
NATIONAL OUTPUT AND  EXPENDITURE

2
T    he Sri Lankan economy grew by 3.9 per cent during the first half of 2017 compared to 

the growth of 3.7 per cent recorded during the same period of 2016. Industry related 
activities benefitted from the growth momentum in the construction activities, while 

Services activities grew at a moderate pace supported by financial services and wholesale and retail 
trade activities. However, severe drought conditions that prevailed during the first half of the year 
adversely impacted the economic performance, downsizing value added growth in Agriculture 
activities with some spillover impact particularly on manufacturing activities. On the external 
front, growth remained tepid in some major export destinations, dampening the external demand. 
Going forward, an improvement in economic activities is expected during the rest of the year, 
as reflected by early indicators and business sentiment surveys conducted by the Central Bank, 
driven by industry activities, especially construction activities. Services activities would also push 
up overall growth, supported by trade related and financial services activities. Meanwhile, the 
realisation of expected benefits from GSP+ and other trade pacts would boost the performance 
of manufacturing as well as external trade activities. The downside risks to this positive outlook 
include the continuation of adverse weather conditions and possible delays in the implementation 
of envisaged structural reforms.
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rice, vegetables, coconut and other cereals owing 
to adverse weather conditions in areas where the 
majority of the Yala harvest is concentrated.  

 y There are downside risks to the expected  
growth prospects for 2017 arising from both 
internal and external developments. The 
continuation of the prolonged drought, resulting 
in low water availability in irrigation tanks, has 
restricted the extent of cultivation of major crops 
during the Yala season in 2017. Further, there 
would be some negative impact on Maha 2017/18 
if the expected monsoons do not materialize. The 
adverse weather impact on agricultural activities 
would spillover to other activities, particularly to 
food processing related manufacturing activities. 
Further, any increase in commodity prices, 
including oil prices, would impact activities such 
as electricity generation, transportation as well 
as manufacturing, which particularly depend on 
imported intermediate goods. Meanwhile, the 
government’s commitments on fiscal consolidation 
measures would moderate both government 
consumption and investment expenditure during 
the year, which in turn would impact aggregate 
demand. Moreover, any downturn in global 
demand would cause further delay in accruing 
benefits of opened up market access from the 
external front. The uncertainty of the US trade 
and fiscal policies and expected monetary policy 
normalisation, ongoing rebalancing in China and 
continued geopolitical tensions in the Middle East  
would weigh on external demand.

Developments in 2017

Output

 y The Gross Domestic Product (GDP) grew by 
3.9 per cent in the first half of 2017 compared 
to 3.7 per cent growth recorded in the 
corresponding period of 2016. This growth was 
mainly driven by Industry activities, supported by 
the expansion in Services activities amidst the 
contraction recorded in the Agriculture activities. 
Accordingly, Industry activities grew by 5.8 per 
cent in value added terms during the first half of 
2017 mainly backed by the significant increase in 
construction activities together with the expansion 
in mining and quarrying activities. Value added 
of Services related activities grew by 4.0 per 
cent in the first half of the year. This growth was 
largely attributable to the expansion in financial 
services, wholesale and retail trade activities, 
transportation, health and other personal services 
activities. However, the value added of Agriculture 
activities contracted by 3.1 per cent during the 
first half of 2017 primarily due to the contraction 
recorded in growing of rice, oleaginous fruits 
(coconut, king coconut, oil palm), vegetables 
and other cereals. In the meantime, taxes less 
subsidies on products increased by 3.0 per cent 
in the first half of 2017.

 y The economy is projected to grow around  
4.5 per cent in 2017 compared to the growth 
of 4.4 per cent recorded in 2016. This annual 
growth is expected to be fuelled by the expansion 
in Industry and Services activities while the 
contribution from Agriculture activities would be 
subdued largely due to the continuing adverse 
weather conditions. The significant growth 
momentum in construction activities is expected 
to continue during the latter part of the year 
contributing to Industry activities. Expansion 
in financial services activities and wholesale 
and retail trade activities are expected to be 
the key drivers of growth in Services activities. 
Meanwhile, agriculture activities are anticipated 
to contract mainly on account of the decline in 
major agricultural activities including growing of 

Chart 2.1
Quarterly GDP Growth Rates (a)

(a) The data is based on the base year 2010 GDP estimates of  
the Department of Census and Statistics.
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Growth in Economic Activities

Agriculture, Forestry and Fishing 

 y As per the GDP estimates, the value added of 
Agriculture, Forestry and Fishing activities 
contracted by 3.1 per cent during the first half 
of 2017 compared to the contraction of 3.0 per 
cent recorded in the corresponding period of 
2016. The contraction recorded in growing of 
rice, oleaginous fruits (coconut, king coconut, 
oil palm), vegetables, other cereals, rubber and 
sugar cane, tobacco and other non-perennial 
crops dampened the growth in the Agriculture 
activities. However, fishing activities, animal 
production, forestry and logging, growing of fruits, 
spices, tea, other perennial crops, and plant 
propagation and support activities to agriculture 
contributed positively to the Agriculture growth. 

Production Trends and Institutional 
Support: Agriculture

Agriculture Production Index 

 y The output of the Agriculture and Fisheries 
sector, as measured by the Agriculture 
Production Index (API), recorded a sharp 
decline of 11.5 per cent during the first half of 
2017 in comparison to the decline of 3.4 per 
cent during the corresponding period of 2016. 
All sub-indices with the exception of tea, fish and 
livestock contracted during the first half of 2017. 
The decrease in the paddy sub-index by 51.1 per 
cent was mainly due to the persistent adverse 
weather conditions coupled with the decline in the 
extent harvested. Meanwhile, the tea sub-index 
increased marginally by 0.8 per cent in line with 
the expansion in production. Rubber, coconut 
and other crops, however, posted a negative 
performance in comparison to the previous year, 
while the livestock subsector recorded a growth of 
11.3 per cent, reflecting a positive performance in 
all its sub categories. Similarly fisheries activities 
expanded with a considerable increase in marine 
fish production.

Paddy

 y According to available information, paddy 
production is estimated to drop significantly 
by around 46 per cent in 2017 compared to the 
previous year. Adverse weather conditions that 
prevailed during the 2016/17 Maha season and 
the 2017 Yala season are expected to cause a 
low production of 2.4 million metric tons during the 
year, which would be the lowest level of annual 
paddy production over the last decade. Paddy 
production during the 2016/17 Maha season was 
significantly impacted by dry weather conditions 
experienced in major paddy producing areas. 
This is expected to have resulted in a decline 
in the 2016/17 Maha paddy production by 51.1 
per cent to 1.42 million metric tons according to 
the Department of Census and Statistics (DCS). 
Meanwhile, the estimated gross extent sown 
was 531,440 hectares, which is a 29.7 per cent 
reduction when compared with the previous 
Maha season. The drought conditions also had 
an impact on the island-wide extent of paddy 
harvested during the 2016/17 Maha season, 
resulting in a considerable decline of 44.4 per cent  
to 371,339 hectares, compared with the 2015/16 
Maha season. Meanwhile, according to the DCS, 
paddy production during the 2017 Yala season, 
which is mainly irrigated by stored water is 

2016
First Half

(a)

2017
First Half

(b)

Growth Rate (%)

Item
2015/16

(a)
 2016/17

(b)

Agriculture and Fishing 133.6 118.1 -3.4 -11.5

1   Agriculture 131.5 111.0 -2.6 -15.5
         1.1 Agriculture Crops 128.6 103.3 -2.6 -19.7
                   Paddy 155.2 75.9 0.9 -51.1
                   Tea 99.0 99.8 -10.6 0.8
                   Rubber 71.4 67.2 - 4.9 -5.9
                   Coconut 104.8 91.0 -1.1 -13.2
                   Other Crops 154.0 143.4 -1.2 -6.9
                          Vegetables 157.9 154.2 - 4.1 -2.3
                          Fruits 145.8 149.2 - 4.6 2.3
                          Other Field Crops 167.8 146.6 -3.5 -12.6
        1.2 Livestock 153.2 170.5 -3.3 11.3

2   Fisheries 143.4 151.6 -6.6 5.7

Table 2.1
Agriculture Production Index (2007-2010=100)

(a) Revised
(b)  Provisional

Source: Central Bank of Sri Lanka
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estimated to have declined by 32.2 per cent in 
comparison to the previous Yala season, resulting 
in a production of 1.02 million metric tons. Lower 
output during the Yala season is mainly due to the 
effect of the widespread drought and the periodic 
floods in the wet zone. The estimated gross 
extent sown for the 2017 Yala season at 269,596 
hectares, is a decline of 30.0 per cent from the 
previous Yala season. Meanwhile, the harvested 
extent is also estimated to have declined by 33.1 
per cent to 229,929 hectares in comparison to the 
previous Yala season. 

 y Out of the stock of available paddy, about 
1.5 million metric tons of rice is expected to 
be milled, resulting in a shortage of around 
800,000 metric tons of rice for 2017. Low 
harvests and diminishing reserves drove up local 
prices, necessitating the government to take 
proactive measures to encourage rice imports. 
Accordingly, 337,769 metric tons have been 
imported at a total cost of US dollars 131.8 million 
during the first six months of this year, compared 
to 15,231 metric tons of rice imports during the 
first half of 2016. Meanwhile, the approval of 
the Cabinet of Ministers was granted to release 
stocks of paddy available with the Paddy 
Marketing Board (PMB) in a timely manner in 
order to dampen price pressures in the market. 
Accordingly, the Lanka Sathosa network sold rice 
milled from paddy purchased from the PMB. 

 y Although open market paddy prices were 
on a declining path in the first quarter with 
2016/17 Maha season stocks entering the 
market, prices increased thereafter due to 
diminishing supplies. The average price of 
Samba paddy was Rs. 48.10 per kilogramme in 
the first half of 2017, which is an increase of 26.6 
per cent in comparison with the first half of 2016. 
Meanwhile, the average price of Nadu paddy 
also increased by 51.1 per cent to Rs. 48.33 per 
kilogramme during the first six months of 2017 
compared to the first half of 2016. The shortage 
in the paddy supply caused an increase in retail 
rice prices, which prompted the government to 
take various measures to stabilise rice prices. 
These measures included the introduction 
of a maximum retail price for rice, which was 
subsequently removed on 16 August 2017,  
while augmenting the supply with imported rice 
and the reduction of taxes imposed on imported 
rice varieties. The average retail price of Samba 
was Rs. 95.21 per kilogramme during the first 
half of 2017, recording a marginal increase of 1.8 
per cent compared to the same period of 2016.  
The average retail price of Nadu was Rs. 87.03 
per kilogramme, which was an increase of 11.9 
per cent compared to the same period of the 
previous year. 

Tea 

 y Tea production increased marginally during 
the first half of the year, mainly supported 
by the increased production from low  
elevations. Tea production during the first six 
months of 2017 at 155.5 million kilogrammes 
recorded a marginal increase of 0.8 per cent over 
the corresponding period in 2016. Low grown 
tea, which accounts for 62.0 per cent of the total 
tea production, increased by 2.6 per cent to 95.9 
million kilogrammes during the first six months of 
2017, while high grown and medium grown tea 
production dropped by 2.4 per cent and 1.1 per 
cent to 35.5 million kilogrammes and 24.1 million 
kilogrammes, respectively. The tea smallholder 
sector increased its contribution to the total tea 

Chart 2.2
Paddy Production

Source : Department of Census and Statistics
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production to 74.4 per cent during the first half 
of 2017 from 60.0 per cent during the first half 
of 2016. However, a reduction in the production 
volume was observed in tea smallholdings 
towards the end of the first half of 2017 due to 
unfavourable weather conditions, particularly with 
the damages caused by severe floods in May 
2017 and lower average yields. 

 y A considerable increase in international prices 
was observed during the first half of 2017 in 
the backdrop of a substantial drop in global 
tea production in 2016 which continued into 
the first half of 2017 as well. Tea prices at the 
Colombo Tea Auction (CTA) witnessed an upward 
trend since September 2016. The average price 
at the CTA for the first half of 2017 increased by 
46.7 per cent to Rs. 618.33 per kilogramme from 
Rs. 421.41 per kilogramme in the corresponding 
period of the previous year. The highest increase 
was recorded for medium grown tea (50.1 per 
cent) followed by low grown tea (47.7 per cent) 
and high grown tea (47.2 per cent). The export 
price of tea (FOB) increased significantly by 30.6 
per cent to Rs. 796.34 per kilogramme during the 
first half of 2017, from Rs. 609.88 per kilogramme 
recorded during the corresponding period of 
2016. Meanwhile, the average price received 
by tea smallholders for green leaf increased to  
Rs. 89.98 per kilogramme during the first half of 
2017 from Rs. 62.20 per kilogramme during the 
first half of 2016.

Rubber

 y Unfavourable weather conditions had an 
adverse impact on rubber production during 
the first half of the year. Rubber production 
in the first half of 2017 witnessed a decline 
of 5.9 per cent to 45.1 million kilogrammes, 
in comparison to the first half of 2016. Sheet 
rubber production, the largest component of 
total rubber production, declined by 5.9 per 
cent to 22.5 million kilogrammes, while crepe 
rubber production decreased by 11.9 per cent to  
6.8 million kilogrammes. Meanwhile, the 
production of centrifuged latex and other category 
of rubber also recorded a decline of 2.9 per cent 
to 15.7 million kilogrammes during the first half 
of 2017, vis-a-vis the corresponding period of the 
previous year. The decline in production was partly 
attributable to severe floods in traditional rubber 
growing areas in May 2017, which caused heavy 
damage to the plantation sector. A considerable 
number of estates in the Southern and Western 
Provinces were at a complete standstill due to the 
floods, whilst some factories were inaccessible 
due to landslides. However, rubber production for 
the year 2017 may increase above 2016 levels, 
particularly in response to relatively high prices 
in the market.

 y With the increase in global rubber prices 
amidst stronger demand for natural rubber, 
the domestic market also witnessed an 
increasing trend in prices during the first 
half of 2017. The favourable global demand with 
stronger demand for natural rubber from the major 
markets improved the prices of Ribbed Smoked 
Sheet 1 (RSS1) and latex crepe. The average 
price of RSS1 registered a significant increase 
of 44.5 per cent, to Rs. 331.65 per kilogramme 
whilst the average price of latex crepe witnessed 
an increase of 11.2 per cent to Rs. 312.10 per 
kilogramme at the Colombo Rubber Auction 
during the first half of 2017. China, the largest 
rubber consuming country in the world, increased 
its import volumes as their buffer stocks were 
gradually depleting. This indicates that the 
demand for domestic rubber is likely to increase 
in the medium term, which is an encouraging 
development for the local rubber industry.Source : Sri Lanka Tea Board

Chart 2.3
Tea Production 
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Coconut

 y The decline in coconut production witnessed 
in the previous year was observed in the first 
half of 2017 as well. The output fell to 1,289.0 
million nuts in the first half of 2017 from 1,483.8 
million nuts in the corresponding period of 2016. 
The drop in production was mainly due to the 
lagged effect of the drought that prevailed during 
2016. Meanwhile, dry conditions experienced 
in certain parts of the coconut triangle were 
conducive to the proliferation of mite infestation, 
which also had a negative impact on the output. 
The production and export of all three major 
kernel products declined considerably in the first 
half of 2017, mainly due to the depressed nut 
output during the period. Desiccated coconut 
(DC) production, declined by 32.5 per cent to 
16,444 metric tons, from 24,361 metric tons in 
the first half of 2016. Coconut oil production, 
which reported a considerable decline in 2016, 
suffered a further setback during the first half of 
2017 due to the low crop, which resulted in high 
fresh nut prices. Accordingly, coconut oil output 
declined by 61.2 per cent to 9,689 metric tons. 
Meanwhile, copra exports and fresh nut exports 
also declined by 52.9 per cent and 20.9 per cent,  
respectively, during the period. However, in 
contrast, coconut cream, milk powder and milk 
production, which together consume around  
2 per cent of the total nut production, recorded 
a 1.2 per cent improvement compared to the 
previous year, reflecting a notable change in the 
traditional export structure of coconut products as 
well as in domestic lifestyles.

 y With the decline in production, the average 
price of coconut and major coconut based 
commodities in the local market remained at 
elevated levels during the first half of 2017. 
In line with the shortfall in nut production, the 
average wholesale price of a nut increased by 
71.7 per cent to Rs. 55.80 and the corresponding 
retail price increased by 32.8 per cent to  
Rs. 61.71 per nut. Compared to the first half of 
2016, the local market price of a kilogramme 
of DC and a bottle of 750 millilitres of coconut 

oil rose by 55.7 per cent and 44.4 per cent, 
respectively. Meanwhile, the average export 
price (FOB) of DC increased by 31.6 per cent to 
Rs. 318.18 per kilogramme. However, Sri Lanka 
could not benefit from high international prices 
due to inadequate stocks of nuts. Furthermore, 
the average FOB price of coconut oil and copra 
also reported significant increases of 8.2 per cent 
and 34.8 per cent, respectively, in rupee terms. 
In the wake of increasing coconut oil prices in 
the domestic market, the government reduced 
the Special Commodity Levy on the import of 
edible oils by Rs. 20.00 per kilogramme with 
effect from 23 February 2017. This led to a large 
volume of palm oil imports, which increased by 
23.7 per cent to 91,497 metric tons during the first 
half of 2017. In the meantime, the government 
allowed a consignment of coconut imports for 
experimental purposes. Attractive farm gate 
prices received during the period coupled with the 
assistance extended to revive the coconut sector, 
are expected to encourage growers to increase 
fertiliser application and improve management 
practices to achieve higher yields, which is 
expected to impact future coconut production 
favourably. 

Other Field Crops 

 y Almost all the other field crops (OFCs) 
showed a decline in production during the 
2016/17 Maha season due to the impact 
of unfavourable weather conditions that 
prevailed at the commencement of the 
agricultural seasons. Accordingly, production of 
OFCs at 317,647 metric tons registered a decline 
of 20.9 per cent during the 2016/17 Maha season 
compared to the previous Maha season, while 
the extent cultivated declined by 25.0 per cent  
to 87,004 hectares. However, production of 
sorghum, soya bean and meneri recorded an 
increase during the 2016/17 Maha season  
vis-a-vis the previous Maha season. Meanwhile, 
weather related disturbances delayed OFC 
cultivation during the 2017 Yala season as well 
and the cultivated extent was also considerably 
lower than the 2016 Yala season.
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Vegetables

 y According to estimates of the DCS, vegetable 
production during the first half of 2017 
increased by about 3 per cent to 950,467 metric 
tons, compared with the first half of 2016. 
However, up-country vegetable production was 
affected by adverse weather conditions and, as 
a result, recorded a decline in the 2016/17 Maha 
season. In contrast, the production of low-country 
vegetables such as luffa, ladies’ fingers, bitter 
gourd, red pumpkin, long bean, winged bean and 
vatana increased considerably. With the delay in 
the onset of the North-Eastern monsoons, the 
commencement of the Maha season cultivation, 
particularly in the up-country areas, was also 
delayed. Meanwhile, both up-country and low-
country vegetable prices remained high during 
the reference period, except during January 
where supplies increased with the peak Maha 
harvesting season reaching the market. Further, 
heavy rainfall resulted in floods and landslides 
and hampered the supply of vegetables, 
contributing to a sharp increase in prices during 
June. Prices continued to remain high thereafter 
with the approach of the off-season. In addition to 
the general consumption demand for vegetables, 
there was an increased demand from the  
export markets as well. Vegetable exports in the 
first half of 2017 increased by 2.4 per cent to 
10,887 metric tons from the corresponding period 
of the previous year. 

Sugar

 y Sugar production declined to 14,654 metric 
tons during the first half of 2017, which 
was a decline of 36.8 per cent over the  
corresponding period of 2016. The lower 
production is a combined outcome of the 
decrease in the volume of sugarcane crushed at 
all factories and the decline in the Sugar Recovery 
Rate.1 Sugar production at Sevanagala factory 
decreased by 39.7 per cent, while the output at 
Pelwatte and Gal Oya factories decreased by 
39.1 per cent and 29.0 per cent, respectively. 

1 Sugar Recovery Rate =
           Sugar Produced           

                                            Quantity of Cane Crushed   
x  100 

Low rainfall that occurred intermittently with 
erratic weather patterns created unexpected 
dry conditions in Sevanagala, Pelwatte, 
Siyabalanduwa and Hingurana during the first half 
of 2017. Adverse weather conditions increased 
the severity of moisture stress while retarding 
crop growth, which lowered the sugar recovery 
rate. The total cane input crushed at the three 
factories decreased by 29.6 per cent to 217,264 
metric tons. The overall sugar recovery rate 
declined from 7.7 per cent in the first half of 2016 to  
6.7 per cent in the first half of 2017, mainly due to the 
lower recovery rate at Pelwatte and Sevanagala 
factories. Sugar imports also decreased by  
8.9 per cent to 265,384 metric tons during the 
first half of 2017 compared to the corresponding 
period in 2016. It is expected that the total sugar 
production would increase by 13.5 per cent to 
61,000 metric tons in 2017, which would be 
adequate to meet around 9 per cent of the national 
requirement. Meanwhile, the Board of Investment 
of Sri Lanka entered into an investment agreement 
with a new investor to revive and restructure the 
Kantale sugar factory. The restructured Kantale 
sugar factory is expected to process 4,000 metric 
tons of sugarcane per day, resulting in producing 
72,000 metric tons of sugar per year, while also 
generating electricity by burning sugarcane fibre 
and produce dairy products. 

Fisheries

 y During the first half of 2017, total fish 
production increased by 5.7 per cent to 
252,940 metric tons. Production in the marine 
sector, which accounts for 90 per cent (227,890 
metric tons) of total fish production, increased by 
4.8 per cent. The growth recorded in the marine 
sector is partly due to the lifting of the European 
Union (EU) ban for Sri Lankan fish exports in 
June 2016. Furthermore, policy measures which 
were implemented towards the removal of the 
fish ban will ensure the sector’s sustainability in 
the long run by limiting overexploitation of marine 
resources. However, the growth in the marine 
sector was affected by the loss of fishing days 
due to adverse weather conditions experienced 
in the Western and Southern coastal areas during  
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May 2017. Meanwhile, inland and aquaculture  
fish production increased by 15.0 per cent to 
25,050 metric tons in the first half of 2017. The 
increase in inland and aquaculture fish production 
could be mainly attributed to the improved 
management of the water bodies with community 
participation, establishing community based mini-
hatcheries and free issue of fingerlings. 

Livestock

 y The livestock sector recorded a favourable 
performance during the first half of 2017. 
According to estimates of the Department of 
Animal Production and Health (DAPH), milk 
production increased by 13.5 per cent, to  
222.3 million litres during the first half of 2017, 
from the corresponding period in 2016. Cattle 
milk production, which accounted for around  
83 per cent of total milk production, increased by 
13.6 per cent to 185.5 million litres, whilst buffalo 
milk production increased by 13.1 per cent to 
36.8 million litres. Meanwhile, according to DAPH 
projections, overall milk production would increase 
by 8.0 per cent to 490 million litres in 2017, which 
would be sufficient to meet around 63 per cent 
of the total domestic demand. Meanwhile, egg 
production registered an increase of 9.4 per cent 
to 1,233.5 million in the first half of 2017, prompted 
by increased imports of layer parents in 2016, 
resulting in a higher pullet and egg production 
in the country. However, layer parent imports 
reduced from 66,597 in the first half of 2016 to 
53,146 during the corresponding period of 2017. In 
the meantime, poultry meat production at 93,000 
metric tons recorded an increase of 15.1 per cent 
during the first half of 2017. Production of pork 
increased by 11.3 per cent, while beef production 
witnessed a decline of 4.4 per cent during the first 
half of 2017. The average cost of poultry meat 
production experienced a decline during this 
period, mainly due to the reduction in prices of 
day-old chicks. The broiler parent imports were 
affected by the spread of highly pathogenic avian 
influenza in bird exporting countries, resulting in 
a 42.7 per cent decline in imports. However, the 
local production of broiler parents increased by 
7.0 per cent in the first half of 2017 compared to 
the same period of 2016.

Industries

 y As per GDP estimates, Industry activities 
expanded by 5.8 per cent in value added terms 
during the first half of 2017, at the same pace of 
growth recorded in the corresponding period 
of 2016. This growth was largely attributable 
to the continued expansion in construction 
activities supported by thriving mining and 
quarrying activities during this period. Meanwhile, 
manufacturing activities also contributed 
positively, yet at a slower pace compared to the 
first half of 2016. In the meantime, sewerage, 
waste treatment and disposal activities, and 
water collection, treatment and supply activities 
grew substantially during the first half of the 
year. However, electricity, gas, steam and air 
conditioning supply activities grew marginally 
during the first half of 2017. 

 y The expansion in Industry activities was 
supported by the considerable increase 
in construction activities, which grew by  
12.8 per cent in value added terms during the 
first half of 2017 in comparison to 13.5 per cent 
growth recorded in the corresponding period 
of 2016. This upsurge in construction activities 
also provided stimulus for the substantial growth 
in mining and quarrying activities, which grew by 
18.1 per cent in value added terms during the 
first half of 2017 in comparison to a growth of  
4.9 per cent recorded in the same period of 2016. 
Meanwhile, the value added of manufacturing 
activities, which is the largest segment of 
industrial activities, recorded a modest growth 
of 0.9 per cent during this period compared to a 
2.2 per cent growth in the first half of 2016. The 
slower growth in manufacturing activities was 
mainly attributed to the setback recorded in the 
manufacture of food, beverages and tobacco 
products, and manufacture of coke and refined 
petroleum products, which contracted by 1.1 per 
cent and 15.2 per cent, respectively, during the 
first half of 2017 compared to the corresponding 
period of 2016. However, positive contributions 
particularly from the manufacture of other non-
metallic mineral products, textiles, wearing 
apparel and leather related products, furniture, 
machinery and equipment, and rubber and plastic 
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products were large enough to offset negativity 
in key activities to record a positive growth 
in manufacturing activities. Accordingly, the 
manufacture of furniture expanded while other 
non-metallic mineral products and manufacture 
of textile, wearing apparel and leather related 
products recovered during the first half of 
2017 compared to the same period in 2016. 
Considering other Industrial activities, sewerage, 
waste treatment and disposal activities grew by  
10.7 per cent in value added terms during the 
first half of 2017 compared to the growth of  
21.0 per cent in the corresponding period of  
2016. Meanwhile, the value added of water 
collection, treatment and supply activities 
expanded significantly by 13.3 per cent during 
the period compared to the growth of 3.8 per 
cent recorded in the first half of 2016. Further, 
the value added of electricity, gas, steam and air 
conditioning supply activities recorded relatively 
slow growth of 1.2 per cent in the first half of 
2017 in comparison to the growth of 8.9 per cent 
recorded during the same period of 2016. 

Production Trends and Institutional 
Support: Manufacturing Activities

Factory Industry Production Index2  

 y The Factory Industry Production Index (FIPI) 
registered a decline of 1.8 per cent during 
the first half of 2017 compared to decline of  
2.3 per cent in the same period of 2016. 
Production disturbances that occurred due to 
adverse weather conditions coupled with stagnant 
levels of productivity and competitiveness, lack 
of product and market diversification, labour 
shortages and the competition from cheap 
imports in some industries contributed to this 
decline. Meanwhile, the increased cost of credit 
and the overvalued exchange rate may also have 
discouraged new investments to some extent. 
Consequently, the sub-indices of the FIPI relating 
to apparel, beverages, tobacco products, leather 
and related products, refined petroleum products 

2 The weights in this index have been assigned using 2010 as the base year. 
Industries have been categorised according to the International Standard 
Industrial Classification (ISIC) Revision 4. The Department of Census and 
Statistics compiles the Index of Industrial Production (IIP) with 2015 as the base 
year and has commenced using the IIP for National Accounts compilation as well. 
Accordingly, the IIP will be used as the basis for analysis from the next issue of the 
Recent Economic Developments publication.

and basic metals declined during the first half of 
2017 compared to the corresponding period in 
2016. However, production of food, chemicals and 
chemical products, rubber and plastic products, 
other non-metallic mineral products, fabricated 
metal products, wood products except furniture 
and electrical equipment recorded a modest 
increase in output.

 y The food products subsector, which is the 
largest subsector in the FIPI, recorded a 
modest increase of 2.6 per cent during the 
first half of 2017 compared to the first half 
of 2016. This subsector was severely affected 
by floods that occurred during May 2017 as well 
as the resultant reduction in supplies, disruption 
to production, supply and distribution networks 
and low employee attendance. Nevertheless, 
prepared meals, margarine, cocoa, chocolate and 
confectionery, starch products, bakery products, 
dairy products and animal feed recorded an 
increase during the first half of 2017 compared 
to the first half of 2016. Factory processing of tea 
recorded a marginal decline as a result of adverse 
weather.

 y The wearing apparel subsector, which is 
the second largest subsector in the FIPI, 
experienced a setback during the first half 
of 2017, reporting a reduction of 5.4 per cent 
in the sub-index compared to the first half 
of 2016. Lower demand for selected categories 
of apparel exports from traditional export 
destinations such as the USA and the EU was 

Chart 2.4
Factory Industry Production Index (FIPI)
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the key reason for the poor performance of this 
subsector. However, the apparel subsector is 
expected to rebound during the second half of the 
year, supported by an increase in export volumes 
with the reinstatement of the GSP+ and the 
competitive strategies pursued by the industry to 
compete in high-end apparel segments. 

 y The rubber and plastic products subsector 
grew by 4.9 per cent during the first half of 
2017, compared to the first half of 2016. 
Increased production of air tyres and solid tyres 
to cater to international markets in the USA, 
Germany and Brazil as well as the local market 
contributed to this growth. Export demand for 
industrial and surgical gloves too expanded 
considerably. 

 y The output of the tobacco products subsector 
declined by 29.3 per cent during the first half 
of 2017 compared to the first half of 2016. This 
was primarily due to lower consumer demand 
arising from higher cigarette prices caused by the 
increase in excise duties during the latter part of 
2015 and further price increases during 2016. 

 y The beverages subsector contracted by  
14.7 per cent during the first half of 2017 
compared to the first half of 2016. A reduction 
in production volumes of alcohol, malted drinks 
and soft drinks contributed to the decline in the 

output of this subsector. Alcohol production was 
adversely affected by the increase in import 
duties for alcohol imports for blending purposes 
and the imposition of the VAT. However, the 
mineral and bottled water subsector recorded a 
substantial growth owing to increased distribution 
of bottled water to areas affected by adverse 
weather conditions.

 y The non-metallic mineral products subsector 
grew by 4.7 per cent during the first half of 
2017. Increased manufacturing of cement was 
the key contributory factor towards this improved 
performance. The production of roofing tiles 
and ready-mix concrete declined significantly 
due to new regulations on sand excavation as 
well as lower mining and excavation activities 
in the flood-affected areas. Manufacturing of 
porcelain and ceramic products declined during 
the reference period. High costs of production 
in Sri Lanka compared to its Asian competitors 
adversely affected the competitiveness of 
Sri Lankan products in the local and foreign 
porcelain and ceramic market. Manufacturing of 
glass products picked up due to the increase in 
production capacity. 

 y The chemicals and chemical products 
subsector grew by a significant 24.2 per cent 
during the first half of 2017 largely due to the 
increased output in paints, varnishes, printing 
ink, and soap and detergent products. In the 
meantime, the production of fertiliser for some 
plant categories gained momentum under the 
new fertiliser subsidy scheme. However, the 
slowdown in agricultural activities as a result 
of drought conditions suppressed the demand 
for some fertiliser products. Meanwhile, the 
fabricated metal products, except machinery and 
equipment subsector, which consists mainly of 
ship building and repair activities, experienced 
an increase in production with a growth of  
33.4 per cent during the first half of 2017. 

 y The electrical equipment subsector expanded 
by about 12.4 per cent during the first half of 
2017 compared to the corresponding period 
of 2016. The manufacturing of wires, cables and 
optical isolators recorded an increase while the 

Source : Central Bank of Sri Lanka
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production of transformers declined marginally. 
Manufacturing of batteries increased during 
this period, highlighting the need to setup a 
mechanism for recycling used batteries in Sri 
Lanka urgently as these contain toxins and hard 
metals which severely pollute soil and water. 

 y The output in the refined petroleum products 
subsector, which solely consists of the 
production in the refinery of Ceylon Petroleum 
Corporation (CPC), declined by 16.4 per cent 
during the first half of 2017 as against the 
positive performance witnessed during the 
same period of 2016. The reduced importation 
of crude oil by the CPC and the increased imports 
of refined petroleum products, as well as a 
temporary shutdown of some facilities for repairs 
contributed to this outcome.

 y Production in the textiles subsector increased 
during the first half of 2017 recording a growth 
of 3.3 per cent. This increase was mainly driven 
by the increase in the production of knitted  
fabric used in the production of wearing apparel 
for the export market.

 y Leather and related products, which showed 
signs of recovery during 2016, declined by 
3.2 per cent during the first half of 2017. The  
growth in the manufacturing of finished leather as 
well as the manufacturing of footwear considerably 
declined. Although global competition is 
necessary, it is important to address dumping of 
such products in order to support the sector to 
provide high-quality products to the local as well 
as the export market.

 y Public sector institutions that support the 
manufacturing sector continued to implement 
measures aimed at increasing output and 
productivity of the sector. The Ministry of 
Industry and Commerce implemented measures 
to further develop infrastructure facilities in the 
existing 32 industrial estates as well as establish 
an Accredited Food Laboratory to promote the 
food manufacturing industry. Meanwhile, initial 
steps were taken for the establishment of the 
National Business Registry and the Office of 

the Trade Prosecutor. The National Enterprise  
Development Authority established an Incubation 
Technology Transfer Centre at Makandura with the 
Wayamba University to facilitate micro and small 
industries in the area and start-up businesses 
of graduates until these firms attain self-
sustainability. The Ministry of Finance and Mass 
Media took initial steps towards implementing a 
National Credit Guarantee Scheme and a Venture 
Capital Fund to improve equity funding for small 
and medium enterprises (SMEs). The Industrial 
Technology Institute and the National Science 
Foundation implemented various measures to 
improve technological research and knowledge 
transfer towards manufacturing institutions and 
undertook many new product development 
activities and support activities for industries 
which utilise local raw materials. The Ministry of 
Skills Development and Vocational Training took 
measures to improve technical and vocational 
training activities and to address the acute labour 
shortage issue in manufacturing and construction 
industries. The Sri Lanka Chamber of Small 
and Medium Enterprises, Ceylon Chamber of 
Commerce, the National Chamber of Commerce 
of Sri Lanka and the Federation of Chambers of 
Commerce and Industry of Sri Lanka facilitated the 
manufacturing sector by organising seminars on 
areas such as economic matters, trade, exports, 
innovation and skills development. In order to 
promote the export of manufactured products, 
the Export Development Board (EDB) held a 
symposium to assist in the development of the 
National Export Strategy and provided technical 
support to all concerned stakeholders. The 
other initiatives of the EDB during the first half of 
2017 included the “2000 exporters development 
programme”, the Ornamental Fish Trade 
Conference, product development programme 
for footwear manufacturers, technical training 
and exposure programme for rubber product 
manufacturers and the facilitation of inbound 
and outbound international trade delegations. In 
order to support apparel manufacturing, the Joint 
Apparel Association Forum (JAAF) and the Sri 
Lanka Institute of Apparel and Textiles provided 
training facilities on 3D printing and multi-task 
machinery handling for small scale apparel 
manufacturers. 
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Services 

 y The value added of Services related economic 
activities expanded by 4.0 per cent during 
the first half of 2017 in comparison to the 
growth of 3.6 per cent recorded in the 
corresponding period of 2016. This growth 
was mainly attributable to the continuous 
expansion in financial services, and wholesale 
and retail trade activities. Further, transportation, 
human health, other personal services, real 
estate activities, education, accommodation 
related services, insurance related activities and 
telecommunication services contributed positively 
to growth. However, public administration, 
professional services, and programming and 
broadcasting activities contracted during the first 
half of the year, dampening the Services growth.

Wholesale and Retail Trade, Transportation 
and Storage, Accommodation and Food 
Service Activities

 y The wholesale and retail trade, transportation 
and storage, accommodation and food  
service activities grew by 3.4 per cent in 
value added terms during the first half of 
2017 compared to the growth of 2.4 per cent 
recorded in the corresponding period of 2016. 
All sub activities within this segment contributed 
positively to this growth. The continuous 
expansion in wholesale and retail trade activities, 
which grew by 4.2 per cent in value added 
terms during the first half of 2017, compared to  
1.9 per cent growth recorded in the same period 
of 2016, largely supported this growth. Further, 
transportation of goods and passengers including 
warehousing activities expanded by 2.3 per cent  
in value added terms during the period, compared 
to the growth of 2.7 per cent recorded in the 
corresponding period of 2016. Furthermore, 
accommodation, food and beverage service 
activities, and postal and courier activities grew 
by 3.5 per cent and 6.0 per cent, respectively, in 
value added terms during the first half of 2017 
compared to the expansion of 3.7 per cent and 
7.3 per cent, respectively, recorded in the same 
period of 2016.

Information and Communication Activities

 y The value added of information and 
communication activities grew by 6.3 per cent  
during the first half of 2017 compared 
to 10.8 per cent growth recorded in the 
corresponding period of 2016. This growth 
was largely attributable to the development in 
telecommunication services, which grew by  
7.9 per cent in value added terms in the first half 
of 2017 compared to the growth of 12.1 per cent  
recorded in the corresponding period of 2016. 
Further, value added of IT programming 
consultancy and related activities continued to 
increase by 3.3 per cent during the period under 
consideration, on top of the 6.9 per cent growth 
recorded in the same period of 2016, contributing 
positively to the growth within the segment. 
However, programming and broadcasting 
activities and audio video production activities 
contracted marginally by 0.7 per cent in value 
added terms during the first half of the year as 
opposed to the growth of 12.4 per cent recorded 
in the corresponding period of 2016.

Financial, Insurance and Real Estate 
Activities, including Ownership of 
Dwellings

 y The financial, insurance and real estate 
activities including ownership of dwellings 
expanded by 9.4 per cent in value added terms 
during the first half of the year, in comparison 
to a growth of 8.4 per cent recorded in 
the corresponding period of 2016. This 
expansion was mainly fuelled by the continuous  
development in financial service activities and 
auxiliary financial services, which grew by 15.8 
per cent in value added terms during the period, 
compared to the growth of 14.5 per cent in the 
corresponding period of 2016. Further, real estate 
activities, including ownership of dwellings, grew 
by 2.7 per cent in value added terms during the 
first half of the year, compared to the growth of 2.5 
per cent in the same period of 2016. Moreover, 
value added of insurance, reinsurance and 
pension funding activities grew by 6.5 per cent 
in the first half of 2017 compared to a growth of  
8.7 per cent in the corresponding period of 2016.
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Professional Services and Other Personal 
Service Activities

 y Professional services and other personal 
service activities grew by 1.6 per cent in value 
added terms during the first half of 2017 in 
comparison to a growth of 0.9 per cent in the 
corresponding period of 2016. This growth 
was mainly driven by the improvement in other 
personal services activities, which grew by  
2.0 per cent in value added terms during the period, 
compared to the growth of 1.8 per cent recorded 
in the corresponding period of 2016.  However, 
professional services activities contracted by  
0.8 per cent during the first half of 2017 compared 
to the contraction of 3.9 per cent posted in the 
same period of 2016, thus continuing its declining 
trend and dampening the overall growth within 
this segment. 

Public Administration, Defence, 
Education, Human Health and Social Work 
Activities

 y The public administration, defence, 
education, human health and social work 
activities grew marginally by 0.8 per cent in 
value added terms during the first half of 2017 
in comparison to the growth of 3.4 per cent 
recorded in the corresponding period of 2016. 
This slowdown was largely attributable to the 
contraction of 4.8 per cent recorded in value added 
of public administration and defence, compulsory 
social security activities during the period as 
opposed to the growth of 5.2 per cent recorded 
in the corresponding period of 2016. However,  
the value added of human health, residential 
care and social work activities significantly grew 
by 12.4 per cent during the period, recovering 
from the contraction of 3.1 per cent recorded 
in the corresponding period of 2016. Further,  
education services grew by 4.3 per cent in value 
added terms during the first half of 2017 compared 
to the growth of 5.1 per cent recorded in the same 
period of 2016. 

Expenditure

 y Gross Domestic Expenditure (GDE), which 
consists of consumption and investment 
expenditure that represent the domestic 
demand in the economy, grew by 10.9 per cent  
in nominal terms during the first half of 
2017, compared to the growth of 7.3 per cent 
recorded in the corresponding period of 2016. 
The substantial growth in both investment and 
consumption expenditure contributed to this 
expansion. The investment expenditure grew by 
12.0 per cent in nominal terms during the first half 
of 2017 compared to the growth of 12.5 per cent  
in the corresponding period of 2016, while 
consumption expenditure grew by 10.5 per cent in 
nominal terms during the period vis-à-vis a growth 
of 5.2 per cent in the first six months of 2016. 
However, net external demand worsened during 
the first half of 2017, contracting significantly by 
22.7 per cent in nominal terms in comparison 
to a contraction of 2.8 per cent recorded in the 
corresponding period of 2016. This decline was  
attributable to the higher growth in imports relative 
to exports during the period. Consequently, GDP, 
which comprises of the aggregate of domestic 
demand and external demand, grew by 10.1 per 
cent in nominal terms during the first half of 2017 
compared to the growth of 7.6 per cent recorded 
in the corresponding period of 2016.

 y GDE in 2017 is projected to grow by 8.7 per 
cent in nominal terms to Rs. 13,850 billion 
in comparison to a growth of 8.2 per cent 
recorded in 2016. The increase in investment 
activities in tandem with the expansion in 
consumption expenditure is expected to 
contribute to the growth in GDE.  However, net 
external demand is projected to contract by  
8.3 per cent in 2017 although at a slower pace 
than 9.6 per cent contraction recorded in the 
previous year. Consequently, GDP is projected to 
grow by 8.7 per cent in nominal terms during 2017 
registering   Rs. 12,871 billion, in comparison to a 
8.1 per cent growth recorded in 2016.
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Consumption

 y Consumption expenditure, which accounts 
for the highest share in aggregate demand, is 
projected to grow by 7.9 per cent in nominal 
terms in 2017 compared to a 4.1 per cent 
growth in 2016. Private consumption expenditure,  
which witnessed some slowdown in 2016 
is anticipated to increase during the year, 
continuing the trend observed in the first half 
of 2017. Accordingly, the private consumption 
expenditure is projected to grow by 8.3 per cent in 
nominal terms in 2017 compared to 4.3 per cent 
growth recorded in 2016. Based on the approved 
budget estimates and progress during the first 
half of 2017, public consumption expenditure is 
expected to increase at a moderate pace during 
the year, in line with the fiscal consolidation path 
of the government. 

Investment

 y Investment expenditure in nominal terms 
is expected to grow by 10.6 per cent during 
2017 compared to the 19.6 per cent 2016. 
Investment expenditure is expected to be mainly 
driven by private investment activities while 
public investment activities would increase at 
a moderate pace. Construction activities have 
expanded substantially as reflected by the 
significant increase in cement availability and 
building material imports during the first six 
months of 2017. Further, the Cost of Construction 
Index also recorded a positive growth during 
the first half of 2017, indicating the expansion 
in construction activities in nominal terms. 
Moreover, credit granted by commercial banks to 
the private sector for personal housing, including 
purchase/construction/repair activities, also grew 
at a higher rate by end June 2017 compared to 
the corresponding period of 2016. Meanwhile, 
the importation of investment goods including 
machinery and equipment and other investment 
goods, increased both in volume and value terms 
as reflected by trade indices during the first half 
of 2017. It is envisaged that these developments 
would continue during the rest of the year 
stimulating investment growth. Accordingly, 

investment expenditure as a percentage of  
GDP is expected to increase to 32.0 per cent in 
2017, from 31.5 per cent in 2016. 

 y Inflows of Foreign Direct Investments 
(FDI) to projects approved by the Board of 
Investment (BOI), including loans to such 
projects, amounted to US dollars 601.3 
million in the first half of 2017 compared to 
US dollars 332.2 million in the first half of 
2016, reflecting a year-on-year growth of 81.0 
per cent. FDI inflows relating to infrastructure 
projects, services and manufacturing increased 
respectively by 138.2 per cent, 15.1 per cent and 
93.8 per cent. Majority of FDI during the period 
was on account of infrastructure related projects 
representing around 46 per cent of total FDI (US 
dollars 276.6 million). FDI in the manufacturing 
sector amounted to around 31 per cent of total 
FDI inflows (US dollars 185.6 million), whereas 
FDI in the services sector amounted to US dollars  
138.5 million representing about 23 per cent of 
total FDI during the first half of 2017.

Savings

 y Domestic savings as a percentage of GDP, 
are projected to increase while national 
savings would remain marginally below the 
level recorded in the previous year. Domestic 
savings are expected to increase to 24.4 per 
cent of GDP in 2017 from 23.8 per cent of  
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GDP in 2016. It is envisaged that the government 
dis-savings would decline, contributing to the 
expected improvement in domestic savings in 
2017. In the meantime, in rupee terms, net primary 
income from the rest of the world is anticipated 
to contract at a slower pace in 2017 compared 
to the previous year, while net current transfers 
from the rest of the world are projected to grow 
at a slower rate during 2017 mainly on account 
of the slow growth in workers’ remittances.  
Accordingly, national savings as a percentage 
of GDP are projected at 29.0 per cent in 2017 
compared to 29.1 per cent recorded in 2016.

Expected Developments

 y The Sri Lankan economy is expected to grow 
by around 6.0 per cent in real terms in 2018 
as per the medium term macroeconomic 
framework. The growth is expected to be broad 
based buoyed by all major economic activities. 
Further, improvements in the investment climate 
are expected to boost domestic and foreign 
private investments in the country.

 y The agriculture activities are expected to 
recover partially in 2018 from the impact of 
adverse weather conditions experienced in 
2017, amidst favourable domestic and global 
conditions. The tea industry is expected to 
gather momentum in 2018 with perceived higher 
international prices, encouraging domestic tea 
producers to increase production. However, the 
cost of tea production is expected to increase, 
adversely affecting profit margins while yield 
per hectare is expected to remain at low levels. 
Meanwhile, the export demand for rubber, amidst 
depleting global stocks, is expected to provide 
an impetus for the local rubber industry in 2018. 
However, it is imperative that rubber cultivation 
is extended to non-traditional areas to ensure 
the long-term viability of the industry as per the 
Rubber Sector Master Plan that would address 
disruptions to tapping operations caused by the 
persistent heavy rainfall in traditional rubber 
growing areas. Although the lagged effect of the 
drought that prevailed since the second half of 
2016 resulted in a substantial decline in coconut 

production in 2017, intermittent rainfall received 
during this year would stimulate nut setting 
leading to an increase in coconut production 
in 2018 compared to 2017. Subsequent to 
the lifting of the EU ban on fish exports from 
Sri Lanka, the fisheries sector performance is 
expected to further improve during 2018. Growth 
in inland and aquaculture fish production is 
envisaged to increase due to better management 
practices adopted for inland water bodies during 
2017. Measures taken through the effective 
implementation of the Livestock Sector Master 
Plan would enable the dairy and poultry sectors 
to move in to a higher level of production in 2018. 
It is expected that the domestic dairy production, 
which has seen an increasing trend during recent 
years, would be sufficient to meet around 60 per 
cent of the local requirement in 2018. 

 y The industry related economic activities are 
expected to continue the positive momentum 
in 2018. Manufacturing activities are expected to 
provide a high contribution to industry activities 
supported by the improvement in macroeconomic 
conditions, continuous efforts of the government 
to attract FDI and the favourable impact of 
the GSP+ concession. Regaining of GSP+ is 
expected to increase apparel exports. In addition, 
the envisaged development of industrial corridors 
and logistic facilities are likely to help attract 
FDI and provide an environment for industrial 
development in the country. These are expected 
to be supplemented through conducive and 
consistent policies on taxation, land administration, 
labour regulations, along with increased 
digitalisation and other incentives offered by the 
government. Meanwhile, SMEs are envisaged to 
benefit from the new credit guarantee and SME 
funding schemes introduced by the government.  
Although trade agreements are a vital linkage 
in obtaining access to global value chains, the 
government will have to take necessary steps 
to enforce the planned anti-dumping policies 
expeditiously to ensure the growth prospects of the 
Micro, Small and Medium Enterprises (MSMEs). 
Another policy priority is the need to upgrade 
the manufacturing sector as a technologically 
intensive high value adding sector. Meanwhile, 
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it is expected that the private sector would drive 
construction activities absorbing the demand 
for residential and commercial buildings, while 
government construction activities on essential 
areas related to infrastructure development 
are expected to continue, particularly on a PPP 
basis. Nevertheless, capacity constraints such 
as skilled labour shortages, skill mismatches, 
and the increase in the cost of labour and utilities 
have been identified as issues that need to be 
addressed in order to unleash the full potential of 
the industry activities.

 y Services activities are expected to maintain 
the high growth momentum in 2018, supported 
by all major economic activities within this 
segment. This broad-based growth is expected 
to be supported by traditional economic activities 
such as wholesale and retail trade and transport 
activities as well as more dynamic activities such 
as financial services, professional services, IT 
programming, telecommunication and personal 
services, which have gathered momentum in 
line with global developments. Initiatives in  
enhancing supportive services such as  
transportation, financial services, communication, 
etc., which provide significant synergy effects in 
boosting value added of other economic activities, 
are essential in moving towards this broad-based 
growth. Implementation of policies to develop the 
existing road network and to supply better public 
transportation modes would enhance transport 
activities. Further, professional services have 
an enormous potential to contribute towards the 
growth in this segment through services exports. 
Appropriate strategies to attract foreign and local 
ventures and to provide institutional support, 
together with an enabling environment are 
essential in promoting such services exports. This 
would be further facilitated by introducing modern 
technology to improve education standards, and 
providing government support to boost innovation, 
R&D and other technological enhancements 
related investments. Tourism related activities are 
also expected to provide positive impetus to the 
growth within services activities. Thus, policies 

should focus on developing marketing strategies 
to promote specific tourism segments with low 
price elasticity of demand such as medical 
tourism in addition to traditional tourism segments. 
Services and Industry oriented activities, which 
have the potential of contributing to a significant 
growth in the foreseeable future, currently face a 
labour shortage, both skilled and unskilled, which 
is expected to aggravate by 2020. Therefore, 
attracting foreign investments and developing 
public–private partnerships to establish demand 
driven training centres that cater to market needs 
are crucial at this juncture to address the skills gap 
and to create a knowledge hub that meets both 
domestic and international skill requirements. 

 y Investment activities, mainly driven by private 
investment expenditure are expected to 
maintain its positive growth momentum in 
2018, accounting for about 32.5 per cent of 
GDP. Private investment expenditure is expected 
to increase with the prudent government 
policy measures that would eventually boost 
investor confidence. Private investment 
activities specifically related to the construction 
of condominium and commercial building 
schemes are expected to contribute towards 
this growth. Government investment expenditure 
is also expected to grow at a moderate pace, 
with prioritised investments on infrastructure 
development projects to facilitate economic 
growth.

 y The level of savings in the economy needs to 
be sustained at a favourable level in stepping 
to a higher growth trajectory. In this regard, 
both private and government savings need to 
be improved. The government’s continuous 
commitment towards fiscal consolidation and 
positive real interest rates are expected to 
improve domestic savings. Meanwhile, adopting 
appropriate macroeconomic policies to facilitate 
domestic investments and promote FDIs would 
help reduce the savings-investment gap of the 
economy.


