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T he growth prospects of the Sri Lankan economy are revised upwards 

to 3.5 per cent in 2009, on account of the upturn in economic activity 
after the end of the terrorist conflict which spanned across nearly 

three decades.  The economy which expanded continuously at a growth rate of 
6 per cent or higher for the past four years is, however expected to slowdown in 
2009, amidst the adverse external developments. The negative impact of the 
global recession already hindered the growth prospects in the first half of the 
year. However, a conducive environment for economic expansion commencing 
from the second half of the year has been established by the complete defeat of 
terrorist forces in May, which opened opportunities for new economic activities 
and built investor confidence fuel by extended stand by arrangement facility and 
the relatively stable price levels with falling interest rates together with expected 
global recovery.

national output anD  
expenDiture
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Developments in 2009

Output

l  During the first half of 2009 the economy 
recorded a low growth of 1.8 per cent when 
compared to the expansion of 6.6 per cent in 
the first half of 2008. Both the Industry and 
Services sectors decelerated considerably during 
the first half of the year. The Industry sector 
decelerated to register a growth of 2.4 per cent 
compared to the relatively high growth of 6.5 
per cent in 2008. The Services sector which 
accounts for the largest share of 59 per cent of 
the economy also expanded at a lower rate of 1.1 
per cent when compared to the growth of 6.7 
per cent during the first half of 2008. However, 
the Agriculture sector expanded by 3.7 per cent 
particularly due to improvement of domestic 
agricultural output.

l  The Sri Lankan economy is projected to expand 
by 3.5 per cent in 2009. This is a considerable 
slowdown in the growth momentum when 
compared to the growth of  6.0 per cent recorded 
in 2008. The slowdown in growth is mainly due 
to low growth in the first half of the year. In the 
second half of the year growth prospects are 
expected to improve due to the eradication of 
terrorism and expected global economic recovery. 
The Industry sector which expanded by 5.9 per 
cent in 2008 would decelerate to 3.6 per cent in 

2009 while the Services sector is projected to 
expand by 3.5 per cent over the higher growth of 
5.6 per cent in the previous year. Meanwhile the 
Agriculture sector is estimated to grow by 3.3 
per cent during 2009.    

l  The unemployment rate increased to 6.2 per 
cent (excluding the Northern Province) during  
the first half of 2009 from 5.5 per cent  
recorded in the first half of 2008. This  
indicates the reduced availability of employment 
opportunities in the economy with the slowdown 
in economic expansion during the first half of 
the year. 

Sectoral Performance

Agriculture

l  Major crops in the Agriculture sector have 
recorded positive growth rates during the first 
half of 2009 except for tea which has been 
severely affected by the unfavourable weather 
experienced in the first quarter of the year. 
The rubber and coconut production recorded 
positive growth during this period. Meanwhile, 
paddy production in the 2008/09 Maha season 
increased significantly supported by favourable 
weather and attractive prices. However, the 
paddy production of the 2009 Yala is expected to 
decline by 32.2 per cent due to delay in monsoon 
rains in paddy growing areas. The growth 

Table 2.1
Agriculture Production Index (1997-2000=100)

Item 2008
First Half % Change

 Agriculture and Fishing 129.3(b) 134.8  4.3 
 1   Agriculture  132.5(b) 137.7  3.9 
                   Tea  119.6 88.3 -26.2
                   Rubber 139.2 144.1 3.5
                   Coconut 86.8 102.7 18.3
                   Paddy 159.5 178.9 12.2
                   Other Crops 131.7 157.2 19.4
                   Livestock(c) 153.6 155.1  1.0 
 2   Fishing 109.9 117.3 6.7

2009
First Half(a)

(a) Provisional 
(b) Amended
(c) After revising the Index with data from Department of Animal Production and Health.
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Chart 2.1 
Quarterly GDP Growth Rates 

 Source: Central Bank of Sri Lanka
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momentum of the fish production continued in 
2009 and made a relatively higher contribution 
to the agriculture sector growth.

Export Agriculture 

l Total tea production in the first half of 2009 
decreased by 24 per cent  compared with the 
first half of 2008 reflecting setbacks in all 
three elevations.  High, medium and low grown 
tea production decreased by 19.6 per cent, 
22.4 per cent and 26.6 per cent, respectively. 
The uncertainly brought about by the global 
economic crisis and low prices of tea, during  the 
last quarter of 2008, had some impact on  the  
tea production in the first half of 2009. Adverse 
weather conditions developed from latter part 
of 2008 in all elevations and comparatively 
lower application of fertilizer also affected the 
tea production during this period.  With the 
recovery during the second quarter, the tea 
production is likely to reach around 300 million 
kg by end 2009, which is, however, a decline of 
6.0 per cent from 2008. 

l All average tea prices, particularly low 
grown leafy categories, showed significant 
improvement in the first half of 2009  
compared to second half of 2008 in which all 
average tea prices decreased sharply due to slow 
down of world demand. However, compared to 
first half of 2008, all average tea prices showed a 
decrease of 1.9 per cent in the first half of 2009  
mainly due to the higher prices recorded for tea 
in the first half of 2008.

l The rubber production increased moderately 
by 3.5 per cent during the first half of 2009.  
A lower growth of 2.6 per cent was registered in 
the first quarter reflecting the continued impact 
of the slow down of world demand for rubber 
consumption from last quarter of 2008.  Low 

demand resulted in a sharp drop of rubber prices,  
particularly in the first quarter of 2009. The use 
of fertilizer has been reduced with the decline 
of rubber prices from the last quarter of 2008 
despite relatively favourable weather conditions 
prevailed for the crop in the first quarter. The 
rubber production is expected to increase further 
by 2.2 per cent during the second half of the year. 
Accordingly, the total rubber production in 
2009 is estimated to be around 133 million kg, 
up by 2.9 per cent over the previous year.

l The decreased rubber prices, in the midst 
of global economic crisis and low crude oil 
prices, showed a substantial recovery within 
the second quarter of 2009. Accordingly, the 
average prices of RSS (Ribbed Smoked Sheet) 
No 1 and No 2 increased by 30.2 per cent and 
30.8 per cent, respectively in the second quarter 
compared to the first quarter. 

l Coconut production increased by 18.3 per cent 
to 1,426 million nuts in the first half of 2009. 
The increase in coconut production was mainly 
attributable to the favourable weather conditions 
and the increase of fertilizer application. The 
increase of tariff on imported edible oil up to  
Rs. 60 per litre from Rs. 40 also greatly supported 
the increase in the demand for coconut oil 
thereby increasing the coconut and coconut 
based products. Benefiting from the favourable 
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weather and market conditions for coconut and 
coconut-based products, it is expected that the 
coconut production would increase by 3.1 per 
cent to 3,000 million nuts in 2009.

l Amidst high domestic demand,  average prices 
of coconut-based products, such as copra, 
coconut oil and desiccated coconut, at the 
Colombo Auction decreased substantially in 
the first half of 2009 by 50.1 per cent, 37.1 per 
cent and 39.2 per cent, respectively compared 
to corresponding period of 2008.  Prices of 
coconut increased in 2008 due to low production 
on account of drought condition prevailed in the 
previous year.   The producer prices of coconut 
nuts also decreased from Rs. 25.82 to Rs. 18.69 
in the first half of 2009 compared to the same 
period of 2008.

Domestic Agriculture 

l Paddy production in the Maha 2008/09 
season increased by 12.2 per cent compared to 
the corresponding season of the last year. This 
was mainly due to the favourable rain pattern 
spread out through the season and substantial 
contribution from the Eastern Province, which 
recorded an increase of 37.4 per cent in output. 
The retail prices of rice have been administered 
in the period and maximum retail price was fixed 
at Rs.60 per 1 kg for Nadu and Rs. 70 per 1 kg 
for Samba, to contain the pressure on prices.  

It was also observed that the monthly average 
producer price for short grain and long grain 
paddy varieties increased from Rs. 32.85 per 
kg to Rs. 34.37 per kg and from Rs. 29.77 to  
Rs. 30.78 per kilogram, respectively, in major 
paddy cultivating districts, in the first half of 
2009 compared with the corresponding period 
of 2008. 

l Paddy production in the Yala 2009 is projected 
to decrease by about 32 per cent to around 1.19 
million metric tons. This is mainly due to the 
reduction of the extent of cultivation caused by 
insufficient water supply resulting from delayed 
onset of monsoon rainfall and consequent delay 
in release of water for cultivation in major/minor 
irrigation systems. Thus, total paddy production 
in 2009 is expected to decrease by about 7.8 per 
cent to 3.57 million metric tons over the paddy 
output in 2008.

Fish

l Fish production during the first half of 2009 
increased by 6.7 per cent to 160,220 metric tons 
against 150,110 metric tons recorded in the 
first half of 2008. This growth was constituted 
by the growth in the marine production by 4.8 
per cent due to increased off shore tuna fishing 
and implementation of Fishers’ Rehabilitation 
Projects in the Eastern Province. Despite the 
unfavourable weather during the first half 
of the year, which somewhat retarded the 
growth momentum, the proper management 
of water bodies with community participation, 
establishment of community based mini-
hatcheries and free issue of fingerlings helped to 
register a comparatively higher growth of 23.4 
per cent in the inland fish production compared 
to same period of 2008. Total fish production in 
2009 is expected to increase by 15 per cent to 
367 million kg.  
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Industry

•	 The Industry sector grew by only 2.4 per cent in 
the first half of 2009, compared to the growth 
of 6.5 per cent recorded in the corresponding 
period of 2008. This slowdown in growth was 
reflected in all sub-sectors in the Industry sector. 
Although growth was relatively low compared 
to the first half of 2008 all four sub-sectors, 
namely mining and quarrying, manufacturing, 
electricity, gas and water, and construction, 
contributed positively to this growth rate. 

l Manufacturing, the largest sub-sector of 
the Industry sector recorded only a 1.9 per 
cent growth, compared to the 4.7 per cent 
growth recorded in the first half of 2008. The 
slowdown in the global economy impacted 
adversely on value added contribution in the 
manufacturing sub-sector, with factory industry 
output, particularly textile, wearing apparel and 
leather products decelerating during the first 
half of 2009. The Industry sector is projected to 
expand by 4.6 per cent during the second half of 
2009.

l Growth in mining and quarrying sub-sector, 
decelerated to 2.7 per cent during the first 
half of 2009, as against a higher growth rate 
of 16.4 per cent in the corresponding period 
of 2008. This deceleration stemmed from the 
contraction of 19.6 per cent in gem mining and 
also reflected by a contraction of 8.3 per cent in 

Table 2.2
Growth of the Factory Industries in the First Half 2009 and Estimates for 2009

2008
Annual
Actual 

First Half 
Actual

First Half 
Actual

Second Half 
Proj.(a)

Annual
 Proj.(a)

2009

Overall Growth of Factory Industry 5.0 4.7 2.1 3.9 2.9
 
Of which,          
      Food, beverage and tobacco products 5.2 5.3 5.2 5.4 5.5
      Textiles, wearing apparel and leather products 3.1 1.4 -1.4 2.9 0.5
      Chemicals, petroleum, coal, rubber and plastic products 6.4 6.6 -0.3 1.7 0.5
      Non-metallic mineral products 5.2 5.7 -5.5 1.6 -2.4
      Fabricated metal products, machinery and transport equipment 5.6 6.4 2.9 3.6 3.0

(a) Based on the data of Central Bank of Sri Lanka  Source: Department of Census and Statistics 
 

export volumes, during the period under review. 
However, other mining activities grew by 16.5 
per cent during the first half of 2009.

l Processing sub-sector, which consists of 
industries involved in processing of plantation 
crops contracted by 4.2 per cent, in line with the 
deceleration in production of tea and rubber. 

l Cottage industry sub-sector grew only by 2.9 
per cent, compared to the growth of 4.3 per cent 
recorded during the first half of 2008, with the 
expansion in paddy milling activities.

l The factory industry which accounts for more 
than 55 per cent of the industry sector output 
recorded a slow growth of 2.1 per cent in 
the first half of 2009 compared with 4.7 per 
cent growth in the corresponding period of 
2008. The deceleration is mainly attributed 
to developments brought about by the global 
economic crisis. The slow growth of the factory 
industry in first half of 2009 was reflected in 
almost all sub sectors except food, beverages and 
tobacco products category which is the largest 
category within the factory industry.

l The food, beverages and tobacco products 
category was the major driver of the growth 
momentum of domestic market oriented 
industries in the first half of 2009. This  
category grew by 5.2 per cent in the first half 
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of 2009 compared with 5.3 per cent growth 
in the first half of 2008. The major players of 
this category who cater to both domestic and 
export markets have taken several cost reduction 
measures to face any adverse impact of the global 
economic recession. The private sector players in 
the diary industry expanded capacity through 
modernising factories in manufacturing dairy 
based products while new factories and milk 
collecting centers were opened in the newly 
liberated Eastern and Northern Provinces. The 
higher prices of milk products that prevailed in 
the international market during the commodity 
price boom also helped the expansion of dairy 
industry in the country. 

l However, the output of other major sub 
categories in the factory industry showed 
marked slowdown during the first half of 2009. 
Non-metallic mineral products such as cement, 
tiles and other building materials, fabricated 
metal products such as light fittings, bulbs, 
kitchen applications, cables and aluminium 
products and plastic and PVC products were 
greatly affected during this period due to the 
contraction of construction activities. The 
expansion of market access and increasing 
construction activities in the Northern and 
Eastern Provinces will facilitate the domestic 
market oriented industries to increase the output 
and investment in the future. 

l The impact of the global economic recession 
was clearly reflected in the output of export 
market oriented industries. Wearing apparel, 
tyres and gloves, tableware, machinery, 
electrical equipment, ship building, processed 
diamond and gem and jewellery were the major 
contributors to the output of export oriented 
industries and all were affected by the continuous 
decline of demand from the major trading 
partners. As a result, industrial exports declined 
by around 17.4 per cent in the first half of 2009. 
The output of textile, wearing apparel and leather 
products category recorded a negative growth 
of 1.4 per cent in the first half of 2009 mainly 
due to the negative performance in the second 
quarter of 2009. Rubber based products, which 
is the second largest export market oriented 
industry was affected by the drastic reduction in 
demand for solid tyres in the USA due to poor 
performance in the USA factory industry during 
the first half of 2009. 

l The apparel manufacturers have taken 
timely measures to safeguard and promote 
the industry in the current global economic 
condition. Despite the adverse impact of 
global recession on apparel products, the Sri 
Lankan apparel industry was able to maintain 
world recognition by supplying high quality 
ethically manufactured greener products to 
the international market. Attractive marketing 
campaigns under the “Garment without Guilt” 
and “Green and Eco Friendly Products” and 
strong concentration on niche markets were 
the other major initiatives taken by the apparel 
sector to maintain and expand the market share 
in the international market. 

l The government has taken several measures 
to provide financial assistance to promote the 
Small and Medium Enterprises (SMEs) sector. 
The state  owned Lankaputhra Development  
Bank (LDB) which was established with the 
objective of providing financial assistance to the 

Chart 2.4 
Composition of Value Added in Industry - First Half 2009 
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SMEs has expanded its service network in the 
country and entered into the Northern Province 
under the ‘Uthuru Wasanthaya” programme. 
The LDB has  signed a Memorandum of 
Understanding (MoU) with the Industrial 
Development Board to launch a low interest 
“Lakkam Loan Scheme” to provide financial 
assistance to entrepreneurs who have already 
launched village level SMEs or self employment 
ventures. Meanwhile, the Ceylon Chamber 
of Commerce implemented SWITCH-Asia 
programme with the financial support from 
the European Union to facilitate SMEs in the 
food and beverages industry by promoting 
cost effective production techniques and best 
practices of sustainable production. 

l The output of the public sector industries grew 
by 4.5 per cent in the first half of 2009. The 
improved performance of refining petroleum 
products by the Ceylon Petroleum Corporation 
(CPC) contributed more than 90 per cent 
to total public sector industrial output. State 
Timber Corporation also contributed positively 
to the growth of the public sector industries 
during the first half of 2009. However,  National 
Paper Company, Lanka Phosphate Limited, 
Lanka Salt Limited, State Rubber Manufacturers 
and Export Company and Lanka Mineral Sands 
Limited recorded negative performances in the 
same period.

l The government implemented the industrial 
policy through the line Ministries, Board 
of Investment (BOI), Export Development 
Board (EDB) and other relevant authorities. 
The government established and upgraded 
several industrial estates to minimise the 
regional disparity of infrastructure facilities. 
Meanwhile, the industrial sector adopted 
cost efficient and productivity improvement 
measures, implemented best practices in cleaner 
production and introduced environmentally 
sustainable technologies with the assistance of 

the government and relevant institutions. With 
the objective of stimulating the ailing economy 
in the face of the global economic crisis, the 
government offered a special stimulus package 
for industrial and other affected sectors. The 
Ministry of Labour Relation and Manpower 
initiated action to formulate a methodology in 
concurrence with stakeholders to grant relief 
through the proposed Unemployment Benefit 
Insurance Scheme (UBIS) as an urgent remedial 
measure to address the loss of employment arising 
due to the global financial crisis and conducted  
job fairs in the outskirts to assist job seekers. 
The EDB has taken initiatives to establish Agro 
Export Zones in all nine provinces as enunciated 
in the budget 2009. The National Gem and 
Jewellery Authority (NGJA) has finalised all 
the arrangements to establish the Gem Testing 
Laboratory to facilitate the gem industry. 

l The government initiated special programmes 
under “nagenahira navodaya” and “uthuru 
Wasanthaya” to develop and industrialise 
the Eastern and Northern Provinces.  A 
special development credit scheme titled “The 
Awakening North” and the establishment of 
One-Stop Shops in the Northern and Eastern 
Provinces were the other initiatives taken by 
the government to facilitate the resumption of 
economic activities and to establish effective 
marketing mechanism in the newly liberated 
regions. Meanwhile the BOI has proposed the 
development of Mini Zones in Northern and 
Eastern Provinces. 

l Electricity, gas and water sub-sector expanded 
by only 1.1 per cent compared to the growth 
of 4.8 per cent in the first half of 2008. This 
was mainly due to the lower contribution from 
electricity generation, which was a direct result 
of the decline in hydro power generation by 
35.7 per cent in the 2009 first half, due to the 
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of the previous year. Import trade sub-sector 
recorded the highest contraction of 14.1 per 
cent compared to an expansion of 7.5 per cent in 
2008, with the decline in imports of consumer, 
intermediate and investment goods in volume 
terms by 22.3 per cent, 20.0 per cent and 16.7 
per cent, respectively. Export sub-sector also 
recorded a contraction of 6.5 per cent over the 
growth of 1.8 per cent in the 2008 first half, as 
a result of the global recession. Domestic trade 
activities also decelerated from a growth of 6.6 
per cent in the first half of 2008 to 5.2 per cent 
in 2009.

l Hotels and restaurants sub-sector, which 
recorded a marginal growth of 0.6 per cent 
during the first six months of 2008, contracted 
by 8.6 per cent. Tourist arrivals reduced by 16.3 
per cent, during the first half of 2009 due to 
potential terrorist threats that prevailed in the 
country and the falling in income levels globally 
with the recession.

l Performance in transport and communication 
sub-sector decelerated to 5.0 per cent during 
the first half of 2009, compared to the growth 
of 9.6 per cent recorded in corresponding 
period of the previous year. Transport sub-
sector slowed down to a growth of 4.8 per cent 
in the first half of 2009, from 7.9 per cent in the 
first half of 2008, with the deceleration of railway 
and passenger and goods transport sectors to 
3.3 per cent and 4.8 per cent, respectively. The 
slowdown in transport activities was reflected in 
the contraction in new motor vehicle registration 
by 33.4 per cent during the period under review.  
However, transport activities are expected to 
grow with the increase in economic activities, 
particularly in the Northern and Eastern 
provinces.  

l The contraction in the cargo handling-ports 
and civil aviation sub-sector by 3.2 per cent 
also contributed towards the deceleration in 

bad weather conditions prevailed in the first 
quarter. Consequently, high cost thermal power 
generation increased by 23.6 per cent. Gas sales 
recorded a contraction of 1.4 per cent in volume 
terms, while value added from water distribution 
increased by 2.3 per cent.

l Value added in the construction sub-sector 
grew only by 4.2 per cent in the first half of 
2009 over the higher growth rate of 9.2 per 
cent recorded in the corresponding period 
of 2008. This slowdown was reflected through 
the decline in cement availability by 17.7 per 
cent together with the contraction in building 
material imports and domestic production by 
15.0 per cent and 5.1 per cent, respectively, in 
volume terms. The slowdown was due to the 
slow recovery in the private sector construction 
activities, from the setback which commenced 
during the second half of 2008. However, public 
sector construction activities continued with the 
on-going development activities, particularly 
in the Northern and Eastern Provinces. Road 
development works and other construction 
activities related to projects such as Norochcholai 
coal power plant, Upper Kothmale hydro 
power plant, Colombo port expansion project 
and Hambantota port development project 
continued during the first half of 2009.

Services

l The Services sector expanded by 1.1 per 
cent during the first half of 2009, as against 
the growth of 6.7 per cent in the first half of 
2008. The deceleration was witnessed in all 
the sub-sectors of the Services sector which 
could be attributed to the unfavourable external 
developments and the resultant slowdown in the 
domestic economic activities, particularly in the 
export agriculture and Industry sectors.

l Wholesale and retail trade sub-sector 
contracted by 3.9 per cent compared to the 
growth rate of 6.0 per cent in the first half 
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the transport and communication sub-sector.  
The decline of 9.7 per cent in container handling 
was recorded in terms of the number of Twenty-
Foot Equivalent Units (TEUs) compared to an 
expansion of 10.4 per cent in 2008. This was due 
to the decline in the volume of international 
trade activities.

l Post and telecommunication sub-sector, which 
recorded a growth rate above 20 per cent in the 
first half of 2008, grew only by 10.3 per cent 
in the first half of 2009. The addition of a new 
service provider into the market contributed 
positively to achieve the level of growth. The 
fixed line and mobile subscriber-base as measured 
by the number of connections grew by 19.4 per 
cent compared to a 45.7 per cent expansion in 
the first half of 2008, with mobile connections 
accounting for a share of 77 per cent of the total 
subscriber-base. The telecommunication sector 
is expected to expand at a higher rate during 
the second half of the year, with the expected 
increase in demand from the Northern and 
Eastern provinces. 

l Banking, insurance and real estate sub-sector 
grew by 4.6 per cent, recording a slowdown 
against the 6.8 per cent growth during the first 
half of the previous year. The overall slowdown 
in the economy together with the prevalence 
of high interest rates reduced the demand for 
financial services particularly in the first half of 
2009. The declining trend in interest rates with 
the easing of monetary policy was not sufficiently 
and immediately witnessed in lending rates. 
However, the lending rates are on a declining 
path and private sector credit is expected to 
expand, which in turn will boost real estate and 
banking activities. There are opportunities for 
further expansion in this sub-sector with the 
revitalization of activities in the Northern and 
Eastern provinces. 

Expenditure

l The aggregate demand generated by domestic 
economic activities, expressed as Gross 
Domestic Expenditure (GDE), is expected 
to increase by 5.0 per cent in nominal terms 
in 2009, compared to the growth of 26.6 per 
cent in GDE during 2008. The deceleration in 
GDE could be attributed to the slowdown in 
both real output and overall price levels during 
2009. It should be noted that the GDP deflator 
which was 16.3 per cent in 2008 is expected to 
be around 7.6 per cent in 2009. The GDE is 
estimated to expand from Rs. 5,002 billion in 
2008 to Rs. 5,254 billion in 2009. 

l The slowdown in economic expansion is 
projected to be reflected in the expenditure on 
consumption as well. Consumption expenditure 
is projected to expand by 5.6 per cent in 2009 
when compared to an expansion of 28.4 per 
cent in the previous year. Private consumption 
which accounts for a share of around 82 per 
cent of total consumption would slowdown 
to a growth of 6.6 per cent over the expansion 
of 27.9 per cent in 2008. The slowdown in 
domestic output and imports of consumer goods 
in terms of price and volume would contribute 
towards the deceleration in private consumption 
expenditure. Further, this deceleration in private 
consumption is a combined result of the lower 
growth in nominal wage rates in the private 
sector, marginal increase in unemployment and 
lower growth in foreign remittances. 
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l According to budget estimates, government 
consumption is projected to decelerate 
significantly. Government consumption 
expenditure which grew by 30.6 per cent in 
nominal terms during 2008 is expected to 
increase by only 1.1 per cent during the current 
year. But there exists some upside risks with 
increased spending on welfare activities by the 
government particularly in reconstruction, 
resettlement and rehabilitation activities for the 
affected people in the North and East and with 
the expected recruitment of personnel to the 
public sector including the armed forces. 

l Investment expenditure is also projected 
to decelerate to 3.3 per cent during 2009 in 
nominal terms compared to a 21.4 per cent 
growth in the previous year. The investment 
expenditure is estimated at Rs. 1,255 billion in 
2009. The slowdown in investment growth is 
reflected in the contraction in investment goods 
imports by 27.4 per cent in US dollar terms 
during the first half of the year. Further, the 
investment to GDP ratio is projected to decrease 
from 27.5 per cent in 2008 to 25.6 per cent in 
2009.

l The public sector which provided a significant 
growth momentum in terms of investment 
activities in 2008 with a growth of 48.3 per 
cent due to mega infrastructure projects is 
projected to decelerate to 1.7 per cent during 
2009. This was reflected in the lower growth in 
public sector investment activities during the 
first half of 2009. 

l Private sector expenditure on investment 
activities is projected to decelerate in nominal 
terms during 2009 when compared to that in 
2008. The unfavourable economic environment 
both internationally and domestically, which 
resulted in the slowdown in aggregate demand, 
impacted negatively on investment activities 
particularly during the first half of the current 
year. But the investor confidence of the private 
sector is expected to increase in the second 
half of the year mainly due to the favourable 
developments in the domestic economy. 

l The global economic recession affected the 
inflow of Foreign Direct Investment (FDI) 
in the  first  half  of 2009.  FDI recorded a  
contraction of 40 per cent with an investment 
commitment of US dollars 253 million  
compared with the 60.8 per cent increase 
recorded in first half 2008. This contraction 
was mainly attributed to the contraction in 
telecommunication (US dollars 156 million) 
and power generation sectors (US dollars 17 
million), which absorbed around 69 per cent of 
total FDI inflows. FDI inflows to manufacturing 
sector (US dollars 45 million) also registered a 
contraction despite  expansion in the textile 
and wearing apparel and non metallic mineral 
products sub sectors. The BOI which is the 
apex institution for investment promotion is 
poised to attract substantial amount of FDIs 
with the dawn of peace in the country. The 

Table 2.3
Approved and Contracted Investment in BOI Projects

 
 

Projects approved under Section 17 235 290,805 64,641 139 50,009 29,021
Projects contracted under Section 17 117 27,635 27,949 60 77,270 7,220
Projects approved under Section 16 29 2,832 941 18 12,536 494

Project
	 	

First  Half  2008

No. of 
Projects

Estimated Investment 
(Rs. mn)

Foreign Local

First  Half  2009 (a)

No. of 
Projects

Estimated Investment 
 (Rs. mn)

Foreign Local

Source: Board of Investment(a) Provisional
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number of approved projects under Section 
17 and 16 of the BOI Act and its investment 
commitment declined in the first half of 2009 
compared to the first half 2008. However, 
investment commitment on contracted projects 
under Section 17 of the BOI Act increased by  
52 per cent in the first half of 2009. There were 
9 projects approved and 7 projects contracted 
for expansion under Section 17 of the BOI Act 
during the first half of 2009. Services sector 
absorbed the major portion of both approved 
and contracted projects during the first half  
2009. As at end June 2009, there were 2,349  
new projects commenced commercial operations 
and 123 projects expanded for commercial 
operations. The realised investment in the BOI 
industries amounted to Rs. 36.3 billion in the  
first half of 2009 reaching a cumulative 
investment of Rs. 738.1 billion as at end June 
2009.

l The external demand which expanded by 
5.4 per cent in nominal terms during 2008 is 
projected to contract by 7.6 per cent in 2009. 
The decline in the international demand for 
domestically produced goods and services could 
be attributed to the unfavourable developments 
in the global economy. With the global recession 
the demand for exports declined as reflected by 
the contraction of goods exports by 11.2 per cent 
in volume terms and the decline in price levels by 
1.5 per cent during the first half of the year. 

l On the resource side, domestic savings are 
projected to recover in 2009. Domestic savings 
to GDP ratio is projected at 18.6 per cent for 
2009 when compared to 14.1 per cent in 2008. 
The recovery in domestic savings is particularly 
due to the improvement in the trade balance, 
with the decline in international price levels and 
the decline in demand for imported goods. It 

is expected that government dis-savings would 
also decline in 2009. Further, national savings 
are projected to improve as a percentage of GDP 
to 24.3 per cent from a ratio of 18.2 per cent in 
2008.  Investment is expected to amount to 25.6 
per cent of GDP in 2009.

Prospects for 2010

l The economy is projected to recover in 2010 
with a growth rate of more than  6 per cent. 
Further, the growth is projected to be broad 
based with the positive contribution from all the 
major sectors of the economy. 

l The agriculture sector is expected to improve in 
2010 benefiting from the expected favourable 
weather and integration of Northern and 
Eastern Provinces with the rest of the provinces 
of the country as simultaneously as speedily 
with the settlement of Internally Displaced 
Persons (IDPs). Accordingly, it is expected that 
output of paddy and fisheries sectors, and other 
field crops would increase considerably. 

l Tea production is projected to increase by 
6.5 per cent to 330 million kg in 2010.  With 
the anticipated recovery of the world economy 
in 2010, favourable weather condition and the 
measures adopted to improve the quality of the 
tea, it is expected that tea industry would grow 
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with a renewed vigour in 2010 reaching 330 
million kg.     

l Rubber and coconut production are projected 
to increase modestly in 2010. The rubber 
output is projected to increase by 2.9 per cent 
to 133 million kg in 2010, stimulating from the 
expected recovery of world demand followed by 
regenerating domestic demand and increasing 
trend of international oil prices. Coconut 
production is projected to increase by 3.3 per cent 
to around 3,100 million nuts in 2010 benefiting 
from the favourable weather conditions and 
encouraging market conditions.

l Paddy output in 2010 is projected to increase 
by around 12.2 per cent to 4.01 million  
metric tons mainly due to the expected higher 
production in 2009/2010 Maha season 
depending upon the sufficient rainfall from 
monsoon rain in 2009.  Further, there is a greater 
scope for further improvement in the paddy 
cultivation in the Northern Province in 2010, 
especially in the Mannar district, which has 
been renounced as “Rice Bowl” since the ancient 
time. Assuming improved weather conditions, 
the output of other field crops is also expected to 
increase in 2010. 

l Fish production in 2010 is also projected to 
increase remarkably by 5.2 per cent to 386 
million kg with the removal of restrictions on 
fishing in the Northern and Eastern provinces 
and also with the pace of resettlement of the 
IDPs in the Northern Province enabling them 
to re-establish their fisheries activities are 
expected to support this growth.

l The industrial sector which accounts for 
more than 28 per cent of total GDP, expected 
to grow by 6.1 per cent in 2010 with the 

contribution of all major sub sectors. The 
reinforced expectations about global economic 
recovery will facilitate the performance of 
export market oriented industries. The increase 
in utilisation of concessions under Free Trade 
Agreements, promotion of niche products and 
niche markets, focus on world-class standards 
and proper designs and expansion in regional 
export base will support towards increasing the 
output of the industries. Maintaining green and 
eco-friendly environment in the manufacturing 
process and promoting Sri Lankan products, 
particularly apparel, as “ethically manufactured” 
products in the international market will assist 
in increasing the competitiveness in the global 
market. 

l  The domestic market oriented industries 
will be supported by the continuation of low 
inflation regime, integration of the  Northern 
and Eastern Provinces with the mainstream 
economy and improvement of tourism sector. 
Industries mainly engaged in manufacturing of 
food and beverages may venture into producing 
new products to cater impending demand 
from international tourists. The rehabilitation 
activities in the Northern and Eastern Provinces 
and continuation of mega infrastructure 
development projects will reinforce the domestic 
industries such as cement and building material. 
Post-war era will attract more foreign investment 
and Sri Lankan Diaspora will be motivated to 
invest in the Northern and Eastern Provinces 
especially in the SMEs sector. With the concerns 
of increasing competitiveness, both domestic and 
external market oriented industries would adopt 
cost cutting and productivity improvement 
measures. 

l During 2010, the electricity generation 
capacity of the nation would increase, 
contributing a higher value added growth. 
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The second phase of the Kerawalapitiya power 
plant project contributing to the national grid 
and the network expansions in distribution 
would increase the electricity availability of the 
country by 90 MW to facilitate growth in this 
sector. The continued expansion in water supply 
projects would contribute to the growth in water 
distribution. 

l The construction sector is projected to expand 
at a higher rate in 2010. The expected increased 
involvement of the private sector in 2010 together 
with the continued public sector contribution 
would provide the expected growth impetus 
in the construction sector. Implementation of 
public sector infrastructure projects in areas 
such as transportation, energy sector and 
reconstruction, resettlement and rehabilitation 
activities are expected to accelerate in 2010. 
Further, private sector involvement in investment 
activities amidst favourable investor sentiments 
and declining interest rates is expected in all 
the major sectors, including industrial sector 
expansion and real estate development.  

l In 2010, the telecommunication sector is 
projected to contribute favourably to the 
growth prospects. Since the Northern and 
Eastern regions are still not adequately covered 
the telecommunication infrastructure could 
be developed to expand the availability of 
telecommunication facilities. The growth in the 
sector would have to arise from providing higher 
value added services and expanding in to less 
penetrated areas of the island. 

l Investment activities are projected to increase 
at a higher rate in 2010. The successful 
completion of the liberation operations in the 
North and East raises the need for an array of 
investment activities while enhancing investor 

confidence. Hence, in 2010 the private sector is 
expected to engage in investment activities at a 
higher level with a rapid pace to make use of the 
opportunities available particularly in the North 
and East. 

l The government sector is also expected to 
engage in investment activities at a relatively 
higher rate in 2010. These activities would 
mainly be in infrastructure development projects 
such as expansion in transport networks, 
power and energy sector expansions and port 
development activities which would increase the 
growth capacity of the nation. Rehabilitation, 
reconstruction and resettlement activities in 
the liberated areas would also have to be spear 
headed by the pubic sector in 2010 as well. 
The government investment would also have 
to concentrate on areas which would enable 
the development of the human resources of the 
country. 

l Consumption expenditure is projected to 
increase at a higher rate during 2010 over the 
expected slowdown in growth in 2009. The 
expected increase in economic activity would 
enhance the level of consumption in the private 
sector.   

l During 2010, domestic savings are projected 
to increase. The recovery in profit earning 
opportunities in the private sector and expected 
narrowing of government dis-savings with 
improved fiscal management would result in the 
increase in domestic savings. National savings 
would also continue to expand in 2010 with the 
expected recovery in private remittances which 
slowed down in 2009 with the global recession. 
The resource gap could widen in 2010 with a 
higher growth in investment activities when 
compared to that of savings. 
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l Sri Lanka stands at a unique position with the 
successful completion of the humanitarian 
operation which hindered the growth prospects 
of the nation for a period spanning across 
three decades. The implementation of effective 
policies by the government and the enthusiastic 

participation of the private sector would be an 
integral part in harnessing the growth potential 
of the country. The recovery of the external sector 
would further enhance the growth prospects for 
2010 and beyond. 


