
T he  Sri Lankan economy is projected to grow by 7.6 per cent during 
2010 and achieve a higher growth rate than experienced in the 
pre-global crisis period. The complete cessation of terrorism, the 

gradual recovery in the global economy and favourable weather conditions 
are some factors that will drive this growth. The slowdown in the economy 
in 2009 due to the global economic crisis is expected to be completely reversed 
in 2010 with increased and broad based growth in most sectors of the 
economy. The conducive environment created by the end to the   conflict  and  
improved investor sentiments as well as  targeted public sector involvement 
in identified sectors of the economy are some of the major factors  that are 
propelling the economy towards reaching the projected growth target. 
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Developments in 2010

Output

•	 The domestic economy grew by 7.8 per cent 
during the first half of 2010  compared to 1.9  
per cent during the corresponding period of 
2009. The	improved	performance	in	all	 sectors	
of	 the	 economy	 resulted	 in	 a	 higher	 growth	
during	the	first	half	of	2010.	The	Services	sector	
which	 recorded	 the	 lowest	 sectoral	 growth	
of	 1.1	 per	 cent	 during	 the	 first	 half	 of	 2009	
expanded	 by	 7.8	 per	 cent	 during	 the	 first	 half	
of	 2010	 particularly	 bolstered	 by	 the	 recovery	
in	 external	 trade	 activities.	The	 Industry	 sector	
which	accounts	for	over	28	per	cent	of	the	Gross	
Domestic	Product	(GDP)	grew	by	8.0	per	cent	
compared	to	2.4	per	cent	during	the	first	half	of	
2009.	The	Agriculture	sector	recorded	a	growth	
of	7.2	per	cent	during	the	period	under	review,	
while	the	growth	in	the	sector	was	4.2	per	cent	
during	the	first	half	of	2009.				

•	 The annual growth for 2010 is estimated at 7.6 
per cent compared to the growth of 3.5 per cent 
in 2009.	The	growth	during	the	second	half	of	
the	year	is	projected	to	be	7.4	per	cent	to	achieve	
the	 annual	 growth	 projection.	The	Agriculture	
sector	 is	 expected	 to	 record	 an	 annual	 growth	
of	6.5	per	cent	in	2010,	due	to	an	expansion	in	
both	 domestic	 and	 export	 agricultural	 crops.	
The	Services	sector	which	accounts	for	over	59	
per	cent	of	the	GDP	is	expected	to	expand	by	7.6	

per	cent	with	improved		performance	from	most	
sub-sectors	 including	 trade,	 transportation	and	
financial	 services.	 Further,	 the	 Industry	 sector	
is	projected	 to	 expand	by	8.0	per	 cent	 in	2010	
compared	to	4.2	per	cent	in	2009.		

•	 The unemployment rate which increased to 5.9 
per cent during 2009 declined to 5.2 per cent 
during the first half of 2010. 	This	 favourable	
development	 in	 the	unemployment	rate	during	
the	first	half	 of	 2010	 augurs	well	 for	 increased	
economic	 activity	 through	 the	 creation	 of	
employment	opportunities.			

Sectoral Performance 

Agriculture 

Export Agriculture 

•	 Total tea production during the first half of 
2010 increased by 26.2  per cent to 166.9 
million kg compared to the corresponding 
period of 2009.		Favourable	weather	conditions	
in	all	 tea	growing	districts,	 continuation	of	 the	
fertilizer	 subsidy	 for	 tea	 small	 holders,	 stable	
prices	in	the	Colombo	Tea	Auction	(CTA),	no	
labour	unrest,	better	crop	management	practices	
resulting	from	high	prices	and	increased	extent	
of	tea	cultivation	by	smallholders	helped	increase	
tea	production	during	the	first	half	of	2010.	Of	
the	 total	 production,	 small	 holders	 sub	 sector	
contributed	around	75	per	cent	(125	million	kg)	
in	the	first	half	2010.	Low	grown	tea	accounted	
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Table 2.1
Agriculture Production Index (1997-2000=100)

Agriculture and Fishing 119.7 (a) 140.8 17.6
1   Agriculture  120.1 (a) 142.6 18.7
                   Tea  92.1 (a) 116.2 26.2
                   Rubber 144.1 155.8 8.2
                   Coconut 112.3 (a) 98.7 -12.1
                   Paddy 178.9 197.3 10.3
                    Other Crops 134.8 (a) 138.4 2.6
                   Livestock (c) 146.6 (a) 138.2 -5.7
2   Fishing 117.3 129.7 10.5

2010
First Half (b)

2009
First Half (a)

% ChangeItem

(a) Revised
(b) Provisional
(c) After revising the Index with data from Department of Animal Production and Health. 

 Source: Central Bank of Sri Lanka
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for	 round	 58	 per	 cent	 of	 the	 total	 production	
in	 the	 first	 half	 of	 2010	 	 followed	 by	medium	
grown	tea	(25	per	cent)	and	high	grown	tea	(17	
per	 cent).	Low	grown	 tea	production	 recorded	
the	 highest	 growth	 rate	 of	 22.6	 per	 cent	 with	
medium	and	high	grown	tea	growing	by	22.4	per	
cent	 and	19.6	per	 cent,	 respectively	 during	 the	
first	half	of	2010.	Meanwhile,	it	is	expected	that		
national	tea	production	would	reach	324	million	
kg	in	2010	recording	a	11.5	per	cent	growth	over	
that	of	the	previous	year	largely	due	to	favourable	
weather	 conditions	 and	 continuation	 of	 stable	
prices	during	the	second	half	of	the	year.

•	 The prices at the Colombo Tea Auction (CTA) 
continued to remain high in the first half of 
2010. Average	tea	prices	at	CTA	in	the	first	half	
increased	by	around	15	per	cent	to	Rs.	374	per	
kg	compared	to	that	of	Rs.	323	per	kg	in	the	first	
half	of	2009.	This	 is	 reflected	 in	an	 increase	 in	
the	average	export	price	up	to	Rs.	498	per	kg	in	
the	first	half	against	that	of	Rs.	432	per	kg	in	the	
corresponding	 period	 in	 2009.	Higher	 auction	
prices	in	the	first	half	of	2010	were	mainly	due	
to	the	increased	demand	from	the	Middle	East	
and	Russia	supported	by	winter	season	demand.	
However,	prices	started	to	moderate	from	June	
2010	 at	 the	 CTA	 with	 the	 end	 of	 the	 winter	
season	in	major	tea	buying	nations.	The	average	
tea	prices	in	June	2010	even	declined	compared	
to	 the	 prices	 of	 the	 corresponding	 period	 of	
2009.

•	 Rubber production increased by 8.2 per cent 
to 75.1 million kg during the first half of 2010. 
Higher	 growth	of	 11.7	 per	 cent	was	 registered	
in	the	first	quarter	of	2010	against	2.5	per	cent	
in	 the	 first	 quarter	 of	 2009	 underpinned	 by	
improved	natural	 rubber	 prices	 and	 favourable	
weather	 conditions.	 The	 production	 in	 the	
second	quarter	of	2010	increased	only	by	7	per	
cent	reflecting	the	limited	production	due	to	the	
higher		rainfall,	especially	during	May	and	June,	
which	 resulted	 in	 less	 	 latex	 harvesting	 days.	
With	the	expected	improvement	in	production	
during	 the	 second	 half	 of	 2010	 supported	 by	
ongoing	 high	 prices,	 it	 is	 expected	 that	 total	
rubber	production	will	increase	by	5.9	per	cent	
to	145	million	kg	in	2010.			

•	 All categories of rubber  registered the highest 
ever price in Sri Lanka in the first half of 
2010. Supply	 shortages	 of	 natural	 rubber	 in	
the	 international	 market	 caused	 by	 adverse	
weather	conditions	affecting	 supply	 from	some	
major	producing	countries	coupled	with	strong	
demand	for	natural	rubber	from	China,	Malaysia	
and	 India	 resulted	 in	 higher	 price	 for	 natural	
rubber.	The	remunerative	prices	encouraged	the	
improvement	of	agricultural	practices	in	rubber	
production.	Accordingly,	 increased	 application	
of	 fertilizer,	 use	 of	 rain-guards	 and	 improved	
tapping	 techniques	 supported	 the	 growth	 in	
production.	 The	 gradual	 increase	 in	 crude	 oil	
prices,	 which	 made	 synthetic	 rubber	 relatively	
more	expensive,	also	helped	increase	the	demand	
for	 natural	 rubber.	 Accordingly,	 the	 average	
price	 of	 both	 RSS	 (Ribbed	 Smoked	 Sheet)	
No.1	 and	 No.2	 increased	 by	 128	 per	 cent	 to		
Rs.	381	per	kg	and	Rs.	375	per	kg	 respectively	
while	 the	 average	 price	 of	 crepe	 IX	 and	 crepe	
No.1	 also	 increased	 by	 139	 per	 cent	 and	 141	
per	cent	to	Rs.	390	per	kg	and	Rs.	386	per	kg,	
respectively	in	the	first	half	of	2010	compared	to	
the	corresponding	period	in	2009.		

•	 Coconut production declined by 12 per cent 
to 1,371 million nuts in the first half of 2010 
compared to an impressive growth of 18 per 
cent in the first half of 2009.	The	 decline	 in	
coconut	 production	was	mainly	 due	 to	 the	 lag	
effect	of	unfavourable	weather	conditions,	such	
as	 lower	 rainfall	 and	 the	 higher	 temperature	
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that	 prevailed	 in	 the	 major	 coconut	 growing	
areas	 (Gampaha,	 Kurunegala	 and	 Puttalam),	
in	 the	 first	 half	 of	 2009.	 	 The	 higher	 cost	 of	
fertilizer	 and	 less	 fertilizer	 application	 due	 to	
drought	conditions	and	a	decline	in	production	
in	 the	 Southern	 Province,	 especially	 in	 the	
Matara	 district,	 due	 to	 the	 effect	 of	Weligama	
Coconut	Wilt	Disease,	 and	degradation	of	 top	
soil	 in	many	coconut	 lands	 in	 the	 country	 also	
affected	production.	In	the	first	half	of	2010,	the	
highest	decline	in	production	was	reported	the		
Kurunegala	 district	 (19	 per	 cent)	 followed	 by	
the	Puttalam	district	 (17	per	cent),	 the	Matara	
district	(10.7	per	cent)	and	the	Gampaha	district	
(10.3	 per	 cent).	 Therefore,	 it	 is	 expected	 that	
national	 coconut	production	would	decline	 by	
around	 7.7	 per	 cent	 to	 2,632	 million	 nuts	 in	
2010,	mainly	reflecting	the	impact	of	the	adverse	
weather	 conditions	 that	 prevailed	 especially	 in	
the	first	half	of		2009.	

•	 The price of coconut oil, copra and fresh 
coconuts declined in the first half of 2010.	The	
price	of	coconut	oil	declined	to	Rs.	192	per	kg	by	
end	June	2010	from	Rs.	228	per	kg	in	February	
2010	 largely	 due	 to	 a	 significant	 reduction	 of	
the	 tariff	 on	 palm	 oil	 imports.	There	 has	 been	
an	increase	in	average	monthly	imports	of	edible	
oil	 since	 February	 2010	with	 the	 reduction	 in	
the	tariff	on	edible	oil	to	Rs.	35	per	kg	from	Rs.	
65	 per	 kg	 in	 February	 2010.	 The	 cumulative	
imports	of	edible	oil	during	the	period	February	
to	 June	 2010	 increased	 to	 30,435	 metric	 tons	
from	 20,041	metric	 tons	 in	 the	 corresponding	
period	 of	 2009.	 Accordingly,	 there	 had	 been	
a	 corresponding	 drop	 in	 the	 average	 monthly	
coconut	 oil	 production.	The	 average	 farmgate	
price	declined	to	Rs.	20.46	per	nut	in	June	from	
Rs.	23.72	per	nut	in	February.	The	reduced	price	
of	 coconut	 prompted	 increase	 in	 production		
of	 desiccated	 coconut	 (DC).	 Accordingly,	 the		
export	 of	 DC	 increased	 to	 7,797	 metric	 tons	
(equivalent	to	59.6	million	nuts)	in	the	second	
quarter	 of	 2010	 against	 4,056	 metric	 tons	
(equivalent	 to	 31	 million	 nuts)	 in	 the	 first	
quarter	of	2010.	

Domestic Agriculture 

•	 Paddy production in the 2009/2010 Maha 
season increased by 10.3 per cent to 2.63 million 
metric tons compared to the corresponding 
season of the last year.	The	increase	in		production	
was	 largely	 a	 result	 of	 the	 adequate	 	 rainfall	
supported	 by	 continuation	 of	 the	 fertilizer	
subsidy	 together	 with	 higher	 contribution	
from	 the	 Eastern	 and	 the	Northern	 provinces.	
The	 total	 newly	 cultivated	 paddy	 lands	 in	 the	
Northern	 Province	 were	 4,424	 hectares	 in	 the	
2009/2010	Maha	season	which	included	1,406	
hectares	in	the	Jaffna	district	and	2,741		hectares	
in	the	Mannar	district.	The	Eastern	province	also	
recorded	 a	 growth	 in	 extent	 by	 around	 10	 per	
cent	 to	 150,696	 hectares.	 Accordingly,	 during	
the	 2009/2010	 Maha	 season,	 the	 total	 extent	
cultivated	has	increased	by	nearly	6.4	per	cent	to	
646,001	hectares.	The	average	yield	has	improved	
to	4,583	kg	per	hectare	compared	to	4,421	kg	per	
hectare	 recorded	 during	 the	 2008/2009	Maha	
season.	

•	 Paddy production in the 2010 Yala was   
estimated to increase by about 23 per cent 
to around 1.559 million metric tons.	This	 is	
mainly	 due	 to	 favourable	 weather	 conditions	
and	 adequate	 	 and	 timely	 release	 of	 water	 for	
cultivation	 during	 the	 season.	Therefore,	 total	
paddy	 production	 is	 estimated	 to	 increase	 by	
14.7	 per	 cent	 to	 4.189	 million	 metric	 tons	 in	
2010,	 the	 highest	 paddy	 production	 in	 	 post	
independent	Sri	Lanka.	

•	 The price of paddy and rice were on a declining 
trend in 2010.	The	average	price	of	short	grain	
paddy	varieties	declined	 from	Rs.	41.50	per	kg	
in	January	to	Rs.	26.40	per	kg	in	August,	while	
long	 grain	 varieties	declined	 from	Rs.	35.40	 in	
January	to	Rs.	20.10	in	August.	Accordingly,	the	
price	 of	 rice	 decreased	 below	 the	 administered	
maximum	retail	 rice	price	of	Rs.	 70	per	kg	 for	
Samba	and	Rs.	60	per	kg	for	Nadu.	The	average	
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price	 of	 Samba	 declined	 to	 Rs	 65	 per	 kg	 in	
August	from	Rs.	88	per	kg	in	January	and	Nadu	
to	Rs	54	per	kg	in	August	2010	from	Rs.	76	per	
kg	in	January	2010.				

•	 The production of Other Field Crops recorded  
mixed performance during the 2009/2010 
Maha season.	 The	 production	 of	 maize,	 red	
onion	and	soya	beans	increased	by	11.4	per	cent,	
50.8	per	cent	and	70	per	cent	to	127,761	metric	
tons,	31,734	metric	tons	and	1,353	metric	tons,	
respectively	compared	to	the	2008/2009	Maha	
season.	 However,	 the	 production	 of	 potatoes	
and	chillies	(green)	decreased	by	4.9	and	4.2	per	
cent	 to	 26,114	metric	 tons	 and	 31,842	metric	
tons,	 respectively.	 The	 extent	 of	 cultivation	
of	 red	 onion	 	 increased	 by	 350	 hectares	
during	 the	 2009/2010	 Maha	 season	 with	
the	 commencement	 of	 cultivation	 in	 conflict		
affected	 areas	 in	 the	 Northern	 	 and	 Eastern	
provinces.	 The	 production	 of	 soya	 beans		
recorded	 and	 increase	 in	 response	 to	 strong	
demand	 for	 the	 manufacture	 of	 soya	 based	
products.	The	 decline	 in	 potato	 production	 in	
the	country	during	the	Maha	season	was	mainly	
caused	 by	 the	 shortage	 of	 seed	 potatoes	 in	 the	
market.	The	decline	in	chilli	(green)	production	
in	 the	 2009/2010	 Maha	 season	 is	 mainly	
attributable	 to	 the	 declined	 extent	 in	 major	
growing	 areas	 as	 profit	margins	 were	 squeezed	
with	 increased	 cost	 of	 production.	 The	 high	
risk	 to	 	crops	due	 to	pest	and	disease,	 the	high		
labour	 intensity,	 and	 inadequate	production	of	

quality	seeds	also	contributed	to	the	decline	 in	
the	extent	cultivated.	

Fishing 

•	 During the first half of 2010 fish production 
increased by 10.5 per cent to 177,100 metric 
tons compared to 160,220 metric tons recorded 
in the first half of 2009.	This	 growth	was	 the	
outcome	of	a	10.9	per	cent	growth	in	the	marine	
fish	production	and	7.6	per	cent	growth	in	the	
inland	fishing	sector.	The	substantial	increase	in	
fish	production	during	the	first	half	of	2010	was	
largely	attributable	to	the	improved	production	
in	 the	 second	 quarter.	Marine	 fish	 production	
grew	only	by	3.7	per	cent	in	the	first	quarter	of	
2010.	 Fish	 production	 declined	 significantly	
in	 the	Western,	 Southern	 and	 North	Western	
provinces	 due	 to	 adverse	 weather	 conditions.	
In	 the	 second	 quarter,	 marine	 fish	 production	
grew	by	18	per	cent	with	significant	recovery	in	
fishing	activities	in	the	conflict	affected	Northern	
and	 Eastern	 provinces	 where	 the	 fishing	
season	 commenced	 in	 May.	 This	 was	 further	
strengthened	 by	 the	 relaxation	 of	 restrictions	
on	 fishing	 as	 well	 as	 accelerated	 rehabilitation	
programs	in	the	Northern	districts	especially	in	
Jaffna	 and	Mannar.	 Meanwhile,	 inland	 fishing	
recorded	 only	 a	 marginal	 growth	 in	 the	 first	
quarter	due	to		the	drought	in	the	previous	year.	
However,	in	the	second	quarter	output	reached	
10.27		million	kg	recording	a	16	per	cent	growth	
over	the	same	period	of	the	previous	year,	despite	
disturbances	due	to	heavy	rains	and	winds.	In	view	
of	 the	 improvement	 of	 the	 fishing	 activities	 in	
the	Nothern	and	Eastern	provinces	and	expected	
higher	fish	production	in	the	second	half	of	the	
year	 with	 the	 progress	 of	 fishing	 activities	 in	
other	 provinces	 and	 continuous	 improvement	
of	 the	 inland	fishing	due	 to	 implementation	of	
best	 management	 practices,	 it	 is	 expected	 that	
fish	production	would	 increase	by	7.4	per	 cent	
to	365,000	metric	tons	in	2010.	
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Industry 

•	 The Industry sector grew by 8.0 per cent in 
value added terms during the first half of 2010 
over the relatively low growth of 2.4 per cent 
during the corresponding period of 2009.		
All	 four	 major	 sub-sectors	 within	 Industry,	
namely,	mining	 and	quarrying,	manufacturing,	
electricity,	 gas	 and	 water,	 and	 construction	
grew	 at	 a	 higher	 rate	 than	 in	 2009.	The	 sector	
is	 projected	 to	 maintain	 a	 similar	 growth	
momentum	during	the	second	half	of	the	year	as	
well	to	record	an	8.0	per	cent	growth	for	the	year	
as	a	whole.

•	 The largest sub-sector within Industry, namely 
manufacturing, which accounts for a share of 
over 17 per cent of GDP grew by 7.3 per cent 
in the first half of 2010,  a sharp improvement 
against a low growth of 1.9 per cent recorded 
during the first half of 2009 owing mainly to 
the slowdown in factory industry activities  
affected by the global economic crisis.	 The		
factory	 industry	 sub-sector	 improved	 with	 a	
growth	 of	 7.2	 per	 cent	 during	 the	 first	 half	 of		
2010	 mainly	 due	 to	 the	 expansion	 in	 food,	
beverages	 and	 tobacco	 products	 sector	 which	
accounts	 for	nearly	half	of	 the	 factory	 industry	
output.	 Textile,	 wearing	 apparel	 and	 leather	
products	 sub-sector	 which	 makes	 the	 second	
highest	 contribution	 to	 factory	 industry	
recovered	 from	 the	 negative	 growth	 in	 the	
corresponding	 period	 of	 the	 previous	 year	 to	
record	a	positive	growth	of		3.9	per	cent.	

•	 The mining and quarrying sector recorded a 
growth of 12.1 per cent during the first half of 
2010 recovering from the low growth of 2.7 
per cent in 2009. Both	gem	mining	and	other	
mining	 activities	 grew	 in	 2010	 with	 the	 latter	
expanding	at	a	higher	rate	due	to	the	increased	
demand	 stemming	 from	 the	 construction	
sector.	 Further	 gem	 mining	 sub-sector	 which	
contracted	by	19.6	per	cent	in	first	half	of		2009	
also	 recorded	a	positive	growth	of	4.4	per	cent	
during	the	first	six	months	of	2010.	

•	 During the first half of 2010 the processing 
sub-sector which includes the processing of 
tea, rubber and coconut expanded by 12.3 per 
cent.	The	main	contribution	to	this	performance	
came	from	the	recovery	in	tea	production	which	
grew	 by	 26.2	 per	 cent	 during	 the	 first	 half	 of	
2010.	The	expansion	 in	rubber	production	too	
contributed	favourably.

•	 The value added in the cottage industry  
sub-sector expanded by 5.3 per cent during  
the first half of 2010.	 The	 growth	 in	 paddy	
milling	 activities	 together	 with	 increased		
demand	 for	 small	 scale	 building	 material		
products	 would	 have	 contributed	 towards	 the	
growth	in	the	sub-sector.	

•	 The factory industry, the largest sub-sector of 
the manufacturing sector, registered a higher 
growth of 7.2 per cent in the first half of 2010 
compared with a marginal growth of 2.1  
per cent in the first half of 2009.	This	growth	
was	reflected	in	both	domestic	and	export	market	
oriented	 industries.	 The	 favourable	 domestic	
macroeconomic	 environment,	 stable	 political	
situation,	increased	tourism	activities,	expansion	
of	domestic	market,	 especially	 in	 the	Northern	
and	Eastern	provinces,	and	the	gradual	recovery	
in	external	demand	supported	the	higher	growth	
in	the	factory	industry.	All	major	sub-categories,	
including	food,	beverages	and	tobacco	products;	
textile,	 wearing	 apparel	 and	 leather	 products;	
chemical,	 petroleum,	 coal,	 rubber	 and	 plastic	
products;	 non-metallic	 mineral	 products	 and	
fabricated	 metal	 and	 transport	 equipment	
categories	contributed	towards	this	growth.	

•	 Domestic market oriented industries were 
primarily supported by increased tourism 
activities, expansion of markets in post-conflict 
Northern and Eastern provinces and recovery 
in construction activities.	 Food,	 beverages	
and	 tobacco	 products	 category	 registered	 a	
growth	of	6.8	per	cent	 in	the	first	half	of	2010	
compared	 to	 a	 growth	 of	 5.2	 per	 cent	 in	 the	
corresponding	period	in	2009.	This	category	was	
the	 major	 contributor	 in	 the	 domestic	 market	
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oriented	industries	and	its	output	was	supported	
by	 processed	 foods,	 soft	 drinks	 and	 bakery	
products	 industries.	 Enhanced	 milk	 collection	
activities	in	the	Northern	and	Eastern	provinces	
facilitated	 an	 increased	 output	 of	 dairy	 based	
products.	 The	 non-metallic	 mineral	 products	
category,	which	focuses	mainly	on	the	domestic	
market,	recorded	a	growth	of	11.8	per	cent	due	
to	 the	 recovery	 in	 the	 cement	 industry.	 The	
recovery	in	private	sector	construction	activities,	
continuation	 of	 several	 major	 infrastructure	
development	 projects	 and	 accelerated	
reconstruction	 activities	 in	 the	 Northern	 and	
Eastern	provinces	 	mainly	 contributed	 towards	
this	growth.	The	building	materials	sub-category	
was	also	benefited	 	by	 the	developments	 in	 the		
construction	 sector.	 The	 expansion	 in	 the	
domestic	 market,	 coupled	 with	 increased	
transport	 services	 and	 private	 construction	
activities		contributed	significantly	to	the	increase	
in	output	of	rubber	based	products,	plastic,	PVC	
products	and	paint	products	during	the	first	half	
of	2010.			

•	 The growth momentum in export market 
oriented industries which was affected by the 
global economic recession showed signs of 
recovery during the first half of 2010.	Textile,	
wearing	 apparel	 and	 leather	 products	 category,	
which	 is	 the	 largest	 export	 oriented	 industry,	
registered	 a	 moderate	 growth	 of	 3.9	 per	 cent	
in	the	first	half	of	2010	compared	to	a	negative	
growth	 of	 1.4	 per	 cent	 in	 the	 same	 period	 in	
2009.	The	commitment	by	the	manufacturers	to	
deliver	 high	 quality,	 eco-friendly	 and	 ethically	
manufactured	 products	 on	 time	 supported	 the	
apparel	industry	to	maintain	its	competitiveness	
in	 the	 international	market.	The	major	 apparel	
manufacturers	 maintained	 their	 creditability	
and	market	position	as	suppliers	of	high	quality	
products	 to	 globally	 renowned	 brands	 and	
won	 several	 distinguished	 awards	 for	 energy		
efficiency	and	low	carbon	emissions.	Continuous	
marketing	 campaigns	 such	 as,	 road	 shows,	
exhibitions	 and	 brand	 promotion	 activities	
helped	 to	 promote	 Sri	 Lankan	 apparels	 in		
the	 international	 market.	 These	 promotion	
campaigns	 coupled	 with	 productivity	
improvements,	 product	 and	 market	
differentiations	 and	 other	 proactive	 measures	
taken	 by	 the	 manufacturers	 and	 stake	 holders		
in	the	textile	and	apparel	industry	would	reduce		
the	 impact	 of	 the	 removal	 of	 GSP+	 duty	
concession.	 Rubber	 based	 products	 industry,	
which	 is	 the	 second	 largest	 export	 market	
oriented	 industry,	 registered	 a	 growth	 of	 10.1	
per	 cent	 during	 the	 first	 half	 of	 2010.	 The	
demand	for	tyres	and	gloves	in	the	international	
market	recovered	in	the	fourth	quarter	of	2009	

2009 2010

Table 2.2
The Growth of the Factory Industry in the First Half of 2010 and Annual Estimates for 2010

First Half 
Actual 

Annual
Actual 

First Half 
Actual

Second Half 
Proj.(a)

Annual
 Proj.(a)

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

Overall Growth of Factory Industry  2.1 3.4 7.2 7.4 7.3
of which,      

Food, beverages and tobacco products 5.2 5.9 6.8 7.1 6.9
Textile, wearing apparel and leather products -1.4 0.6 3.9 5.6 4.7
Chemical, petroleum, coal, rubber and plastic products -0.3 1.8 11.6 8.9 10.3
Non-metallic mineral products  -5.5 -3.3 11.8 15.4 13.6
Fabricated metal products, machinery and transport equipment  2.9 3.4 7.9 7.3 7.6

 

Chart 2.4 
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and	 continued	 to	 increase	 during	 the	 first	 half		
of	 2010	 with	 increased	 demand	 for	 solid	
tyres	 due	 to	 recovery	 in	 the	 US	 and	 the	 EU	
factory	 industries.	 The	 diamond	 processing	
and	 tableware	 industries	 also	 performed	 well	
reflecting		increased	demand	with	the	revival	of	
the	international	market.	

•	 Several measures were taken by the government 
and various institutions to promote Small 
and Medium Enterprises (SMEs) in the rural 
sector, in particular to safeguard the SMEs 
in apparel and textile industries from the 
impact of the global economic slowdown 
and increased competition. The	 National	
Enterprise	 Development	 Authority	 (NEDA)	
completed	 the	 initial	 work	 on	 the	 preparation	
of	 a	 Small	 and	Medium	Enterprise	 Policy	 and	
proposed	 to	 establish	 entrepreneurial	 centres	
in	 every	district	 and	 establish	 an	SME	campus	
in	 collaboration	 with	 the	 Japan	 International	
Co-operation	 Agency	 ( JICA)	 by	 providing	
technical	 education	 and	 training	 to	 encourage	
small	 and	 medium	 scale	 entrepreneurs.	 The	
National	 Chamber	 of	 Commerce	 (NCC)	
provided	 financial	 assistance	 to	 SMEs	 on	 a	
cost	 sharing	 basis	 to	 purchase	 machinery	 and	
equipment	 to	 expand	 their	 businesses	 while	
taking	several	measures	to	develop	the	textile	and	
handloom	industries.	The	Ministry	of	 Industry	
and	 Commerce	 (MIC)	 has	 proposed	 to	 setup	
small	 scale	 Industrial	 Estates	 in	 the	 Batticaloa		
district,	a	Textile	Museum	at	Katubedda	Textile	
Complex	and	to	develop	the		handloom	industry	
through	 the	 “Kantha Diriya”	 programme.	
Furthermore,	 to	 enhance	 the	 textile	 sector,	 the	
government	has	taken	initiatives	to	establish	four	
handloom	villages	in	the	Northern	province	and	
three	handloom	villages	in	the	Eastern	province	
with	 an	 investment	 commitment	 of	 Rs.19.9	
million	 and	 Rs.17.3	 million,	 respectively.	 The	
Department	 of	 Textile	 Industries	 has	 also	
provided	financial,	technological	and	marketing	
assistance	 to	 strengthen	 the	 handloom	
industry.	The	strategic	plan	of	the	Joint	Apparel	
Association	 Forum	 ( JAAF)	 has	 highlighted	
operational	 issues	 affecting	 the	 small	 and		

medium	 scale	 apparel	 manufacturers	 and	
proposed	 measures	 to	 address	 difficulties	 in	
obtaining	 finances	 from	 the	 formal	 financial		
sector.	 The	 Sri	 Lanka	 Institute	 of	 Textile	
and	 Apparel	 (SLITA)	 conducted	 a	 special	
productivity	 improvement	 and	 skills	
development	programme	for	SMEs	to	 improve	
production	processes,	productivity	and	efficiency	
and	thereby	to	increase	profits	through	training	
and	development.	

•	 The public sector factory industries registered 
a negative growth during the first half  
of 2010 due to the temporary closure of 
the Ceylon Petroleum Corporation (CPC)  
refinery during February and March 2010 for 
routine maintenance.	As	CPC	constitutes	more	
than	 90	 per	 cent	 of	 the	 public	 sector	 factory	
industry	 output,	 the	 impact	 of	 the	 temporary	
closure	 of	 CPC	 refinery	 for	 maintenance	
purposes	is	expected	to	reflect	negatively	in	the	
annual	performance	of	the	public	sector	as	well.				

•	 The government policy on industry 
implemented through line Ministries, the 
Export Development Board (EDB) and other 
relevant authorities focused on providing 
high quality infrastructure facilities to 
attract investments and promoting regional 
industrialisation. The	 MIC	 approved	 132	
industries	 under	 the	 “Gamata Karmantha 
- 300 Enterprise Programme”	 of	 which,	 52	
industries	 were	 in	 commercial	 operation	 and	
33	 were	 in	 different	 stages	 of	 implementation	
by	 end	 June	 2010.	 Further,	 MIC	 continued	
with	 the	 establishment	 of	 	 Industrial	 Estates	
and	 completed	 infrastructure	 development	
activities	at	the	Buttala	Industrial	Estate	which	is	
earmarked	for	wood	based	industries.	Industrial	
Estates	 at	 Embilpitiya,	 Galigamuwa	 and	
Trincomalee	 (Kappalthurei)	 were	 completed	
and	 ready	 to	 establish	 new	 business	 ventures.	
Development	 of	 infrastructure	 activities	 of	
Industrial	Estates	at	Pollegodawatta	(Matugama)	
and	 Madampe	 were	 in	 progress	 while	 the	
preliminary	work	of	proposed	Industrial	Estates	
at	 Batticaloa,	 Kurunegala,	 Mannar,	 Pallekele	
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and	Vavuniya	have	been	initiated.	Entrepreneurs	
in	 the	 Northern	 and	 Eastern	 provinces	 have	
access	 to	 loan	 facilities	 at	 low	 interest	 rates	
and	 infrastructure	 facilities	 provided	 by	
the	 government	 to	 resume	 their	 economic	
activities	 under	 the	 “Uthuru Wasanthaya” and 
“Nagenahira Naovodaya”	 special	 programmes.	
The	 EDB	 continued	 with	 activities	 linked	 to	
Agro	Processing	Zones	in	selected	provinces,	in	
order	 to	 expand	 the	 supply	 base	 of	 agriculture	
products	 for	 exports	 with	 the	 involvement	 of	
farmer	 villages.	 Furthermore,	 NGJA	 is	 in	 the	
process	 of	 issuing	 pure	 silver	 at	 a	 discounted		
rate	 to	 small	 and	 medium	 scale	 jewellery	
manufacturers.	 Meanwhile,	 the	 government	
exempted	 gold	 imports	 from	 the	 Nation		
Building	 Tax	 (NBT)	 to	 increase	 the	
competitiveness	 of	 the	 industry	 in	 the	
international	 market.	 The	 JAAF,	 which	 is	 the	
apex	institution	for	the	apparel	sector	prepared	
a	 five-year	 strategic	 plan	 for	 the	 apparel		
and	 textile	 industry	 for	 the	 period	 2010-
2015	 with	 a	 target	 of	 achieving	 US	 dollars	
4	 billion	 in	 export	 earnings	 by	 end	 2015.		
The	 JAAF	 has	 highlighted	 national	 and		
industry	 level	 strategies	 to	 enhance	 overall	
competitiveness	 of	 the	 apparel	 industry,	
whilst	 nurturing	 and	 protecting	 SMEs	 and		
the	 handloom	 sector.	 These	 strategies	 focus		
on	 cost	 competitiveness,	 supply	 chain	
improvements,	 human	 resource	 development,	
labour	management,	expansion	of	market	access,	
strategic	 positioning,	 production	 capacity	
improvement	and	retail	brand	creation.

•	 The electricity, gas and water sub-sector 
expanded by 7.0 per cent during the first half 
of 2010 supported largely by the increase 
in electricity generation by 8.8 per cent.			
Meanwhile	 due	 to	 favourable	 weather	
conditions,	 	 hydro	 power	 generation	 increased	
by	a	considerable	46.9	per	cent,	while	reducing	
high	 cost	 thermal	 power	 generation	 by	 8.0	
per	cent	during	the	first	half	of	2010	making	a		
higher	 contribution	 to	 the	 value	 addition	 in	
electricity	generation.	The	value	addition	in	gas	
and	water	 sub-sectors	also	 increased	by	7.5	per	

cent	and	3.4	per	cent	respectively	during	the	first	
half	of	the	year.	

•	 	The construction sector rebound from a lower 
growth of 4.2 per cent during the first half of 
2009 to record an 8.9 per cent growth during 
the first half of 2010.	 Cement	 availability	
which	 contracted	 during	 the	 first	 half	 of	 2009		
increased	considerably	during	the	corresponding	
period	of	2010	with	a	growth	of	16.6	per	cent.	
Meanwhile,	 increased	 level	 of	 construction	
activity	 was	 reflected	 in	 the	 growth	 of	
domestic	 building	 material	 production	 by	
11.8	 per	 cent	 during	 the	 first	 half	 of	 2010	 as	
well.	 Construction	 activities	 continued	 with		
numerous	 infrastructure	 development	 projects	
particularly	 in	 the	 areas	 of	 port	 development	
activities,	 which	 include	 the	Hambantota	 port	
development	 project	 and	 Southern	 harbour	
development	 project	 at	 the	 Colombo	 port,	
electricity	 generation	 with	 the	 Norochcholai	
power	 plant	 and	 Upper	 Kotmale	 power	
project	 together	with	 road	development,	water	
supply	 and	 sanitation	 projects	 and	 housing		
construction	activities.									

Services

•	 The Services sector recorded  a growth of 7.8 
per cent in the first half of 2010 recovering 
from the setback in the first half of 2009 in 
which the growth of the sector slowed down to 
1.1 per cent.	The	recovery	was	witnessed	in	most	
sub-sectors	 with	 the	 prevalence	 of	 favourable	
conditions	 in	 terms	 of	 peaceful	 conditions	 in	
the	 country,	 increased	 domestic	 output	 and	 a	
gradual	recovery	in	the	global	economy.		

•	 The largest sub-sector, wholesale and retail 
trade, increased by 7.1 per cent in value added 
terms during the first half of 2010. During	the	
first	 half	 of	 2009	 the	 sector	 contracted	 by	 3.7	
per	cent	due	to	the	negative	repercussions	of	the	
global	 economic	 crisis	 with	 import	 trade	 and	
export	 trade	 sub-sectors	 contracting	 by	 17.4		
per	 cent	 and	 0.2	 per	 cent,	 respectively.	 But	
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external	 trade	 activities	 improved	 during	 the	
first	 six	 months	 of	 	 2010	 particularly	 due	 to	
the	 expansion	 in	 import	 trade	 activities.	 The	
9.4	per	cent	growth	 in	 import	trade	sector	was	
supported	mainly	by	the	increase	in	intermediate	
and	 consumer	 goods	 imports	 in	 volume	 terms	
by	18.5	per	cent	and	14.9	per	cent,	respectively.	
The	 export	 trade	 sub-sector	 increased	 by	 0.6		
per	 cent	 with	 the	 support	 of	 agricultural		
exports	 which	 increased	 by	 5.9	 per	 cent	 in	
volume	 terms.	 Meanwhile,	 domestic	 trade		
sub-sector	 also	 increased	 by	 7.9	 per	 cent	 with		
the	increase	in	domestic	output.				

•	 The hotels and restaurants sub-sector grew by 
a significant 41.5 per cent during the first half 
of 2010 compared to the contraction of 8.6 
per cent during the first half of the previous 
year.	Tourist	arrivals	increased	by	48.5	per	cent	
with	 tourists	 from	Western	 Europe	 and	 South	
Asia	growing	by	45.2	per	cent	and	52.6	per	cent,	
respectively.	Further	the	growth	in	the	sector	was	
also	reflected	in	an	increase	in	both	foreign	and	
local	guest	nights.	

•	 The transport and communication sub-sector 
expanded by 11.7 per cent in value added 
terms during the first half of 2010 recovering 
from the slowdown of 4.8 per cent in 2009.	
The	transport	sub-sector	grew	by	11.0	per	cent	
with	 rail	 transport	 expanding	 by	 7.0	 per	 cent	
and	 passenger	 and	 goods	 transport	 increasing	
by	 11.0	 per	 cent.	The	 increased	 activity	 in	 the	
transport	 sector	was	 reflected	 in	 the	 growth	 in	
fuel	 consumption;	 petrol	 by	 11.2	per	 cent	 and	
auto	 diesel	 	 by	 7.0	 per	 cent	 	 during	 the	 first	
three	 months	 of	 2010.	 Further,	 the	 expansion	
in	 transportation	 activities	was	 supported	 by	 a	
substantial	growth	in	motor	vehicle	registration	
by	67.2	per	cent	during	the	first	half	of	2010.	

•	 Cargo handling, ports and aviation sub-sector 
which contracted during the first six months of 
2009 recovered in 2010 with a growth of 17.7 
per cent.	The	volume	of	 container	handling	 in	

terms	of	Twenty-Foot	Equivalent	Units	(TEUs)	
increased	by	24.1	per	 cent	during	 the	first	half	
of	2010,	while	cargo	handling	increased	by	32.8	
per	 cent.	 The	 recovery	 in	 the	 cargo	 handling	
sub-sector	 was	 supported	 by	 the	 expansion	 in	
international	trade	activities.	

•	 During the first half of 2010 the post and 
telecommunication sub-sector grew by 14.1 
per cent compared to the growth of 10.3  
per cent in the previous year.	The	total	number	
of	 telephone	connections,	which	 includes	both	
fixed	 and	 mobile	 subscribers,	 grew	 by	 20.6		
per	cent	during	the	first	half	of	2010	with	fixed	
subscriber	 base	 increasing	 by	 3.1	 per	 cent	 and	
the	 mobile	 subscriber	 base	 increasing	 by	 25.4	
per	 cent.	 Telephone	 density	 (connections	 per	
100	 persons)	 grew	 to	 94	 during	 the	 first	 half	
of	 2010	 from	 a	 comparative	 figure	 of	 78	 in	
the	 previous	 year.	The	 high	 telephone	 density	
indicates	that	future	growth	momentum	in	the	
long-term	would	have	to	come	from	the	increase	
in	value	added	services	 in	the	telecom	industry	
although	 in	 the	 short-run	the	pent	up	demand	
from	the	Northern	and	Eastern	provinces	would	
contribute	towards	some	growth	in	the	sector.			

•	 Banking, insurance and real estate sub-sector 
recorded a growth of 7.2 per cent during the 
first half of 2010. The	 sector	 which	 slowed	
down	with	growth	of	4.6	per	cent	during	the	first	
half	 of	 	 2009	 recovered	with	 the	 improvement		
in	 overall	 economic	 activity.	 Both	 interest		
income	 and	 interest	 expenses	 in	 the	 banking	
sector	 fell	 with	 the	 decline	 in	 interest	 rates	
during	 the	 first	 half	 of	 the	 year.	 The	 latter	
contracted	 at	 a	 higher	 rate	 which	 contributed	
favourably	towards	the	profitability	in	the	sector.	
Meanwhile,	non-bank	financial	institutions	and	
insurance	companies	also	performed	well	during	
the	first	six	months	of	the	year.	The	increase	 in	
participation	 from	 the	 newly	 liberated	 areas	 is	
expected	 to	 contribute	 favourably	 towards	 the	
expansion	in	the	financial	sector.
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Expenditure

•	 Gross Domestic Expenditure (GDE), which is 
the aggregate demand generated by domestic 
economic activities in terms of consumption 
and investment, is projected to increase by 18.7 
per cent to Rs. 6,101 billion in nominal terms 
during 2010 over a relatively low growth of 2.5 
per cent to Rs. 5,139 billion in the previous 
year.	The	increase	in	GDE	is	expected	to	result	
from	 the	 increase	 in	 domestic	 demand	 in	 real	
terms	together	with	an	expected	increase	in	the	
general	price	level	by	7.0	per	cent	in	terms	of	the	
implicit	GDP	deflator.	

•	 Consumption expenditure is projected to 
contribute  favourably  towards  overall  
economic growth with a nominal growth 
of 15.2 per cent in 2010 recovering from a 
slower growth of 4.1 per cent in 2009.	Private	
consumption	 expenditure	 which	 accounts	 for		
78	 per	 cent	 of	 total	 consumption	 in	 2009	 is	
projected	to	grow	at	a	higher	rate	of	18.5	per	cent	
over	the	marginal	growth	of	0.6	per	cent	in	the	
previous	year.	The	higher	growth	momentum	is	
expected	 to	 result	 	 from	the	 increased	demand		
for	 goods	 and	 services	 with	 the	 favourable	
economic	 environment	 particularly	 from	 the	
Northern	and	Eastern	provinces.	The	increased	
consumption	 demand	 would	 be	 supported	 by		
the	 expansion	 in	 domestic	 production	 and	
imports	 of	 goods	 and	 services.	 The	 latter	 is	
reflected	 by	 the	 growth	 of	 consumer	 goods	
imports	 in	US	dollar	terms	by	49.9	per	cent	 in	
during	the	first	half	of	2010.		

•	 Government sector expenditure on 
consumption is projected to expand at a 
relatively lower rate of 3.4 per cent during  
2010 compared to the growth of 19.3 per cent  
in 2009. The	 lower	 growth	 in	 the	 government	
wage	bill	and	the	decline	in	defence	expenditure	
on	 military	 equipment	 	 are	 expected	 to		
contribute	favourably	towards	the	slowdown	in	
government	expenditure.		

•	 During 2010 investment expenditure is 
projected to grow by 30.3 per cent to Rs. 1,543 
billion in nominal terms over the contraction 
of 2.6 per cent to Rs. 1,184 billion in 2009.  
The	recovery	in	investment	activities	is	reflected	
in	 the	 growth	 in	 investment	 goods	 imports	 by	
13.2	per	cent	in	US	dollar	terms	during	the	first	
half	 of	 2010.	 Further,	 the	 investment	 to	GDP	
ratio	is	projected	to	improve	to	27.8	per	cent	in	
2010	compared	to	24.5	per	cent	in	2009.	

•	 Public sector investment activities are  
projected to increase by 13.0 per cent during 
2010 compared to a growth of 11.3 per cent in 
the previous year.	The	government	 is	expected	
to	 maintain	 investment	 in	 key	 sectors	 of	 the	
economy	 including	 various	 mega	 construction	
activities	at	about	6.5	per	cent	of	GDP.

•	 Private investment is expected to provide 
a large contribution to the increase in  
investment activities during 2010, recording  
a significant recovery from the contraction 
of   6.9  per cent in 2009  reflecting increased 
investor confidence supported by  the peaceful 
environment in the country. Investment	
activities	in	manufacturing,	telecommunication,	
tourism	and	construction	are	expected	to	expand	
with	 increased	 momentum	 particularly	 during	
the	second	half	of	the	year.	

•	 The Board of Investment (BOI) and relevant 
authorities have actively engaged in attracting 
more investment and improving the country's 
ranking on the ease of doing business index in 
the post-conflict era.	The	BOI	is	in	the	process	
of	reforming	its	investment	promotion	strategy	
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in	 the	 post-conflict	 environment.	 The	 new	
Foreign	 Direct	 Investment	 (FDI)	 policies	 of	
the	BOI	will	 be	 aimed	 at	 drawing	 investments	
into	agriculture,	fisheries,	business	outsourcing,	
education,	 shipping,	 aviation,	 infrastructure	
and	 tourism.	The	BOI	which	 relied	heavily	on		
large-scale	 tax	 holidays	 and	 duty	 exemptions,	
currently	 focuses	 more	 on	 improving	 the	
investment	climate	towards	greater	predictability	
for	investors	and	widening	the	investment	areas,	
while	 rationalising	 tax	 concessions.	 To	 ensure	
a	 rapid	 improvement	 in	 the	 doing	 business	
environment,	the	government	has	already	taken	
measures	 through	 relevant	 institutions	 which	
deal	with	investors	to	amend	existing	procedures,	
processes	and	regulations	as	well	as	improve	the	
attitude	of	public	officials.	 	Meanwhile,	 several	
trade	 facilitating	 agencies,	 such	 as	 Chambers,	
have	focused	on	several	areas	which	need	to	be	
addressed	 to	 create	 a	 favourable	 business	 and	
investment	climate	in	Sri	Lanka.	

•	 The total inflows of FDI amounted to US 
dollars 208 million in the first half of 2010. 
Telecommunications	 (US	 dollars	 85	 million),	
manufacturing	 (US	 dollars	 56	 million)	 and	
power	 generation	 (US	 dollars	 36	 million)	
sectors	absorbed	more	than	85	per	cent	of	total	
FDI	inflows.	Of	the	manufacturing	sector,	food,	
beverages	and	tobacco	products;	textile,	wearing	
apparel	 and	 leather	 products;	 chemical,	 coal,	
rubber,	petroleum	and	plastic	products	categories	
absorbed	around	59.0	per	cent	of	FDI	in	the	first	
half	 of	 2010.	The	 investment	 commitment	 of	

approved	projects	under	Section	17	and	16	of	the	
BOI	Act	was	enhanced	by	83.4	per	cent,	whereas	
contracted	investments	under	Section	17	of	the	
BOI	Act	 increased	by	45.2	per	cent	during	the	
first	half	of	2010.	The	total	realised	investments	
as	at	end	June	2010	increased	by	9.3	per	cent	to	
Rs.	807	billion	compared	with	Rs.	738	billion	by	
end	June	2009.	

•	 External demand is projected to recover from 
the contraction of 5.9 per cent in 2009 and 
expand by 14.5 per cent in nominal terms 
during 2010. During	 the	 first	 half	 of	 the	 year	
exports	 of	 goods	 increased	by	 12.6	per	 cent	 in	
value	terms,	while	the	overall	price	increased	by	
12.0	 per	 cent.	The	marginal	 volume	 growth	 in	
exports	of	goods	was	sustained	by	the	increase	in	
agricultural	and	mineral	exports	during	the	first	
half	 of	 the	 year.	Further,	 increased	demand	 for	
services	particularly	in	travel	and	transportation	
is	expected	to	contribute	favourably	 in	2010	as	
well.			

Table 2.3
Approved and Contracted Investment in BOI Projects

 
 

Projects approved under Section 17 152 53,028 38,009 233 58,836 130,837
Projects contracted under Section 17 71 81,253 18,600 109 36,617 108,382
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•	 On the resource side, domestic savings  are  
projected to expand to Rs. 998  billion in 
2010 which is a growth of 14.7 per cent over 
the previous year.	 The	 projected	 decline	 in	
government	 dis-savings	 together	 with	 the	
increase	 in	 private	 sector	 savings	 is	 expected	
to	 increase	domestic	 savings	 as	 a	 percentage	of		
GDP	to	18.0	per	cent.	Further,	national	savings		
are	 also	 projected	 to	 grow	 by	 12.8	 per	 cent	 to	
Rs.	 1,298	 billion	 from	 the	 previous	 year	while	
national	 savings	 as	 a	 percentage	 of	 GDP	 is	
projected	at	23.4	per	cent.		

Prospects for 2011

•	 The economy is projected to expand at a rate 
of around 8.0 per cent during 2011 over the 
projected growth of 7.6 per cent for 2010.	All	
major	 sectors	 in	 the	 economy	 are	 expected	 to	
contribute	favourably	towards	this	high	growth	
in	2011.

•	 Tea production in the country is expected 
to increase to 335 million kg in 2011 from  
324 million kg in 2010 largely in response 
to robust tea prices and favourable weather 
conditions which would induce use of   
fertilizer and other inputs as well.	 Expected	
increase	 in	 productivity	 in	 high	 yielding	 tea	
especially	 in	 the	 low	 grown	 areas	 with	 no	
increases	in	the	cost	of	production	and	emerging	
demand	for	Sri	Lanka	tea	as	a	result	of	promotion	
strategies	 would	 also	 support	 reaching	 the		
desired	production	level.

•	 Rubber production in 2011 is expected to 
reach 150 million kg from 145 million kg 
in 2010. This	 growth	 would	 largely	 depend	
on	 the	 continuation	 of	 strong	 demand	 with	
remunerative	 prices.	 Further,	 favourable	
weather	 conditions	 in	 2011	would	 also	 induce	
the	 production	 and	 increasing	 trend	 in	 crude		
oil	 prices	 would	 also	 provide	 further	
encouragement	 for	 better	 performance	 in	 the	
rubber	 sector.	 The	 increase	 in	 productivity	 in	
relatively	new	plantations	 and	 improvement	 in	
agronomic	practices	due	to	better	prices	would	
also	help	reach	the	expected	production	level	in	
2011.		

•	 The paddy production of 2011 is estimated 
to increase by 5 per cent to 4.4 million 
metric tons. The	improvement	of	 the	 irrigated	
water	 availability,	 increase	 in	 crop	 intensity,	
continuation	 of	 fertilizer	 subsidy,	 the	 paddy	
purchasing	scheme	of	the	government	and	newly	
cultivated	lands	in	the	Northern	Province	would	
positively	 contribute	 to	 increase	 production. 
However,	the	excess	paddy	production	in	2010	
and	 resulting	 decline	 in	 paddy	 prices	 in	 2010	
Yala	season	would	force	some	of	farmers	to	shift	
to	other	crops	 in	2011.	Therefore	 the	expected	
growth	in	2011	would	be	a	combined	effect	of	
the	aforesaid	factors.		

•	 Fish production in the country is expected 
to increase by 6.0 per cent to 385,000 metric 
tons supported by increased fish catch in the 
Northern and Eastern provinces as well as 
continuation of favourable weather conditions 
in both seasons in 2011. The	 progress	 of		
Inland	 fishery	 due	 to	 strengthening	 of	 best	
management	 practices	 in	 inland	 reservoirs		
would	 also	 provide	 impetus	 for	 the	 expected	
fishery	output	growth	in	the	country	in	2011.		

•	 The industrial sector output is projected to 
expand at a higher rate in 2011 bolstered 
by  favourable social and macroeconomic 
environment, expansion of the domestic 
market, increased capacity utilisation, 
recovery of major trading partners’ economies 
and rebound in tourism.	 Factory	 industry		
sub-sector	 and	 construction	 sector	 will	 play	
a	 major	 role	 within	 the	 industrial	 sector	
growth	 in	 2011.	 The	 factory	 industry	 will	
be	 benefited	 from	 the	 increased	 demand	
from	 both	 domestic	 and	 export	 markets	
and	 is	 expected	 to	 focus	 on	 new	 and	 niche	
markets	 by	 promoting	 eco-friendly,	 ethically	
manufactured	 products.	 Further,	 industrialists	
will	 focus	 on	 productivity	 improvement	 and	
cost	minimisation	strategies	with	the	support	of	
relevant	 Ministries,	 Authorities,	 State	 Owned	
Institutions,	 Chambers	 and	 Associations	 to	
enhance	 competitiveness	 in	 the	 international	
market.	 The	 government’s	 commitment	 to		
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provide	 high	 quality	 infrastructure	 and		
transport	 facilities	 would	 help	 manufacturers	
to	reduce	the	cost	of	production	and	to	expand	
production	frontiers.	Increased	tourism	activities	
will	 continue	 to	 support	 domestic	 market	
oriented	industries,	especially	food,	beverages		and	
apparel,	 including	 the	 handloom	 industry	The		
implementation	 of	 regional	 industrialisation	
programmes,	 particularly	 in	 the	Northern	 and	
Eastern	 provinces,	 is	 envisaged	 to	 accelerate	 in	
2011	with	the	assistance	of	the	government	and	
the	private	sector.

•	 During 2011 the Services sector is projected 
to maintain a higher growth momentum as 
observed in 2010. Trade	activities	are	projected	
to	 expand	 further	 during	 2011	 particularly	
with	 the	 increase	 in	export	activities,	while	 the	
tourism	sector	 is	also	projected	to	expand	with		
Sri	 Lanka	 striding	 towards	 the	 target	 of	 2.5		
million	tourists	by		2016.	Transportation	services	
are	also	expected	to	expand	at	a	high	rate	with	
increased	 connectivity	 amongst	 the	 regions	
increasing	 trade	 volumes	 within	 the	 Island	
together	 with	 the	 increase	 in	 port	 activities	 as	
well.	 Further	 it	 is	 expected	 that	 the	 demand	
for	 financial	 services	 would	 also	 increase	 with	
favourable	economic	conditions	during	2011.					

•	 Expenditure on investment would contribute 
favourably towards achieving the desired 
growth target for 2011. Private	 investment		
which	 accounts	 for	 over	 70	 per	 cent	 of	
total	 investment	 is	 expected	 to	 contribute	
significantly	 towards	 the	 overall	 growth	 in	
investment	 particularly	 with	 increased	 inflow	
of	foreign	direct	investment.	These	investments	
would	 mainly	 focus	 on	 areas	 such	 as	 tourism,	
infrastructure,	 shipping,	 education,	 business	
outsourcing	and	agriculture.	

•	 Public sector investment activities are 
expected to expand in 2011, at a similar rate 
as in 2010. As	 in	 the	 past,	 government	 sector	

investment	 would	 be	 targeted	 at	 key	 areas	
of	 development	 with	 continued	 investment	
into	 roads	 and	 transportation,	 power	 sector	
projects,	port	development	together	with	public	
sector	 investments	 in	 industrial	 development,		
education	and	health.			

•	 Consumption expenditure, which includes 
both private and public consumption, is 
expected to increase in 2011 but at a lower 
rate than in 2010.	 Consumption	 growth	 in	
the	 private	 sector	 is	 expected	 to	 result	 from	
the	 continued	demand	 for	 consumption	goods	
together	 with	 increased	 demand	 for	 services	
with	 improving	 living	 standards	 of	 people.	
Meanwhile,	government	expenditure	is	expected	
to	increase	in	2011	as	compared	to	that	of	2010,	
in	nominal	terms.

•	 Domestic savings, which include both private 
and public sector savings, are expected to rise 
at a higher rate during 2011.	 The	 increased	
profitability	 in	 the	private	 sector	 together	with	
narrowing	 down	 of	 government	 dis-savings	
would	 enable	 the	 higher	 growth	 in	 domestic	
savings.	 National	 savings	 are	 also	 projected	
to	 grow	 during	 2011	 supported	 by	 foreign	
remittances.		

•	 The realisation of future growth prospects 
would heavily depend on an increase in private 
sector investment which is expected as a result 
of the favourable environment prevailing in 
the country and improved investor confidence.		
Hence	a	greater	flow	of	investment		needs	to	be	
encouraged	 from	 both	 local	 as	 well	 as	 foreign	
sources	with	increased	access	to	capital,	linkages	
between	 various	 stages	 of	 production	 and	
services,	secure	financial	system	and	a	conducive	
regulatory	 framework.	Further	 improving	 local	
entrepreneurship	 skills	 would	 be	 necessary	 to	
ensure	the	Sri	Lankan	economy	is	kept	on	a	high	
growth	path.	


