
ross domestic product (GDP) grew by 8.0 per cent during the first 
half of 2011 surpassing the GDP growth of 7.8 per cent witnessed 
during the first half of 2010. This growth was achieved amidst a 

slow global economic recovery and adverse weather conditions domestically, 
which resulted in agricultural output  losses during the first quarter of the 
year. Industry and services sectors continued to perform well recording over  
9 per cent growth. This growth momentum is expected to continue during the 
second half of the year with a recovery also in the agriculture sector envisaged 
from a bountiful Yala harvest. Accordingly, the economy is projected to grow  
by 8.3 per cent in 2011.
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Developments in 2011

Output 

•	 Gross Domestic Product (GDP) grew by 8.0 
per cent during the first half of 2011 over the 
7.8 per cent growth during the same period 
of 2010.	This	 growth	was	 supported	by	 strong	
performance	 in	 industry	 and	 services	 sectors,	
whereas	 the	 agriculture	 sector	 contributed	
negatively.	 Agriculture	 sector	 contracted	 by	
1.8	 per	 cent	 mainly	 due	 to	 adverse	 weather	
conditions	 experienced	during	 the	first	quarter	
of	the	year.	The	Industry	sector	recorded	a	higher	
growth	of	10.3	per	cent	during	the	first	half	of	
2011	 underpinned	 by	 increased	 demand	 from	
both	domestic	market	oriented	industries	as	well	
as	foreign	market	oriented	industries.		Increased	
hydropower	 generation	 and	 healthy	 growth	 in	
the	construction	sector	also	supported	the	high	
industrial	 growth.	 	 Meanwhile,	 the	 Services	
sector	 in	 the	 economy	 grew	 by	 9.1	 per	 cent	
supported	by	increased	growth	in	domestic	and	
foreign		trade	and	transport	and	communication	
activities.

•	 Annual growth for 2011 is projected at 8.3 per 
cent. Given	the	8.0	per	cent	growth	in	the	first	
half	 of	 2011,	 the	 projected	 growth	 during	 the	
second	half	is	8.5	per	cent	compared	to	8.3	per	
cent	in	the	same	period	in	2010.		The	Agriculture	
sector	 is	 projected	 to	 expand	 by	 2.5	 per	 cent	
during	2011	with	 the	expected	 recovery	 in	 the	
second	half	of	the	year	with	increased	domestic	
agricultural	 output.	 	 The	 Industry	 sector	 is	

expected	 to	 expand	by	 9.6	 per	 cent	 during	 the	
year	underpinned	by	all	sub-sectors,	particularly	
factory	 industry	 output	 and	 construction	
activities.	 Meanwhile,	 the	 Services	 sector	 is	
projected	to	expand	by	8.8	per	cent	during	2011	
over	the	growth	of	8.0	per	cent	in	2010.

•	 Unemployment rate declined to 4.3 per cent 
(excluding the Northern Province) during the 
first half of 2011 from 5.2 per cent during the 
corresponding period of 2010 and 4.5 per cent 
at end 2010. The	decline	in	the	unemployment	
rate	 reflects	 the	 increase	 in	 economic	 activities	
across	all	sectors	of	the	economy	with	increased	
level	of	self-employment.

Sectoral Performance 

Agriculture 

Export Agriculture

•	 Total tea production in the first eight months 
of 2011 declined marginally by 0.8 per cent  
to 220.9 million kg compared to the 
corresponding period of 2010 largely due 
to adverse weather conditions in some tea 
growing areas especially during the months of 
January, February, July and August 2011.	As	a	
result,	high	and	low	grown	tea	production	grew	
only	by	1.7	per	cent	and	0.2	per	cent,	respectively,	
while	 medium	 grown	 tea	 declined	 by	 7.7	 per	
cent	during	the	period	January	to	August	2011.	
The	expansion	of	the	fertilizer	support	program	
to	cover	the	estate	sector	and	higher	tea	prices	at	
the	Colombo	Tea	Auction	(CTA),	especially	in	
the	first	quarter,	helped	to	maintain	production	
levels	 despite	 adverse	 weather	 conditions	
during	this	period.	Of	the	total	production,	59	
per	 cent	 consisted	of	 low	grown	 teas	while	 the	
contributions	made	by	medium	and	high	grown	
teas	were	16	per	cent	and	25	per	cent,	respectively.	
The	small	holder	sector	contributed	70	per	cent	
(153.5	million	 kg)	 to	 the	 total	 tea	 production	
during	 January	 to	August	 2011.	Total	 national	
tea	production	is	expected	to	increase	marginally	
in	2011	to	335	mn	kg	from	331	mn	kg	recorded	
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Chart 2.1 Quarterly GDP Growth Rates 
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in	2010	mainly	due	to	expectations	of	favourable	
weather	 conditions	 and	 attractive	 prices.	
However,	reduction	of	producer	margins	due	to	
increase	in	input	costs	including	wage	increases,	
cash	flow	difficulties	of	tea	exporters	due	to	the	
delay	in	realisation	of	export	proceeds	from	Iran	
on	account	of	UN	sanctions	and	rising	shipping	
cost	 to	Sri	Lanka’s	major	tea	trading	nations	 in	
the	Middle	Eastern	and	North	African	regions	
remain	challenges	for	the	tea	industry. 

•	 Tea prices at the Colombo Tea Auctions 
decelerated from the second quarter of 
2011 with the trend continuing in the third 
quarter. The	 average	 prices	 of	 high,	 medium	
and	low	grown	tea	fetched	in	the	first	quarter	at		
Rs.	 379	 per	 kg,	 Rs.	 359	 per	 kg	 and	 Rs.	 408		
per	kg,	respectively,	declined	to	Rs.	324	per	kg,	
Rs.	320	per	kg	and	Rs.	370	per	kg,	respectively,	
in	 the	 second	 quarter.	The	 prices	 of	 high	 and	
medium	 teas	 further	 declined	 to	 Rs.	 297		
per	 kg	 and	Rs.	 298	 per	 kg,	 respectively	 in	 the	
third	 quarter.	However,	 low	 grown	 average	 tea	
price	marginally	increased	to	Rs.	372	per	kg	in	the	
third	quarter	from	Rs.	370	per	kg	in	the	second	
quarter.	Consequently,	 the	 average	 tea	 price	 of	
CTA	during	the	first	nine	months	of	2011	also	
declined	to	Rs.	363	per	kg	from	Rs.	369	per	kg	in	
the	corresponding	period	of	2010.	The	decline	in	
price	was	the	combined	result	of	a	slowdown	in	
demand	in	the	Middle	East	and	North	African	
regions	due	to	political	upheavals	and	improved	
world	 tea	 production	 from	 the	 second	 quarter		
of		2011.				 																		

•	 Rubber production increased by 7.8 per cent to 
105.8 million kg during the first eight months 
of 2011 largely due to remunerative prices and 
favourable weather conditions.	 The	 increase	
in	 tapped	area	due	 to	 increased	 tapping	 efforts	
by	 growers	 as	 well	 as	 the	 adoption	 of	 better	
agriculture	 practices,	 which	 include	 the	 use	 of	
fertilizer	 and	 use	 of	 rain	 guards	 and	 improved	
latex	harvesting	techniques,	also	contributed	to	
this	increase.	Of	the	total	production,	latex	crepe	
rubber	recorded	the	highest	share	(41.8	per	cent)	
followed	by	sheet	rubber	(38.2	per	cent),	during	
the	first	eight	months	of	2011.	Further,	domestic	
usage	of	natural	rubber	increased	to	75.5	million	
kg	(71	per	cent	of	the	total	production)	in	the	first	
eight	months	of	2011,	compared	to	68.1	million	
kg	(69	per	cent	of	the	total	production)	during	
the	corresponding	period	of	2010.	Accordingly,	
natural	rubber	exports	declined	by	9.9	per	cent	
to	29.1	million	kg	during	the	first	eight	months	
of	2011	compared	to	the	corresponding	period	
of	2010.	The	growth	momentum	in	the	rubber	
production	 is	 expected	 to	 continue	 during	 the	
remainder	of	the	year	and	it	is	expected	that	total	
rubber	production	would	reach	160	million	kg	
in	2011	from	153	million	kg	in	2010.		

•	 The average prices of all varieties of rubber, 
which included sheet, scrap crepe and latex 
crepe rubber, substantially increased in the first 
eight months of 2011 at the Colombo Rubber 
Auctions.	The	average	prices	of	Ribbed	Smoked	
Sheet	(RSS)	no.1	and	RSS	no.2	increased	at	the	

 

Table 2.1
Agriculture Production Index

(1997-2000=100)

2011
First Half (b)

2010
First Half

% ChangeItem

(a) Revised
(b) Provisional

 142.9 (a) 136.7 -4.3
145.1 (a) 134.8 -7.1
117.9 (a) 118.7 0.6
 155.8  166.7 7.0
 99.6  (a) 96.2 -3.4
197.3  149.6 -24.2
145.5 (a) 139.7 -3.9
136.1 (a) 160.3 17.8
129.7  148.8 14.7

Agriculture and Fishing 
1   Agriculture                      
 Tea 
      Rubber   
 Coconut                     
 Paddy                       
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         Livestock   
2   Fishing   

Source: Central Bank of Sri Lanka
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Colombo	Rubber	Auction	 by	 43	 per	 cent	 and	
41	per	cent,	to	Rs.549	per	kg	and	Rs.532	per	kg,	
respectively,	while	latex	crepe	ix	and	crepe	no.1	
also	increased	by	51	per	cent	and	50	per	cent	to	
Rs.	629	per	kg	and	Rs.	620	per	kg,	respectively,	in	
the	first	eight	months	of	2011,	compared	to	the	
corresponding	period	of	2010.	The	average	prices	
of	latex	crepe	rubber	remained	high	throughout	
this	 period	 due	 to	 continued	 international	
demand	for	high	quality	latex	crepe	rubber.

•	 Coconut production declined by 3.4 per cent 
to 1,335.4 million nuts during the first half of 
2011 compared to the corresponding period 
of 2010.	 The	 decline	 in	 coconut	 production	
was	mainly	 attributable	 to	 the	 lagged	 effect	 of	
dry	 weather	 conditions	 that	 prevailed	 in	 the	
major	 coconut	 growing	 areas	 (Kurunegala,	
Puttalam	and	Gampaha)	in	2010.	Further,	total	
coconut	oil	production	declined	by	22	per	cent	
to	 29,260	 metric	 tons	 during	 the	 first	 half	 of	
2011,	 compared	 to	 37,560	 metric	 tons	 in	 the	
corresponding	period	of	2010.	This	was	mainly	
due	to	the	lower	coconut	production	as	well	as	an	
increase	in	palm	oil	imports	at	a	lower	price.	Palm	
oil	imports	increased	by	117	per	cent	to	74,101	
metric	tons	during	the	first	six	months	of	2011.	
However,	the	desiccated	coconut	(DC)	industry	
showed	 a	 significant	 improvement	 during	 the	
period	under	review	encouraged	by	higher	prices	
fetched	 at	 the	 Colombo	 Coconut	 Auctions	
(CCA).	DC	production	 increased	 by	 37.5	 per	
cent	to	16,390	metric	tons	during	January	to	June	
2011	compared	to	the	corresponding	period	of	
2010.				

•	 Coconut prices at the CCA remained high 
during the first quarter of 2011 compared to 
the second and third quarters due to a decline 
in coconut production in the first quarter of 
2011.	The	average	auction	price	of	coconut	at	the	
CCA	declined	to	Rs.31.65	per	nut	and	Rs.28.90	
per	 nut	 during	 the	 second	 and	 third	 quarter	
respectively,	 from	 Rs.	 35	 per	 nut	 in	 the	 first	
quarter	due	to	improved	coconut	production	in	
the	second	quarter.	Meanwhile,	the	average	price	

of	coconut	oil	increased	by	47	per	cent	to	Rs.296	
per	kg	during	the	first	eight	months	of	2011	in	
comparison	to	same	period	in	2010.	The	average	
price	of	DC	at	the	CCA	increased	by	98	per	cent	
to	Rs.	296	per	kg	during	this	period.	

Domestic Agriculture

•	 Paddy production in 2010/11 Maha season 
declined by 24 per cent to around 1.993 
million metric tons due to flood related crop 
damages. Floods	 caused	 extensive	 damage	 to	
crops	in	the	districts	of	Batticaloa,	Trincomalee,	
Ampara,	 Polonnaruwa	 and	 Anuradhapura,	
which	are	considered	surplus	districts	of	paddy.	
The	direct	crop	damage	is	estimated	to	be	25	per	
cent	of	the	cultivated	extent	(172,810	hectares)	
in	the	Maha	season	while	the	indirect	damage	is	
reflected	 in	 the	 significant	decline	 in	 the	 yield.	
The	yield	is	estimated	to	have	declined	to	3,796	
kg	 per	 hectare	 from	 4,583	 kg	 per	 hectare	 in	
the	 previous	Maha	 season.	 However,	 the	 total	
extent	 cultivated	during	2010/11	Maha	 season	
increased	by	51,790	hectares	to	697,827	hectares	
largely	 due	 to	 the	 cultivation	 of	 new	 lands	 in	
the	 Northern	 and	 Eastern	 provinces.	 In	 the	
Northern	and	the	Eastern	provinces,	new	lands	
totalling	to	40,669	hectares	and	7,252	hectares	
were	brought	under	cultivation	during	2010/11	
Maha	season,	 respectively,	 reflecting	 the	revival	
of	agriculture	in	these	provinces.	

•	 Paddy production in Yala season 2011 is 
estimated to have increased by around 10 
per cent to 1.834 million metric tons.	 The	
estimated	 paddy	 production	 in	 Yala	 2011	 is	
higher	than	the	average	production	of	the	same	
season	of	the	past	five	years.	This	is	mainly	due	
to	favourable	weather	conditions	and	sufficient	
and	timely	release	of	water	for	cultivation	during	
the	season	and	continuation	of	the	government	
fertilizer	support	scheme	to	the	paddy	sector.	The	
government’s	decision	to	re-schedule	cultivation	
loans	 granted	 to	 farmers	 whose	 lands	 were	
destroyed	fully	or	partially	due	to	the	floods	also	
encouraged	farmers	to	increase	the	cultivation	in	
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the	Yala	 season.	Further,	 speedy	reconstruction	
of	damaged	 irrigation	 systems	 also	 contributed	
to	the	timely	release	of	water	for	cultivation.	

•	 The estimated total paddy production in 
2011 declined by 11 per cent to 3.828 million 
metric tons, compared to the previous year.	
However,	 there	 was	 no	 major	 impact	 on	 the	
value	chain	of	rice	production	due	to	improved	
supplies	 from	 the	 Northern	 and	 the	 Eastern	
provinces	and	availability	of	supplement	stocks,	
which	 helped	 rice	 prices	 to	 remain	 within	 the	
stipulated	 maximum	 retail	 prices	 during	 the	
first	half	of	2011.	Meanwhile,	 farm	gate	paddy	
prices	started	to	fall	from	August	due	to	the	Yala	
harvest	coming	to	the	market.	In	the	meantime,	
Government	continued	to	purchase	paddy	at	Rs.	
28	per	kg	of	Nadu	and	Rs.30	per	kg	of	Samba	to	
stabilize	paddy	prices	in	the	market.		

•	 The production of the other field crops 
declined in 2010/11 Maha season largely 
due to the impact of floods and heavy rains 
although the production of red onions, ginger 
and turmeric increased.	 The	 production	 of	
maize,	 soya	 bean,	 black	 gram,	 gingerly,	 ground	
nuts,	 kurakkan,	 green	 chillies	 and	 potatoes	
declined	in	the	2010/11	Maha	season	compared	
to	 the	 corresponding	 season	 of	 the	 previous	
year.		However,	red	onion	production	increased	
largely	 due	 to	 the	 expansion	 of	 extent	 of	
cultivation	 in	 the	Northern	Province	while	 the	
increase	 in	 production	 of	 ginger	 and	 turmeric	

was	 largely	due	to	the	expansion	of	these	crops	
under	 inter	 cropping	 in	 coconut	 estates	 in	 the	
dry	zone	 supported	by	 increased	demand	 from	
industrialists.	

•	 Production of low and up country vegetables 
also declined during the 2010/11 Maha season. 
Although	continuous	supply	from	the	Northern	
Province	helped	lessen	the	price	impact	to	some	
extent,	 prices	 of	 many	 vegetable	 varieties	 rose	
significantly	due	to	short	supply	in	the	first	half.	
However,	production	of	some	vegetable	varieties	
such	as	 snake	gourd,	cabbage,	carrot,	knolkhol,	
radish,	red	pumpkin	and	ash	plantain	increased	
largely	 due	 to	 expansion	 of	 cultivation	 areas	
including	in	the	Northern	Province.	In	response	
to	higher	 prices,	 farmers	 started	 to	 re-cultivate	
vegetables	in	the	interim	season	falling	between	
March	and	April,	the	harvest	of	which	reached	
the	market	 from	June	onwards.	This	additional	
supply	 helped	 arrest	 the	 increase	 in	 vegetable	
prices	 since	 July	 onwards.	 Further,	 under	 the	
“Divi	Naguma	programme”,	home	gardening	was	
extensively	promoted	in	order	to	supplement	the	
domestic	vegetable	demand.

Fishing

•	 Fish production during the first eight months 
of 2011 increased by 14.7 per cent to 276,740 
metric tons. Marine	 fish	 production	 grew	 by	
15	 per	 cent	 to	 241,760	 metric	 tons,	 largely	 a	
result	 of	 increased	 production	 in	 the	 coastal	
and	 deep	 sea	 fish	 production	 in	 the	 Southern	
and	 Western	 provinces.	 Total	 fish	 production	
in	Mullaitivu,	 Kilinochchi,	 Jaffna	 and	Mannar	
districts	also	increased	by	29	per	cent	during	this	
period	supported	by	 increased	facilities	 such	as	
fishing	gear	and	fleet	as	well	as	marketing.	In	the	
meantime,	total	inland	fish	production	grew	by	
12	per	cent	during	the	first	eight	months	of	2011	
mainly	due	to	the	increase	in	inland	culture	fish	
production	 by	 35	 per	 cent	 during	 this	 period,	
despite	 a	 setback	 suffered	 by	 the	 sector	 due	 to	
the	damages	caused	by	the	floods	early	this	year.	
Further,	during	the	same	period	the	production	
of	shrimp	farming	grew	by	21	per	cent	to	2,640	
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metric	 tons,	 the	 highest	 production	 achieved	
during	 the	 corresponding	 periods	 of	 last	 five	
years,	 which	 is	 largely	 attributable	 to	 the	
prevention	of	the	spread	of	“white	spot	disease”.	
Despite	 increased	 fish	 production,	 prices	 of	
many	 marine	 fish	 varieties	 increased	 largely	
due	 to	 increasing	 demand.	 According	 to	 the	
Household	 Income	 and	 Expenditure	 Survey	
2009/10,	 the	 per	 capita	 fish	 consumption	
increased	to	11.4	kg	by	2009/2010	from	9.75	kg	
per	year	in	2006/2007.

Industry

•	 The Industry sector grew by 10.3 per cent 
during the first half of 2011 compared to the 
growth of 8.0 per cent recorded during the 
corresponding period of the previous year. 
Reflecting	 the	 conducive	 environment	 for	
industries	 that	 prevailed	 during	 the	 first	 half	
of	 the	 year,	 all	 sub-sectors,	namely	mining	 and	
quarrying,	 manufacturing,	 electricity,	 gas	 and	
water	and	construction,	recorded	higher	growth	
rates	 compared	 to	 the	 first	 half	 of	 2010.	 	This	
growth	momentum	is	expected	to	be	continued	
during	the	second	half	of	the	year	with	anticipated	
expansion	 of	 all	 sub-sectors	 supported	 by	 the	
conducive	 macroeconomic	 environment	 in	
the	 country,	 enabling	 the	 sector	 to	 achieve	 the	
annual	growth	target.	

•	 The manufacturing sub-sector recorded a 
growth of 8.3 per cent in the first half of 2011 
in comparison to a growth of 7.3 per cent 
during the first half of 2010. Manufacturing,	
which	 accounts	 for	 a	 share	 of	 17.2	 per	 cent	 of	
GDP,	 grew	 at	 a	higher	 rate	 particularly	 due	 to	
the	 growth	 of	 the	 factory	 industry	 sub-sector.	
The	 food,	 beverages	 and	 tobacco	 products	
sector,	 which	 accounts	 for	 nearly	 half	 of	 the	
factory	industry	output,	improved	with	a	growth	
of	7.1	per	cent.	The	textile,	wearing	apparel	and	
leather	 products	 sub-sector,	 which	 makes	 the	
second	highest	contribution	to	factory	industry,	
grew	by	12.2	per	cent	as	against	the	3.9	per	cent	
growth	recorded	in	the	corresponding	period	of	
the	previous	year. 		

•	 The mining and quarrying sub-sector recorded 
a 15.6 per cent growth during the first half of 
2011. Gem	mining	and	other	mining	activities	
recorded	 higher	 growth	 rates	 of	 13.2	 per	 cent	
and	16.5	per	cent,	respectively.		Continuation	of	
the	growth	momentum	in	this	sector	is	expected	
during	 the	 second	 half	 of	 the	 year	 in	 tandem	
with	the	growth	in	the	construction	sector	and	
anticipated	increase	in	the	external	demand	for	
gems. 

•	 The processing of plantation crops sub-sector 
grew by 2.7 per cent during the first half of 
2011 mainly due to the healthy performance 
in rubber production. During	 this	 period,		
value	 added	 in	 tea	 production	 declined	 by	 0.5	
per	cent.	

•	 Cottage industry registered a growth of 
7.2 per cent during the first half of 2011 
over the growth of 5.3 per cent during the  
corresonding period of 2010. Cottage	industry	
sub-sector	benefited	from	the	increased	level	of	
economic	activity	 in	the	Northern	and	Eastern	
provinces	 of	 the	 country	 and	 the	 increased	
demand	 from	 the	 construction	 sector.	 Further,	
the	growth	of	the	bakery	industry	also	impacted	
favourably	on	this	sub-sector.

•	 Factory industry registered a growth of 8.7  
per cent in the first half of 2011 compared to 
7.2 per cent in the first half of 2010. Factory	
industry	 showed	a	high	growth	 since	 the	 third	
quarter	of	2010,	largely	due	to	increased	export	
demand	for	major	industrial	products.	This	high	
growth	momentum	 continued	 in	 the	 first	 half	
of	 2011	 as	 well,	 with	 continued	 high	 demand	
for	 industrial	 exports	 and	 increased	 domestic	
demand.	

•	 Export market oriented industries recorded 
substantial growth rates during the first half 
of 2011, despite slower growth in economies 
of advanced countries. Textile,	wearing	apparel	
and	leather	products	category	recorded	a	growth	
of	 12.2	 per	 cent	 benefitting	 from	 increased	
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orders	 placed	 by	 major	 international	 buyers.	
Enhanced	 performance	 and	 commitment	 of	
large	scale	apparel	manufacturers	to	deliver	high	
quality,	eco-friendly	and	ethically	manufactured		
products	 on	 time	 contributed	 towards	
further	 increasing	 their	 brand	 presence	 in	 the	
international	market.	Chemical,	petroleum,	coal,	
rubber	and	plastic	products	category	recorded	a	
growth	of	10.6	per	cent	with	significant	increase	
in	 demand	 for	 tyres,	 gloves	 and	 other	 articles	
of	 rubber	 in	 the	 rubber	products	 sub-category.	
In	 the	non-metallic	mineral	 products	 category,	
demand	 for	 Sri	 Lankan	 tableware	 products	
from	 emerging	 markets	 such	 as	 India,	 China	
and	Thailand	continued	to	increase	enabling	the	
ceramic	 products	 sub-category	 to	 maintain	 its	
growth	momentum.		Ship	building	and	repairing	
and	manufacture	of	fibreglass	boats	and	 leisure	
boats,	 which	 is	 one	 of	 the	 major	 industrial	
exports	 under	 the	 fabricated	 metal	 products,	
machinery	 and	 transport	 equipment	 category,	
also	recorded	a	high	growth	rate	during	the	first	
half	 of	 2011.	 	 In	 the	 export	 market	 oriented	
industry	 categories,	 the	 value	 addition	 from	
textile,	 wearing	 apparel	 and	 leather	 products	
category	and	chemical,	petroleum,	coal,	 rubber	
and	 plastic	 products	 category	 amounted	 to	 22	
per	cent	and	16	per	cent,	respectively,	of	the	total	
value	addition	in	factory	industry	in	the	first	half	
of	2011.	

•	 Domestic market oriented industry categories 
recorded considerable growth rates during the 
first half of 2011.	Food,	beverages	and	tobacco	

products	 category	 recorded	 a	 growth	 of	 7.1	
per	cent	 in	the	first	 six	months	of	2011	due	to	
increased	 economic	 activity,	 significant	 growth	
in	 tourism	 and	 recovery	 in	 consumer	 demand	
from	 the	 Northern	 and	 Eastern	 provinces.	 A	
considerable	market	expansion	was	observed	in	
bakery	products,	alcohol,	soft	drinks	and	bottled	
mineral	 water	 product	 categories.	 Capacity	
expansion	 activities	 were	 initiated	 by	 major		
players	 in	 the	 bakery	 product	 and	 biscuit	
manufacturing	 industry.	 Dairy	 industry	
continued	to	perform	well	with	major	industry	
players	 investing	 in	capacity	expansion	projects	
as	 well	 as	 adding	 new	 product	 lines.	 Non-
metallic	 mineral	 products	 category,	 mainly	
comprising	 cement	 and	 building	 material,	
recorded	a	growth	of	7.3	per	cent	in	the	first	half	
of	 2011	 resulting	 from	 increased	 construction	
activity,	continuation	in	large	scale	government	
infrastructure	projects	and	ongoing	construction	
activity	in	post	conflict	provinces.	In	the	domestic	
market	 oriented	 industry	 categories,	 the	 value	
addition	 from	 food	 beverages	 and	 tobacco	
products,	fabricated	metal	products,	machinery	
and	 transport	 equipment	 and	 non-	 metallic	
mineral	 products	 categories	 amounted	 to	 48	
per	cent,	9	per	cent	and	4	per	cent,	respectively,	
of	 the	 total	 value	 addition	 in	 factory	 industry	
during	the	first	half	of	2011.

•	 Public sector factory industries registered 
a significant growth during the first half of 
2011 compared to the same period in 2010. 
The	 Ceylon	 Petroleum	 Corporation	 (CPC),	

Table 2.2 Factory Industry Growth

2010 2011
First Half 

Actual 
Annual
Actual 

First Half 
Actual

Second Half 
Proj.(a)

Annual
 Proj.(a)

(a) Central Bank of Sri Lanka   

Overall Growth of Factory Industry  7.2 7.5 8.7 8.0 8.3 
of which,      

Food, beverages and tobacco products 6.8 6.8 7.1 7.2 7.2
Textile, wearing apparel and leather products 3.9 5.2 12.2 9.9 11.0
Chemical, petroleum, coal, rubber and plastic products 11.6 12.2 10.6 7.5 9.0
Non-metallic mineral products  11.8 10.4 7.3 9.4 8.3
Fabricated metal products, machinery and transport equipment  7.9 8.2 6.3 7.9 7.1

Source: Department of Census and Statistics 

per cent 
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which	 contributes	 to	 more	 than	 95	 per	 cent	
of	 the	 public	 sector	 factory	 industry	 output	
showed	a	growth	of	over	45	per	cent	for	the	first	
half	 of	 2011.	 Furthermore,	 two	 other	 public	
sector	corporations	in	the	chemical,	petroleum,	
coal,	 rubber	 and	 plastic	 products	 category	 i.e.,		
Sri	 Lanka	 Rubber	 Manufacturing	 and	 Export	
Corporation	 Ltd.	 and	 Ceylon	 Fertilizer	 Co.	
Ltd.,	 recorded	higher	growth	rates.	Production	
at	 Lanka	 Salt	 Ltd.,	 the	 major	 domestic	 salt	
manufacturer,	 was	 adversely	 affected	 by	
unfavourable	weather	conditions	that	prevailed	
during	 the	 first	 half	 of	 the	 year	 resulting	 in	 a	
negative	growth	rate.

•	 The government continued its industrial 
development strategy with the Budget 2011 
focusing on export market oriented industries 
and local entrepreneurship.	 	 The	 Export	
Development	 Board	 (EDB),	 parallel	 to	 its	
strategic	 plan	2011	–	2015,	 carried	out	 export	
development	 and	 promotion	 programmes	
targeting	emerging	markets	in	the	Asian	region.	
The	 government,	 through	 the	 Budget	 2011,	
provided	incentives	to	high	value	added	export	
oriented	products	with	domestic	value	addition	
in	excess	of	65	per	cent,	while	a	Cess	was	imposed	
on	 all	 exports	 in	 raw	 and	 semi	processed	 form	
to	 encourage	 value	 added	 exports	 from	 Sri	
Lanka.	 Import	 duty	 and	 VAT	 exemptions	
were	granted	on	machinery	and	equipment	for	
manufacture	of	 leather,	 footwear	 and	bags	 and	
for	 grain	 mixed	 bakery	 products	 focusing	 on	
expanding	 these	 industries.	 Customs	 duty	 on	

raw	materials	used	in	confectionary	and	bakery	
products	manufacturing	industries	was	removed	
while	customs	duty	on	vehicle	assembly	industry	
was	reduced	from	30	per	cent	to	15	per	cent	to	
encourage	 local	 vehicle	 assembly	 industry.	 To	
promote	local	entrepreneurship	and	innovation,	
Sri	 Lankan	 brand	 names	 with	 patent	 rights	
reserved	in	Sri	Lanka	were	entitled	to	a	reduction	
in	income	tax	from	15	per	cent	to	10	per	cent.	

•	 Several policy measures were taken by the 
government to develop Small and Medium 
Enterprises (SMEs).	 The	 National	 Enterprise	
Development	Authority	 (NEDA),	 jointly	with	
the	 Chamber	 of	 Small	 Industries,	 initiated	 a		
credit	 line	 to	 provide	 financing	 for	 the	 SME	
sector.	 The	 Central	 Bank	 of	 Sri	 Lanka	 was	
actively	 involved	 in	 uplifting	 SMEs	 in	 the	
Northern	 Province	 through	 loan	 schemes	
such	 as	 ‘Saubhagya’,	 ‘Awakening	 North’	 and	
‘Provincial	 Development	 for	 SMEs’.	 Special	
emphasis	was	 given	 to	 establish	 a	 fully-fledged	
footwear	cluster	in	Gampaha	district	to	promote	
SMEs	 in	 footwear	 industry.	 The	 government	
implemented	several	measures	such	as,	exempting	
SMEs	operating	on	sub-contract	basis	from	the	
Economic	Service	Charge	(ESC)	and	providing	
a	concessionary	income	tax	rate	of	10	per	cent.

•	 The government promoted regional 
development through its industrial estate 
policy.	 Under	 the	 regional	 industrial	
development	 programme,	 25	 industrial	 estates	
were	 established	 by	 the	 Ministry	 of	 Industry	
and	 Commerce.	 	 Construction	 activity	 of	
Embilipitiya	 industrial	 estate	 was	 completed	
while	the	first	stage	of	the	Trincomalee	Industrial	
Estate	 was	 completed	 with	 3	 industrialists	 in	
commercial	 operation	 by	 end	 June	 2011.	New	
locations	 were	 proposed	 for	 the	 construction	
of	industrial	estates	in	Vavuniya,	Batticaloa	and	
Kurunegala	 districts.	The	 Board	 of	 Investment	
(BOI)	 is	 in	 the	 process	 of	 establishing	 an	 IT/
BPO	Park	in	Jaffna,	while	preliminary	work	to	
revive	 the	Achchuveli	 Industrial	Zone	was	also	
undertaken.	

Food, beverages and 
tobacco products

48% 

Textile, 
wearing apparel and 

leather products 
22% 

Chemical, petroleum, 
coal, rubber and plastic  

products 
16%

Non metallic 
mineral products 

4%

Other  
1%

Fabricated metal 
products, machinery and 

transport equipment 
9%

Chart 2.4 Composition of Value Added in Factory Industry 
- First Half 2011 (2002 Constant Prices) 
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•	 The electricity, gas and water sub-sector of 
the industry cluster expanded by 13.8 per 
cent during the first half of 2011, compared 
to the growth rate of 7.4 per cent recorded in 
the review period of 2010.	The	acceleration	of	
this	 sector	was	mainly	 supported	by	 the	better	
performance	 in	 electricity	 generation.	 The	
value	 added	 in	 electricity	 generation	 grew	 by	
15.0	 per	 cent	mainly	 due	 to	 the	 51.3	 per	 cent	
growth	in	low	cost	hydro	power	generation	and	
24.6	per	 cent	drop	 in	high	cost	 thermal	power	
generation.	The	 water	 sub-sector	 expanded	 by	
6.5	per	cent	with	the	implementation	of	the	new	
water	supply	project	during	the	first	half	of	the	
year.	In	line	with	the	13.2	per	cent	increase	in	the	
volume	of	gas	 sales,	 value	added	of	 the	gas	 sub	
sector	increased	by	4.0	per	cent.	

•	 The construction sector grew by 12.5 per cent 
in real terms during the first half of 2011 when 
compared to the 8.9 per cent growth recorded 
during the corresponding period of the previous 
year.	This	was	mainly	 reflected	 by	 the	 increase	
in	 domestic	 building	 material	 production	 and	
cement	availability,	which	grew	by	7.8	per	cent	
and	11.5	per	cent,	respectively	during	the	period.	
The	growth	 impetus	 in	 the	construction	 sector	
was	induced	by	the	enhancement	of	public	sector	
infrastructure	development	projects	and	private	
sector	 involvement	 in	 construction	 activities	
such	 as	 commercial	 and	 residential	 building	
construction	projects.	Mega	projects	carried	out	
by	 the	 government,	 particularly	 in	 the	 areas	 of	
port	development,	electricity	and	transportation,	
were	 the	 underpinning	 factors	 towards	 this	
growth.	Further,	the	contribution	by	the	private	
sector	to	the	construction	sector	was	reflected	by	
the	growth	in	credit	for	construction	activities.

Services

•	 The Services sector grew by 9.1 per cent 
in the first half of 2011 compared to 7.6  
per cent growth during the corresponding 
period of 2010.	The	continuation	of	the	growth	
momentum	in	the	Services	sector	was	supported	
by	 the	 healthy	 growth	 in	 consumer	 demand	

for	 services	with	 improvements	 in	 real	 income.		
When	 a	 country	 evolves	 from	 low-income	 to	
middle-income,	 emergence	 of	 the	 Services	
sector	could	be	expected	with	the	improvements	
in	 consumer	 demand.	 The	 demand	 for	
service	 activities	 such	 as	 trade,	 transport,	
tourism,	 financial	 services,	 port	 services	 and	
communication,	increased	at	a	higher	rate	in	the	
context	 of	 rapid	 infrastructure	 developments	
and	 growing	 consumer	 confidence	 in	 the	
aftermath	of	the	ending	of	the	 internal	conflict	
in	the	country.	

•	 The Wholesale and Retail trade sector, the 
largest sector in terms of value added, grew 
by 11.0 per cent during the first half of 2011  
compared against 6.8 per cent in the previous 
year.	 An	 impressive	 growth	 in	 wholesale	 and	
retail	 trade	 sector	 was	 witnessed	 in	 all	 three		
sub-sectors	 namely	 import	 trade,	 export	 trade	
and	domestic	trade.	The	import	trade	sub-sector	
registered	a	14.8	per	cent	growth	in	the	first	half	
of	2011	with	investment	goods	imports	growing	
by	25.3	per	cent	in	volume	terms.	The	growth	in	
consumer	goods	and	 intermediate	goods	 imports	
were	22.9	per	cent	and	18.4	per	cent,	respectively.	
The	 export	 trade	 sub-sector	 grew	 by	 13.7		
per	cent	in	the	first	half	2011,	benefiting	mainly	
from	the	expansion	in	industrial	exports,	which	
was	dominated	by	textiles	and	garments.	Despite	
the	 removal	 of	 the	 GSP+	 duty	 concession,	
foreign	 earnings	 from	 textile	 and	 garment	
exports	 increased	 by	 34.7	 per	 cent	 in	 value	
terms.	 	The	 domestic	 trade	 sub-sector,	 defined	
as	 the	 trading	 of	 domestically	 produced	 and	
traded	goods	grew	by	7.7	per	cent.		This	growth	
was	 further	 stimulated	 by	 the	 rapid	 expansion	
of	trading	activities	in	to	Northern	and	Eastern	
provinces	 with	 improved	 consumer	 demand,	
higher	 domestic	 production	 and	 the	 relatively	
favourable	level	of	inflation	that	prevailed	in	the	
country	during	the	first	half	of	2011.

•	 The hotels and restaurants sub-sector recorded 
a growth of 33.7 per cent with a 36.9 per cent 
increase in tourist arrivals during the first half 
of 2011.	 	 The	 tourist	 arrivals	 from	 Western	
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Europe	increased	by	32.5	per	cent	compared	to	
the	first	half	of	the	last	year,	while	tourists	from	
the	Asia	continued	to	increase	by	43.9	per	cent	
during	the	first	half	of	the	year.	Nearly	73.3	per	
cent	of	South	Asian	travellers	were	from	India.	
Tourists	from	Pakistan	increased	considerably,	by	
84.8	per	cent,	although	the	number	of	arrivals	is	
only	about	6.6	per	cent	of	the	total	arrivals	from	
South	Asia.	Although,	tourist	arrivals	increased	
significantly	 during	 the	 first	 half	 of	 the	 year,	
foreign	guest	nights	of	 graded	hotels	 increased	
only	by	12.4	per	cent	reflecting	the	contribution	
of	 the	 unregistered	 hotels,	 guest	 houses	 etc.	 to	
the	tourism	industry.	With	these	developments,	
Sri	Lanka's	tourism	industry	recorded	a	revenue	
of	US	dollars	 370.1	million	 in	 the	first	 half	 of	
2011,	a	50.9	per	cent	increase	over	the	first	half	
of	the	previous	year,	and	emerged	as	one	of	the	
fastest	growing	industries	in	2011.

•	 The transport and communication sector 
grew by 12.2 per cent in the first half of 2011, 
compared to the 11.7 per cent growth in the 
corresponding period of the previous year.	The	
transport	 sub-sector,	 which	 includes	 railway,	
passenger	 and	 goods	 transport,	 grew	 by	 11.9	
per	 cent.	 	This	 relatively	 higher	 growth	 in	 the	
transport	sector	was	consequent	to	the	increased	
goods	 and	 passenger	 transport	 activities	
resulting	 the	 integration	 of	 the	 Northern	 and	
Eastern	provinces	with	the	rest	of	the	economy	
and	 increased	 external	 trading	 activities.	
Expansion	in	transport	activities	are	reflected	by	
the	 significant	 growth	 in	 transport	 equipment	
imports.	Further,	higher	growth	in	the	transport	
sector	could	be	supported	by	the	63.3	per	cent	
increase	 in	 new	 registration	 of	 motor	 vehicles	
during	the	first	half	of	the	year.

•	 Cargo handling, ports and civil aviation  
sub-sector recorded a growth of 9.9 per cent 
in the first half of 2011 as against the 17.7  
per cent growth recorded in the same period of 
2010.	This	deceleration	was	reflected	in	the	low	
growth	in	cargo	volumes	handled	during	the	first	
half	of	2011	with	the	slow	recovery	in	the	global	

economy.	The	Port	of	Colombo,	 including	 the	
South	Asia	Gateway	Terminal	(SAGT),	handled	
a	volume	of	2.09	million	TEUs	in	the	first	half	
of	2011,	up	by	4.1	per	cent	compared	with	the	
container	 throughput	of	2.01	million	TEUs	 in	
2010.	 Transhipment	 volumes,	 which	 usually	
account	for	two-thirds	of	throughput,	recorded	
a	 growth	 of	 2.3	 per	 cent	 during	 the	 first	 half		
of	2011.	

•	 The post and telecommunications sector, 
which continued to grow at a high pace over 
the past few years, expanded further by 15.6 
per cent during the first half of 2011.		The	total	
subscriber	 base,	which	 includes	 both	fixed	 and	
mobile	 connections,	 grew	 by	 2.2	 per	 cent	 and	
14.5	per	cent,	respectively.	As	at	end	June	2011,	
density	(telephone	connections	per	100	people)	
of	 fixed	 and	mobile	 telephone	 lines	 were	 17.3	
per	 cent	 and	 87.1	 per	 cent,	 respectively.	 The	
growth	 in	 the	 telecommunication	 sector	 was	
augmented	 by	 the	 improvement	 in	 the	mobile	
broadband	 subscriber	 level	with	 the	 expansion	
in	3G	network	coverage	and	the	demand	from	
the	 Northern	 and	 the	 Eastern	 provinces	 for	
communication	services.

•	 The banking, insurance and real estate sector 
grew at a higher rate of 7.6 per cent in the first 
half of 2011 when compared to the growth of  
6.9 per cent in the same period of 2010.	The	
growth	 rate	 in	 this	 sector	 was	 realised	 mainly	
through	 the	 favourable	 macroeconomic	
environment	 together	 with	 improved	 demand	
for	financial	services	due	to	the	prevalence	of	low	
interest	rates	in	the	first	half	of	2011.	Profits	of	
the	banking	and	non-bank	financial	institutions	
during	the	first	half	of	2011	were	fuelled	by	the	
expansion	in	private	sector	credit.	The	banking	
sub-sector	is	projected	to	expand	further	during	
the	 second	 half	 of	 the	 year	 with	 the	 expected	
expansion	of	credit	obtained	by	the	private	sector.	
Income	 of	 the	 non-bank	 financial	 institutions	
expanded	with	 the	 increase	 in	 interest	 income	
on	 advances.	 The	 expansion	 in	 the	 general	
insurance	business	such	as	vehicle	insurance	had	
a	 favourable	 impact	on	 the	performance	of	 the	
insurance	sub-sector.	
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Expenditure

•		 During 2011, aggregate demand is expected 
to increase by 20.7 per cent in nominal 
terms when compared to the growth of 18.7  
per cent in 2010. Aggregate	 demand	 consists	
of	the	total	demand	generated	by	consumption	
and	investment	activities	in	the	economy	and	is	
termed	as	Gross	Domestic	Expenditure	(GDE).	
Further,	 GDE	 is	 projected	 to	 increase	 from		
Rs.	 6,114	 billion	 in	 2010	 to	 Rs.	 7,382	 billion	
in	 2011.	Meanwhile,	 GDP	 at	 market	 prices	 is	
expected	to	increase	by	16.6	per	cent	with	a	real	
growth	 of	 8.3	 per	 cent	 and	 an	 implicit	 GDP	
deflator	of	7.7	per	cent	during	2011.					

•	 Consumption expenditure, which includes 
both the private sector and the public sector, 
is projected to expand by 19.7 per cent to  
Rs. 5,453 billion in 2011. 	Private	consumption,	
which	constitutes	a	share	of	over	81	per	cent	of	
total	 consumption,	 is	 expected	 to	 increase	 at	 a	
rate	of	20.2	per	cent	during	2011	compared	to	
a	growth	of	18.2	per	cent	 in	2010.	The	growth	
in	 private	 sector	 consumption	 would	 come	
from	continued	demand	for	goods	and	services	
with	 increasing	per	 capita	 income	 sustained	by	
increased	 domestic	 output	 and	 imports.	 The	
increased	 consumer	 demand	 is	 reflected	 in	 the	
growth	 in	 imports	 of	 consumer	 goods	 during	
the	 first	 half	 of	 the	 year	 by	 56.2	 per	 cent	 to		
US	 dollars	 2,091	 million.	 Meanwhile,	 the	
consumer	 demand	 from	 the	 Northern	 and	
Eastern	provinces	would	also	contribute	towards	
the	growth	in	consumption	expenditure	during	
the	year.	

•	 Government expenditure on consumption is 
projected to increase at a relatively higher rate 
of 17.4 per cent in 2011 as against the growth 
of 2.5 per cent in 2010.		This	projection	is	based	
on	the	expected	increase	in	the	salary	bill,	which	
includes	both	civil	administration	and	defence,	
along	 with	 the	 expansion	 of	 government	
expenditure	on	other	goods	and	services.	

•	 Investment activities, which grew by 31.8 
per cent in nominal terms during 2010, are 
projected to expand further by 23.9 per cent 
during 2011.	 Total	 investment	 expenditure	
for	 2011	 is	 estimated	 at	 Rs.	 1,929	 billion	
compared	 to	 Rs.	 1,557	 billion	 in	 the	 previous	
year.	Meanwhile,	 investment	as	a	percentage	of	
GDP	is	projected	to	be	29.5	per	cent	compared	
to	27.8	per	cent	in	2010.	The	increased	level	of	
investment	activities	is	reflected	in	the	growth	in	
investment	 goods	 imports	 during	 the	 first	 half	
of	 2011	 by	 53.1	 per	 cent	 to	US	 dollars	 2,015	
million.	

•	 Public expenditure on investment is projected 
to expand by 24.9 per cent in 2011 when 
compared to the growth rate of 9.2 per cent 
in 2010.	 This	 expansion	 would	 be	 driven	 by	
the	 continuation	 of	 government	 investment	
on	 mega	 infrastructure	 projects	 and	 regional		
infrastructure	development	activities,	particularly	
in	 the	 areas	 of	 transportation,	 ports,	
telecommunication,	water	and	electricity.		

•	 Private sector investment activities, which 
account for 78 per cent of overall investment,  
is projected to increase by 23.6 per cent in value 
terms during 2011.	 This	 growth	 is	 estimated	
over	 a	 relatively	 high	 growth	 of	 40.1	 per	 cent	
in	 the	 previous	 year	 and	 is	 projected	 to	 reach		
Rs.	1,495	billion	(i.e.	22.9	per	cent	as	a	percentage	
of	GDP)	in	2011.	Increased	level	of	private	sector	
investment	 activities	 are	 particularly	 expected	
in	 tourism,	 telecommunication,	manufacturing	
and	housing	development	sectors.	
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•	 Total Foreign Direct Investment (FDI) inflows 
increased substantially by 98.6 per cent to  
US dollars 413.3 million in the first half 
2011 from US dollars 208.1 million in the 
first half 2010.	 The	 hotel	 and	 restaurant		
sub-sector	within	the	services	sector	accounted	
for	approximately	45.8	per	cent	of	the	total	FDI.	
In	 the	 infrastructure	 sector,	 the	 telephone	 and	
telecommunication	network	sub-sector	recorded	
the	 highest	 investment	 value	 absorbing	 23.7		
per	cent	of	the	total	FDI.	In	the	manufacturing	
sector,	the	fabricated	metal	products,	machinery	
and	transport	equipment	category	and	the	textile,	
wearing	 apparel	 and	 leather	 products	 category	
were	 the	 main	 investment	 areas	 absorbing	
7.0	per	cent	and	4.5	per	cent	of	 the	 total	FDI,	
respectively.	Approved	projects	under	Section	17	
and	Section	16	of	the	BOI	Act	 increased	from		
Rs.	 121.5	 billion	 to	 Rs.	 253.7	 billion	 by	 109			
per	cent,	while	contracted	projects	under	Section	
17	increased	from	Rs.	56.6	billion	to	Rs.	164.1	
billion	 by	 190	 per	 cent	 during	 the	 first	 half	 of	
2011.	 Cumulative	 realised	 investment	 for	 the	
period	from	July	2010	to	June	2011	amounted	
to	Rs.915.7	billion.

•	 Domestic savings are projected to increase 
by 3.1 per cent during 2011 as against the 
growth of 20.5 per cent in the previous year.	
The	domestic	savings	ratio	(i.e.	domestic	savings	
as	a	percentage	of	GDP)	is	projected	to	be	16.5	
per	cent	over	the	figure	of	18.7	per	cent	in	2010.	

Meanwhile,	 national	 savings	 are	 also	 projected	
to	increase	by	12.2	per	cent	to	Rs.	1,550	billion	
in	 2011	 over	 the	 growth	 of	 20.3	 per	 cent	 in	
the	 previous	 year.	 The	 expansion	 in	 imports	
is	 expected	 to	 contribute	 towards	 the	 drop	 in	
national	 savings	 to	 23.7	 per	 cent	 of	 GDP	 in	
2011	 compared	 to	 the	 figure	 of	 24.7	 in	 2010.	
Meanwhile	net	factor	income	from	abroad	and	
private	 transfers	 from	 abroad	 are	 expected	 to	
contribute	positively	on	national	savings.

Prospects for 2012

•	 The higher growth path of over 8 per cent 
is projected to continue in to 2012 as well. 
All	 three	 economic	 sectors	 are	 expected	 to	
contribute	 towards	 this	 higher	 growth.	 The	
massive	 infrastructure	 development	 drive,	
as	 well	 as	 strengthening	 investor	 confidence	
complemented	 by	 the	 prevailing	 conducive	
macroeconomic	environment	would	contribute	
positively	to	the	growth	in	Industry	and	Services	
sectors.	 The	 Agriculture	 sector	 is	 expected	 to	
record	a	strong	recovery	in	2012.
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Table 2.3 Foreign Direct Investment of BOI  
Enterprises by Sector

 January - June 
2010

Sector

 13.7 8.6
 10.0 18.7
 0.9 0.1
 4.6 0.3
 9.2 12.6
 3.3 6.4
 2.4 29.0
 11.7 7.2
 55.7 83.0
 2.2 0.9
 
 1.9 189.1
 4.7 5.6
 19.3 13.4
 25.9 208.1
 
 2.8 18.0
 85.0 98.0
 36.4 5.4
 124.2 121.4
 
 208.1 413.3

Source: Board of Investment
(a) Provisional 

Manufacturing
 Food, beverages and tobacco products
 Textile, wearing apparel and leather products
 Wood and wooden products
 Paper, paper products, printing and publishing
 Chemical, petroleum, coal, rubber and plastic products
 Non-metallic mineral products
 Fabricated metal products, machinery & transport equipment
 Manufactured products (n.e.s)
Sub Total
Agriculture
Services
 Hotels & restaurants
 IT & BPO
 Other Services
Sub Total
Infrastructure
	 Housing,	property	development	and	shop	office
 Telephone and telecommunication network
 Power generation
Sub Total

Grand Total

US $ Mn.
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•	 Tea production in the country is expected to 
increase up to 340 million kg in 2012 on account 
of expected improvement in productivity 
and favourable weather conditions.	However,	
issues	 such	 as	 political	 turmoil	 in	 the	 Middle	
East	and	North	African	countries	and	the	likely	
slowdown	in	global	consumption,	at	a	time	when	
profit	margins	of		tea	manufactures	are	declining	
are	 already	 surfacing	 as	 challenges	 to	 the	 tea	
industry.	 Therefore,	 in	 addition	 to	 efforts	 to	
increase	yield,	it	is	equally	important	to	further	
promote	Sri	Lankan	tea	in	both	traditional	and	
non-traditional	export	markets.

•	 Rubber production in 2012 is expected to reach 
175 million kg depending on the continuation 
of strong demand for natural rubber.	 The	
expected	 increase	 in	maturing	 extent	 and	 yield	
due	to	relatively	new	plantation	and	improvement	
in	agronomic	practices	would	also	contribute	to	
reach	the	desired	level	of	production	in	2012.				

•	 The paddy production in 2012 is projected to 
increase by 18 per cent to 4.5 million metric 
tons.	 Expected	 favourable	 weather	 conditions,	
increased	 production	 from	 the	 Northern	
and	 Eastern	 Provinces	 and	 continuation	 of	
government	 support	 schemes	 would	 positively	
contribute	to	increase	the	production.	

•	 Fish production in the country is expected 
to increase by 10 per cent to 460,000 metric 
tons.	The	expected	increase	in	fish	catch	in	the	
Northern	 and	 Eastern	 provinces,	 continuation	
of	favourable	weather	conditions	in	both	seasons	
in	other	coastal	regions	and	improvement	in	the	
marketing	 and	 infrastructure	 facilities	 would	
support	 the	 growth	momentum	 in	 the	 fishery	
sector.	

•	 The industry sector is projected to continue 
its high growth momentum in 2012, with a 
substantial contribution from construction 
and factory industry sub-sectors.	Continuation	
of	 large	 scale	 government	 infrastructure	
development	 projects	 as	 well	 as	 private	 sector	

construction	 activity	 is	 expected	 to	 contribute	
to	the	high	growth	rate	in	the	construction	sub-
sector.	 The	 major	 contributor	 in	 the	 factory	
industry,	food,	beverages	and	tobacco	products	
category,	 will	 maintain	 high	 growth	 with	
capacity	 expansion	 programmes.	 The	 textile,	
wearing	 apparel	 and	 leather	 products	 category	
is	 expected	 to	 continue	 its	 favourable	 growth	
momentum	 in	 2012	 with	 increased	 market	
opportunities	in	emerging	asian	countries.	

•	 The telecommunication sector is projected to 
expand moderately in 2012 with the investment 
in upgrading the telecommunication 
infrastructure and adoptation of latest 
technology driven by ICT innovations.	
Wireless	Broadband	data	transfers	would	be	the	
main	growth	drivers	for	the	telecommunication	
industry	 over	 the	 next	 few	 years,	 benefiting	
from	 the	 expansion	 of	 the	 3G/4G	 coverage.	
Although	the	current	internet	penetration	level	
is	 only	 6	 per	 cent	 with	 limited	 coverage	 and	
high	prices	of	3G	handsets,	the	proliferation	of	
low	cost	3G	handsets	are	 likely	 to	 improve	 the	
telecommunication	 sector	 growth	 prospects	 in	
2012.			These	infrastructure	developments	in	the	
telecommunication	 sector	 amidst	 the	 expected	
improvements	 in	real	 income	would	bridge	the	
digital	 divide	 by	 improving	 the	 ICT	 diffusion	
and	contribute	positively	to	growth	prospects	of	
all	other	sectors.	However	high	acquisition	and	
retention	 cost	 for	 the	 subscribers	 due	 to	 high	
mobile	 penetration	 and	 subsequent	 price	 war	
could	pose	downside	risks	to	growth	prospect	of	
the	industry.	

•	 In 2012, the growth momentum in the tourism 
sector could be expected to continue with 
the anticipated influx of local and foreign 
investment for infrastructure development 
in the tourism industry, particularly in 
construction of new hotels.		Growth	in	tourist	
arrivals	from	Europe	and	the	United	States	may	
be	less	robust	due	to	economic	uncertainties	in	
these	regions.	 	It	would	be	therefore	important	
to	 diversify	 the	 tourism	market	 by	 catering	 to	
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the	 specific	 needs	 of	 tourists	 specially	 those	
coming	 from	 India	 and	China.	 	 	 It	 is	 essential	
that	 impediments	 to	 medium	 term	 growth	
prospects,	 such	 as	 shortage	 of	 skilled	 labour,	
skilled	 employee	 attrition	 to	 other	 countries	
and	 sluggish	 development	 in	 infrastructure	
development	 projects	 are	 addressed	 to	 create	 a	
holistic	 enabling	 environment	 for	 business	 and	
investment	 in	 the	 tourism	 industry	 to	 achieve	
the	set	target	of	2.5	million	tourists	by	2016.	

•	 Investment activities are expected to grow at a 
higher rate in 2012, sustaining the continued 
growth momentum.	 The	 increased	 growth	
momentum	in	investment	activities	is	projected	
to	emanate	from	the	private	sector	consolidating	
upon	the	stable	public	sector	investment	during	
the	past.	The	growth	in	investment	is	expected	to	
be	further	supplemented	by	the	flow	of	foreign	
investment.	 A	 significant	 portion	 of	 private	
investment	 is	 expected	 to	 be	 directed	 towards	
tourism	and	port	activities	 together	with	other	
sectors	such	as	manufacturing	and	infrastructure	
development.		

•	 Public sector investment is expected to 
continue its growth thrust towards developing 
the infrastructure facilities, which are essential 
to realise the medium and long term growth 
prospects of the country.	 Although	 the	
government	 investment	 programme	 mainly	
focuses	 on	 mega	 projects,	 covering	 economic	
infrastructure	 facilities	 such	 as	 transportation,	
electricity,	 ports	 and	 water	 supply	 etc.,	 the	
required	 funds	 for	 improvements	 in	 social	
infrastructure	 facilities	 such	 as	 education	 and	
health	would	be	 channelled	 through	 small	 and	
medium	scale	investment	projects.	

•	 Expenditure on consumption is expected to 
continue to increase in nominal terms during 
2012.	 However,	 the	 growth	 momentum	 is	

expected	 to	 slowdown	 amidst	 relatively	 stable	
prices	that	are	projected	to	prevail	during	2012.	
Meanwhile,	private	sector	spending	 is	expected	
to	 increase	 due	 to	 increased	 demand	 for		
non-primary	 consumer	 goods	 and	 services	
resulting	 from	 increased	 living	 standards	
in	 the	 entire	 country	 and	 pent-up	 demand	
emanating	from	the	liberated	areas.	Government	
expenditure	 on	 goods	 and	 services	 would	 also	
increase	as	upgraded	services	are	to	be	provided	
to	the	general	public,	enabling	them	to	have	more	
efficient	and	effective	government	services.

•	 Savings are projected to improve  during 2012 
alongside the envisaged higher growth path.	
The	 domestic	 savings	 ratio	 would	 improve	
further	 in	 2012	 with	 increased	 profitability	
of	 the	 private	 sector	 due	 to	 the	 favourable	
macroeconomic	 conditions	 in	 the	 country	 and	
the	 projected	 improvement	 in	 government	
savings.	 Meanwhile,	 national	 savings	 are	 also	
expected	 to	 increase	 with	 the	 expansion	 in	
workers’	remittances.	

•	 Achieving the envisaged growth path of 8  
per cent or a higher economic expansion 
would depend on the favourable performance 
of many factors. An	underlying	assumption	of	
this	 projection	 is	 that	 both	 the	 public	 sector	
and	 the	 private	 sector	 would	 contribute	 in	
their	 respective	 roles	 while	 coordinating	 and	
communicating	effectively.	A	key	feature	of	this	
would	be	 attracting	 investment	 to	 sectors	with	
higher	potential.	The	performance	of	the	external	
economy	 would	 have	 a	 significant	 impact	 as	
the	 country	 seeks	 to	 increase	 exports	 of	 	 both,	
of	 goods	 and	 services.	Hence,	whilst	managing	
the	macroeconomic	 conditions	 domestically	 is	
imperative,	 developments	 in	 and	 the	 outlook	
for	 the	 global	 economy	 would	 also	 contribute	
significantly	 towards	 achieving	 the	 envisaged	
growth	in	the	future.	


