CEPA with India and FTA

reduction of economic policy uncertainties,

with Pakistan would also help to increase investment

downside risks.

speedy implementation

improvements and expansion

of power supply

inflows to the industrial sector in 2006.

and other basic infrastructure facilities, favourable
weather conditions and political stability will raise

o

the growth potential, while an outcome contrary to
any of these factors

further in 2006. Public sector investment will

will have a negative impact on

continue to focus on rehabilitation and reconstruction

the overall economic activitv.

o

Governrnent investment is also expected to rise

work and infrastructure projects such as road
development, power and water supply.

In

2006, investment expenditure is expected to

increase further with the reconstruction of destroyed

o

Consumption expenditure is expected to increase

infrastructure due to the tsunami and other ongoing
further with the expected higher income levels. The

power and road development 4ctivities. Accordingly,

improvement will mainly come from an increase in

the investment to GDP ratio is projected to reach29

demand by households and the private sector.

per cent in 2006. The profitability in the private sector
is expected to improve further with their involvement

in reconstruction work, power generation, export
manufacturing, the leisure industry and other service

activities.

o

Domestic savings are expected to rise
Corporate sector savings

in

2006.

will largely contribute to

this increase. However, the resource gap is expected

to widen, as the expected increase in domestic

o

savings

2006 with the gradual improvement of the investment

in investment.
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will not be sufficient to maintain the increase

Investment in BOI industries is expected to recover in

