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Beyond Human Capital Enhancement and Liberalisation:  

Sri Lanka’s Productivity Paradox 

 

Abstract 

This study explores the evolution and inner dynamics of Total Factor Productivity (TFP) growth 

in a transitional economy over six decades, unveiling paradoxical consequences that resist 

mainstream development theory. The study finds that while Sri Lanka attained high literacy and 

skills that catalyse human capital formation amidst moderate trade openness, TFP growth 

increased barely at 0.42% annually. Three regimes of productivity are observed: post-

independence stagnation (1961-1977), deep productivity crisis and gradual recovery (1978-2000), 

and productivity expansion with emerging constraints (2010-2024). Using first difference 

regression to adjust for non-stationarity of data that gauge dynamics of economic trajectories 

altered by the structural breaks, the human capital growth and trade expansion are found to be 

negatively and significantly related to TFP growth, while the armed conflict caused a symmetric 

3.0 percentage point decline at the onset in 1983 and a 3.0 percentage point recovery when the 

conflict ended. The counterintuitive outcomes reflect Sri Lanka's distinct constraints of skilled 

brain drain, skill-job mismatches, commodity-dependent trade structure, and the withering effects 

of prolonged conflict (1983-2009). The findings demonstrate that education and openness alone 

are insufficient for productivity enhancement without complementary investment in job creation, 

technological advancement, and peace. The study promotes understanding why standard growth 

policies fail in conflict-affected, middle-income countries, emphasizing the exigency of 

unorthodox frameworks that eliminate structural bottlenecks rather than merely expanding factor 

inputs. 

Keywords: Total factor productivity, Human capital, Economic Liberalisation, Armed conflict, Sri 

Lanka 

JEL codes: O47, O53, D24, O15, F43 

 


