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OUTLINE

Economy: Evolution and Salient Features

Trade: Sri Lanka and Global Developments

e Economy and Trade in the Pandemic

Challenges and Opportunities (emanating from
domestic policies and global developments)
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The Economy of Sri Lanka:
structure and trends
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ECONOMIC STATISTICS

e Some numbers

» Size of the economy = 84 USD billion (285 USD
billion in PPP, 56th in the world)

» Growth Trajectory * Gopand per capita Gop

e Structural transformation: Composition of GDP

» Agriculture, manufacturing, and service sectors (7.54%, 16.36% and 58.10% in 2019 respectively)

e Structural transformation: Composition of
Merchandise Export Basket

» Agriculture raw materials, food, and manufacturing (2.62%, 26%, and 67.89% in 2017 respectively)

e Labor force composition ?

» Agriculture, Industry, and Service (24.97%, 27.87%, and 4715% in 2019)
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SOME KEY POINTS ON THE ECONOMIC TRANSFORMATION

e After economic liberalization in 1977 dependence on
agriculture |}
» Manufactured goods dominate exports

» Apparel industry

e Labor force reliance on agriculture is
disproportionate. In 2019

» Agriculture sector contribution to GDP: 7.54%
» But 24.97% labor force is in agriculture sector

» Informal sector is large (41.72% self-employed)
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Trade: Sri Lanka and Global
Developments
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TRADE AND GROWTH "MODELS"”: SRI LANKA

® Pre-liberalization period (1948-1977)
» Non-interventionist 1948-1960

> Interventionist 1960-1977
(Rajapatirana, 1988; Kelegama, 2000)

e Post-liberalization period (1977 onwards)
> First wave of liberalization 1977

» Second wave of liberalization and aftermath
(1991/92-2005)

» Nontradable sector growth (2005-2015)

» Attempts for trade liberalization (2015-2019)
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GLOBAL DEVELOPMENT: PRE-PANDEMIC ERA

e Political Developments and "Deglobalization” push
| 4 BreXit' and Tr‘ump » Electoral map

» Slow growth of manufacturing job, wage effect, and
unemployment

» Chinese import competition (Autor et al., 2013, 2014;
Acemoglu et al., 2016)

» NAFTA (Hakobyan and McLaren, 2016)

» Import competition and voting behavior (Jensen
et al,, 2017; Colantone and Stanig, 2018a,b; Autor
et al., 2020; Wijesinghe, 2020)

e |s there a deglobalization ? » stowbatization
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Economy and Trade in the
Pandemic
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ECONOMY: PROSPECTS OF A V-SHAPE RECOVERY

e Pandemic-induced contraction in 2020: -3.6%

e Reasonably expect that the economy will bounce
back in 2021 to re-establish the pre-pandemic
output level and trend (IPS, 2021)

e Forecasts for 2021
» World Bank (Oct/2021): 3.3%

» IMF (Oct/2021): Downgraded from 4% to 3.6%

» CBSL:5% ? ( Q1=4.3%, and Q2=12.3%)
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TRADE: RECOVERED FAST GLOBALLY

e Recovery exceeded WTO forecasts » ctobal trade recovery

e Predictions by WTO (October 2021 vs March 2021)
> 2021: 10.8% Vs 8.0%

> 2022: 4.7% VS 4.0%

e Exports by Sri Lanka
> 2019: 11.94 USD billion, 2020: 10.05 USD billion

» 2021: Upto August 7.90 USD billion (comparable
values for 2019 and 2020 are 8.03 and 6.45 USD
billion respectively)

e ADB: 10% growth, EDB expects 12 USD billion ?
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Challenges and

Opportunities (emanating
from domestic policies and

global developments)



CHALLENGES: OVERALL ECONOMY

e Challenge (IPS, 2021):
> Below par growth performance before COVID-19

» Achieving a robust increase in economic activity to
lift the current trend of growth rate substantially
over time.

e Reduced growth = pressure on fiscal space
» Importance of investing in human capital:

» Education o b Health

e Impact of fertilizer and agro-chemical ban on
economy:
» Green Revolution induced economic
growth/pro-environment (Gollin et al., 2021)

12 /26



CHALLENGES: TRADE SECTOR

e From late 2019 back to "import substitution?”

» Cove r‘age » Capital (410%), intermediate (16.24%), and consumption (10.46%)

» Call for encouraging "import alternatives”

Pandemic renewed notions about de-globalization

But globalization is here to stay (Antras, 2020)

GSP+ uncertainty

Current import controls are anti-poor (specially
urban and food-poor)

Regional trade integration attempts are ineffective

» Gravity estimates
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OPPORTUNITIES

e US supply chain re-alignment
> Semiconductors

» Critical minerals like graphite

e China-US trade war: Not escalating yet "Trump
tariffs” exist

e Successful vaccine roll-out: Opportunity to open-up
smoothly

e Favorable external conditions (increased shipping
charges and supply chain issues will be temporary)

e Free trade and Green revolution increased nations’
welfare 14,/ 26



Thank you!

15/ 26



GDP AND PER CAPITA GDP GROWTH

Source: Author’s illustration using World Bank Development Indicators data
FIGURE 1: Sri Lanka GDP and per capita GDP growth 1960-2020

< Introduction

16 / 26



STRUCTURAL TRANSFORMATION

Source: Author’s illustration using World Bank Development Indicators data
FIGURE 2: Change of the composition of GDP 1960-2020
< Introduction
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STRUCTURAL TRANSFORMATION: COMPOSITION OF MER-
CHANDISE EXPORT BASKET

Source: Author’s illustration using World Bank Development Indicators data
FIGURE 3: Composition of merchandise export basket 1960-2020

< Introduction
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COMPOSITION OF LABOR FORCE

Source: Author’s illustration using World Bank Development Indicators data
FIGURE 4: Composition of labor force 1991-2019

< Introduction
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TRUMP MINUS ROMNEY

Trump Vote Share, 2016 Minus Romney Vote Share, 2012:
All Counties
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Source: Author’s elaboration using Dave Leip’s Atlas

FIGURE 5: Trump’s vote gain in counties compared to Romney (Change of two party

<« Pre-Pandemic GD votes shares between 2016 and 2012) 20/ 26



DEGLOBALIZATION OR SLOWBALIZATION ?

Source: Author’s elaboration World Development Indicators

« Pre-Pandemic GD FIGURE 6: Evolution of trade to GDP ratio
21/26



RECOVERY OF GLOBAL TRADE

Source: Author’s illustration
< Trade recovery

FIGURE 7: Recovery of global trade 22/26



EFFICIENCY OF PUBLIC SECTOR EDUCATION EXPENDITURE

Source: Wijesinghe and Panchalingam (2018)

FIGURE 8: Efficiency of public sector education expenditure
< Economic challenges
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EFFICIENCY OF PUBLIC SECTOR HEALTH EXPENDITURE

Source: Wijesinghe and Panchalingam (2018)

FIGURE 9: Efficiency of public sector health expenditure

< Economic challenges
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GRAVITY ESTIMATES

Source: Wijesinghe and Yogarajah (2021)

<« Trade challenges FIGURE 10: Effect of RTAs on gross exports o



COVERAGE OF IMPORT CONTROLS-2020 ONWARD

Table 1: Coverage of import controls

Product category by end- use ICM Imports under ICM (USD million) % out of Total Imports (2017)
Import Control Licence 25.307 0.119
Temporary Suspension  428.839 2.012
Capital Credit Basis - 90 Days ~ 253.831 1.191
Credit Basis - 180 Days 166.043 0.779
Sub total 874.020 4.100
Banned 85.958 0.403
Import Control Licence 222.894 1.046
. Temporary Suspension  158.008 0.741
[peipedise Credit Basis - 90 Days ~ 2303.643 10.807
Credit Basis - 180 Days 691.021 3.242
Sub total 3461.524 16.239
Import Control Licence 376.641 1.767
Temporary Suspension 965.087 4.527
Consumption Credit Basis - 90 Days ~ 582.264 2.732
Credit Basis - 180 Days 304.928 1.430
Sub total 2228.920 10.456
Import Control Licence 0.726 0.003
Not classified Temporary Suspension  193.331 0.907
Subtotal 194.057 0.910
Total 6758.521 31.706

< Trade Challenges
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