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This month’s highlights:
 New IPS publica�on ‘Winners and Losers of Sri Lanka’s Work from Home Policy’ by Suresh Ranasinghe and Dr Nisha Arunatilake
looks at how the Work from Home policy aﬀects the economic engagement of diﬀerent workers in Sri Lanka.
 IPS presents policy proposals for inclusion in the forthcoming Interim Budget that highlight prompt remedial actions needed to
mi�gate the ongoing economic crisis.
 Dr Dushni Weerakoon, wri�ng for the IPS blogsite Talking Economics (TE), explores the eﬀect of spiralling inﬂa�on in recent
months and emphasises the need to take simultaneous ac�on on all macroeconomic policy fronts to help stabilise prices.
 Binura Seneviratne, in a TE blog, analyses the risks of stagﬂa�on amidst the current economic crisis and outlines policy op�ons
to protect vulnerable groups from stagﬂa�on.
 In the Inside IPS segment, Binura Seneviratne says that introducing laws to allow students aged 16-20 to work part-�me will
limit the possibility of students being exploited under the guise of part-�me work.
 Video featuring IPS Research Assistants Thisuri Ekanayake and Suresh Ranasinghe on winning the coveted Commonwealth
Shared Scholarships for 2022.
 Video featuring IPS Research Fellow Dr Manoj Thibbotuwawa discussing some of the factors that will cause major problems to
Sri Lanka’s food security and food availability in the near future.
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We hope you ﬁnd this issue informa�ve and welcome your feedback.
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INTERIM BUDGET 2022
Ahead of the presenta�on of the Interim Budget in August 2022, IPS outlines policy proposals
for inclusion in the forthcoming Budget that focus on the immediate remedial ac�ons
needed to overcome the current economic crisis, including the promo�on of foreign
exchange earnings, increasing government revenue, promo�ng economic growth, and meeting the essen�al needs of the people.
See more

Stagflation in Sri Lanka? Risks
and Policy Responses
By Binura Seneviratne
The emergence of a low-growth interna�onal
environment together with a signiﬁcant rise in
inﬂa�on has raised concerns of stagﬂa�on; a
period of low growth combined with high
inﬂa�on. A global stagﬂa�onary environment
can worsen Sri Lanka’s current economic crisis
restric�ng growth and increasing inﬂa�on.
Increased policy rates to combat inﬂa�on will
result in lower investments. These factors,
combined
with
poli�cal
instability,
lower-than-expected remi�ances, and lower
produc�vity due to acute shortages of essen�al items will further constrict the Sri Lankan
economy, pushing it into stagﬂa�on. Due to a
global economic downturn, rising commodity
prices and high rates of borrowing, Sri Lanka
can expect a challenging external sector
environment next year. Policymakers will need
to understand these global challenges and
make pragma�c economic decisions to
minimise further damage to the economy.

Blogs
Sri Lanka’s Runaway Inflation
and the Limits of Monetary
Policy
By Dr Dushni Weerakoon
Having kept monetary policy too loose for too
long, Sri Lanka started its �ghtening cycle in
August 2021. It signalled ﬁrm inten�ons to
regain the Central Bank of Sri Lanka’s focus on
price stability by engineering a reduc�on in
demand through high interest rates and
withdrawing liquidity from the economy.
Eﬀec�vely, in the current dire growth outlook
for Sri Lanka, the policy inten�on means
forcing a recession to tame inﬂa�on. In choosing between the op�ons of an aggressive hike
that will lead to a recession or tolera�ng a
prolonged inﬂa�onary spiral bordering on
hyperinﬂa�on, the former is preferable. Once
inﬂa�on takes hold, the damage can be corrosive, especially its deeply regressive impacts
on lower income households. But a contrac�onary strategy to suppress demand will not
achieve the desired outcomes if (a) inﬂa�on
expecta�ons are not well anchored and
people expect rapid price increases to con�nue, and (b) supply side factors remain unaddressed.
See more
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Binura Seneviratne
Research Oﬃcer at IPS

Tell us about your
background and your
role at IPS:
I have a Master’s in Economic Policy from the
Australian Na�onal University, Australia, and a
BSc in Economics and Finance from the
University of York, UK. I am also an Australian
Awards Scholar, following a short course on
Trade Promotion and Marketing post-COVID19 at Griﬃth University, Australia.
Currently, I am primarily engaged in poverty
and social welfare research at IPS under the
supervision of Dr Ganga Tilakaratne. My other research interests include sustainable
development, interna�onal trade, and development economics.

What are you currently
researching?
I am working on several projects. These include
studies on (1) the impact of the current
economic crisis on the living standards of Sri
Lankans; (2) the an�-trade bias in Sri Lanka’s
trade policy framework; and (3) how external
sector developments are aﬀec�ng the Sri
Lankan economy.

Global credit ra�ng
agency S&P Global has
recently slashed
Sri Lanka’s ra�ng to ‘D’,
represen�ng default.
How will this downgrade
impact the economy?
Ra�ng downgrades by major ra�ng agencies
such as S&P can signiﬁcantly impact the country’s economy. The Sri Lankan government
borrows to cover the large budget and current
accounts deﬁcits by issuing bonds to investors.
Generally, once a country’s risk ra�ng is downgraded, the default risk increases. Since risk
premium increases, investors demand higher
returns on government-issued bonds, which
makes borrowing expensive. It becomes
virtually impossible to borrow from the
interna�onal bond markets once the country
defaults. Due to the cross-default covenants,
we will struggle to a�ract funding from mul�lateral ins�tu�ons such as the World Bank and
the Asian Development Bank.
The economy could be aﬀected in many ways.
Inﬂa�on could increase if the government
con�nues to run a ﬁscal deﬁcit as money
prin�ng increases, given the inability to
borrow money. The economy would contract
due to spending cuts by the government.
Major development projects would also be on
hold due to the lack of funding by lending
ins�tu�ons.
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The government has
decided to allow school
students between the
ages of 16-20 to work
part-�me. Do you see
this as a posi�ve
development?
Part-�me employment should be be�er
integrated into Sri Lanka’s corporate culture as
this could incen�vise students to take up
part-�me opportuni�es while con�nuing their
studies. Working part-�me will help students
ﬁgure out what they are genuinely passionate
about and make it easier for them to enter the
workforce upon comple�on of their studies.
Despite these advantages, trade unions are
concerned that this will keep children from
low-income families away from school. The fall
in living standards with the economic crisis has
meant that families need more money to
survive. This could mo�vate children from
low-income backgrounds to focus on earning
rather than educa�on.
Proper guidelines on a scheme will limit the
possibility of students being exploited under
the guise of part-�me work. Due to the impact
of the economic crisis, in the absence of such
a scheme, low-income students could s�ll be
incen�vised to ﬁnd jobs illegally, which could
lead to greater exploita�on.

What do you enjoy
most in your work as a
researcher?
I enjoy the academic freedom at IPS, where I
can research independently and express my
views freely. I can contribute to Sri Lanka’s
economic development journey, at least in a
small way.

What are the more
challenging aspects of
your work?
Data collec�on and cleaning using primary
sources is the most challenging aspect of my
work due to its tedious nature.

What books do you
recommend to aspiring
economists?
Why Nations Fail: The Origins of Power, Prosperity and Poverty by Daron Acemoglu and James
A. Robinson inspired me to pursue a career in
economic policy. The book focuses on the role
of ins�tu�ons in economic development with
some fascina�ng country-wise comparisons. If
you are interested in economics from a ‘developmentalist’ perspec�ve, I think this could be
an excellent introductory book. I also recommend The Bottom Billion by Paul Collier, which
explores why impoverished countries fail to
progress despite interna�onal aid.

IPS Research Assistants Win
Commonwealth Shared Scholarships!
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