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INTRODUCTION

▶ Globally, COVID-19 pandemic −→ increased trade
policy activism

• Increased barriers on exports of food and medical
products

• Lowered barriers on imports of food and medical
products

(Evenett et al., 2022; Ahn and Steinbach, 2021, 2022)

▶ Import facilitation & export controls −→ increased
availability

▶ Sri Lanka deviated from the above pattern
• COVID-19 induced foreign reserves drop &
accumulated external debt Debt ISBs Budget

Expenditure and revenue Revenue Expenditure
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INTRODUCTION

▶ Sri Lanka tightened import controls since April-2020
• Were they temporary measures or changes intended
to embark on “import substitution industrialisation” ?

“For the sustainability of the low interest rate
structure, it is essential that foreign exchange
leakages for non-essential imports and outward
investment are minimised, thereby allowing the
domestic production economy to reap the intended
benefits from easy monetary conditions” -Road Map,
2021 by Prof. WD Lakshman (then governor of CBSL)-
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INTRODUCTION: IMPORT CONTROLS: TEMPORARY MEASURES OR A
GROWTH STRATEGY?

▶ The Six Month Road Map for Ensuring
Macroeconomic and Financial System Stability-
Oct/2021 by Ajith Nivard Cabral: Governor, CBSL

▶ Targets and suggested policy measures:
“Curtail non-essential and non-urgent imports”

“Facilitate essential imports, wherever possible”

▶ “Import controls are temporary”-the current
Governor, CBSL

▶ Commitment to maintain essential imports under
difficult circumstances?
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INTRODUCTION: IMPORT CONTROLS: TEMPORARY MEASURES OR A
GROWTH STRATEGY?

▶ The Six Month Road Map for Ensuring
Macroeconomic and Financial System Stability-
Oct/2021 by Ajith Nivard Cabral: Governor, CBSL

“Encourage import alternatives”

▶ Budget speech-2022 (Hon. Basil Rajapakse, Minister
of Finance)

“We are a country with an abundance of experience
over a long period of time in promoting import
substitution industries”

“...we should create a strong import substitution
industries through the manufacturing of organic
fertilizer, renewable energy, and the production of
Milk, Sugar and Medicines”
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RESEARCH OBJECTIVES

▶ The research objectives are:
• To document the coverage of import controls

• To determine the revealed policy preferences in
imposing import controls

• To investigate the impact of import controls imposed
since 2020.

▶ Discuss the required policy reforms for an ”export
led growth strategy”
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SOME THEORIES: ORIGINS OF IMPORT CONTROLS

▶ A pestering question:

“If, by an overwhelming consensus among economists,
trade should be free, then why is it that nearly every-
where we look, trade is in chains? Why do nearly all
governments, unenlightened or enlightened, despotic
or democratic, choose such apparently inefficient pro-
tectionist policies?”
Gawande and Krishna (2003)

▶ Because “the sub-optimal policies aren’t set by those who
seek to maximize economic efficiency”

▶ “Political economy of trade policy” or “Endogenous trade
policy determination” (Goldberg and Maggi, 1999;
Grossman and Helpman, 1992; Gawande and
Bandyopadhyay, 2000)
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SOME THEORIES: ORIGINS OF IMPORT CONTROLS

▶ Why industries receive trade protection?
• The pressure group or interest group models:
Geographic and seller/buyer concentration as
predictors

• The status-quo model: present protection should
depend upon past levels of protection

▶ Endogeneity of trade protection
• First generation models: demonstration of
associations between protection levels and a variety
of political and economic variables

▶ The determinants of trade policy
• median voter models
• interest group models
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SOME THEORIES: ORIGINS OF IMPORT CONTROLS

▶ Interest group models: Key contribution by Grossman
and Helpman

• Politicians’ objective function: max

1. political contribution by lobbies
2. aggregate social welfare (maximize political support

from the electorate)

▶ Two-stage auction
• 1st stage: Lobbies present contribution schedules

• 2nd stage: Government decide tariffs through
optimization process
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RELEVANCE/APPLICABILITY OF THE THEORIES IN MODELING CURRENT
IMPORT CONTROLS IN SRI LANKA

▶ Challenges:
• Import controls ̸= protectionism: motivation might
be managing scarce reserves

• Lack of data (no campaign financing, lobbying data),
difficulties to match product lines with industry types
and industry characteristics (like industry
concentration)

▶ Approach: Modeling import controls as a function of
product characteristics taking the stated objectives
of facilitating essential imports and restricting
non-essential products into account
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METHODS: TO DOCUMENT THE COVERAGE OF IMPORT CONTROLS

▶ Method
• Import controls were categorised by type and the
enduse type of the product (HS-8 digits)

• Classification based on Broad Economic Categories:
• Consumption

• Intermediate

• Capital

• Unclassified

▶ Given the stated goals, disproportionate targeting of
consumption goods can be expected.

▶ However, Sri Lanka’s import profile is biased towards
intermediate imports
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METHODS: TO DETERMINE THE REVEALED POLICY PREFERENCES IN IM-
POSING IMPORT CONTROLS

▶ Estimate the probability of import controls
(non-price) as a function of product attributes

P (y = 1|x) = β0 + β1x1 + ...+ βkxk (1)

▶ The event of interest is a product’s probability of
being subject to import controls

▶ x=share of imports,trade deficit, RCA imports, RCA
exports, tariff revenue, product complexity, End-use,
food, sector fixed effects

▶ Only quantitative import controls are considered
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ECONOMETRIC MODEL

P (y = 1|x) = β0 + β1x1 + ...+ βkxk (2)

P (y = 1|x) = G(β0 + xβ) (3)

▶ Above model is a LPM: (P (y = 1|x)) is linear in the
parameters β

▶ Well-known alternatives exist

▶ In equation (3) G is a function taking on values
strictly between zero and one.

0 < G(z) < 1; ∀z ∈ R =⇒ 0 < P (y = 1|x) < 1 (4)

13 / 48



ECONOMETRIC MODEL

▶ G can take different distribution functions

G(z) =
exp(z)

1+ exp(z)
(5)

G(z) = ϕ(z) =

∫ −∞

z
ϕ(v)dv (6)

▶ In equation (5) G is the logistic function =⇒ Logit
model

▶ In equation (6) ϕ(z) is standard normal density, and
G is the standard normal cumulative distribution
function =⇒ Probit model

14 / 48



LPM, LOGIT, OR PROBIT ?
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METHODS: TO INVESTIGATE THE IMPACT OF IMPORT CONTROLS IM-
POSED SINCE 2020

▶ Impact of import controls on imports
• Product level event-study using monthly data
(preliminary results)

▶ Impact of import controls on exports and
economy-wide effects

• CGE modeling is complex

• Descriptive

• Review of existing evidence
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DATA

▶ Study period April/2020-August/2022

▶ We identify eight waves of import controls since
April/2020 -22 Gazette notifications

▶ Import control data was extracted from Gazette
notifications

▶ HS-8 trade data is available only for 2017 in Trade
map.

▶ Thus, trade value of each HS product line was
calculated at 2017 values

▶ CBSL external sector data
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RESULTS: COVERAGE OF IMPORT CONTROLS

▶ Major types of import control measures
• Import control license

• Ban

• Temporary suspension

• Credit basis requirements (90 days/180 days)

• Special commodity levy (SCL)
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RESULTS: COVERAGE OF IMPORT CONTROLS

▶ 8.25 USD billion worth products-38.7 per cent- are
under non-price ICMs 2017 values (In USD million,
ICL=1354, TS=2595, CB90=3089, CB180=1122, B=86)

Source: Authors’ illustration using Gazettes and Trademap data
FIGURE 1: Evolution of import control measures 19 / 48



RESULTS: COVERAGE OF IMPORT CONTROLS

▶ 8.25 USD billion worth products-38.7 per cent- are
under non-price ICMs 2017 values

Source: Authors’ illustration using Gazettes and Trademap data
FIGURE 2: Composition of import control measures by End-use categories 20 / 48



RESULTS: COVERAGE OF IMPORT CONTROLS

Source: Authors’ illustration using Gazettes and Trademap data
FIGURE 3: Coverage of import control measures by End-use categories 21 / 48



RESULTS: COVERAGE OF IMPORT CONTROLS

Source: Authors’ illustration using Gazettes and Trademap data
FIGURE 4: Coverage of import control measures by type and end-use category 22 / 48



RESULTS: COVERAGE OF IMPORT CONTROLS

▶ Importantly, about 77 per cent of capital goods under
import controls are temporarily suspended

▶ Majority of intermediate goods under import controls
are subject to credit basis requirement

• Relatively flexible form of import controls

• Commitment to ensure uninterrupted supply of raw
materials to industries

▶ However, the import controls have reached beyond
consumption goods

▶ Why?
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IMPORT PROFILE OF SRI LANKA

Source: Authors’ illustration using CBSL data

FIGURE 5: Import profile of Sri Lanka
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RESULTS: DETERMINANTS OF NON-PRICE IMPORT CONTROLS

Table 1: Results of LPM

Variable Wave 1 Wave 2 Wave 3 Wave 4 Wave 5 Wave 6 Wave 7
Share of imports 0.053274 -0.104450* -0.000048 0.024925 0.087062 0.000311 0.004759

(0.065007) (0.061611) (0.001245) (0.042007) (0.057624) (0.000392) (0.020057)
Trade deficit -0.000031 -0.000480* -0.000000 0.000170 -0.000043 0.000001 0.000083

(0.000096) (0.000255) (0.000001) (0.000201) (0.000047) (0.000001) (0.000084)
RCA imports -0.000330** 0.000160 0.000011 -0.000069 -0.000090 0.000001 0.000105*

(0.000156) (0.000222) (0.000011) (0.000064) (0.000099) (0.000001) (0.000054)
RCA exports 0.000215** 0.000434*** -0.000003 0.000153 -0.000002 0.000003 -0.000067***

(0.000103) (0.000115) (0.000002) (0.000107) (0.000010) (0.000003) (0.000021)
Tariff revenue -0.001059 -0.001947 0.000004 0.001172 -0.005495* -0.000014 0.002077

(0.003592) (0.004487) (0.000188) (0.000807) (0.003316) (0.000017) (0.001444)
Product complexity -0.045049*** -0.013285*** -0.000724 -0.001883 -0.004209 0.001066 -0.000168

(0.007462) (0.004420) (0.000642) (0.001409) (0.002986) (0.001087) (0.002409)
Capital good -0.032655* 0.049984** -0.000659 -0.070098*** 0.025674** -0.000110 -0.035839***

(0.019439) (0.021789) (0.001994) (0.018239) (0.012565) (0.000124) (0.011486)
Intermediate good -0.021358 -0.001281 -0.000788 -0.039889*** 0.010303** -0.000184 -0.036558***

(0.017311) (0.015656) (0.002535) (0.010027) (0.004733) (0.000192) (0.010959)
Food 0.058695* 0.092288*** -0.000484 -0.024905*** 0.005146* -0.000189 -0.008963

(0.034507) (0.031176) (0.001376) (0.006207) (0.002920) (0.000218) (0.010787)
Observations 5,608 4,305 3,903 3,859 3,857 3,822 3,821
R-squared 0.640251 0.548927 0.519565 0.449161 0.487152 0.003356 0.179859
Industry FE Y Y Y Y Y Y Y
Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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RESULTS OF LPM

Pr(Y = 1|x)

Source: CBSL

FIGURE 6: Coefficients of product attributes
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RESULTS: ROBUSTNESS TESTS

▶ Models were estimated
• removing zero imports

• gradually contracting the product space

▶ Results are robust

▶ Alternatively to LPM, firthlogit: better option when
fixed effects are used

▶ firthlogit has utility in logistic regression in
circumstances in which ”separation” is problematic

▶ Results are robust
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RESULTS: REVEALED PREFERENCE OF THE POLICYMAKER

▶ Initially, policymaker was careful to exempt
sophisticated products and intermediate goods

▶ Disproportionately targeted food items: assumption
of a possible substitution

▶ However, with the product space contracted,
policymaker had to expand import controls to
capital, and intermediate goods which are relatively
more complex.

▶ A consistent pattern with the IS strategy (Krueger,
1998)

▶ Yet, rather an attempt to cut down consumption than
directly substituting them?
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RESULTS: IMPACT OF IMPORTS CONTROLS ON EXPORTS

▶ Apparently, no impact on industrial exports at
aggregate level

Source: Authors’ illustration using CBSL dataFIGURE 7: Change of exports
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EXPORT CHANGE AT A MORE DISSAGREGATED LEVEL

Source: Authors’ illustration using CBSL data
FIGURE 8: Change of exports
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RESULTS: CHANGE OF IMPORTS

Source: Authors’ illustration using CBSL data
FIGURE 9: Change of imports
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RESULTS: CHANGE OF FOOD IMPORTS

Source: Authors’ illustration using CBSL data
FIGURE 10: Change of food imports 32 / 48



RESULTS: CHANGE OF FOOD IMPORTS

Source: Authors’ illustration using CBSL data
FIGURE 11: Change of food imports
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RESULTS: CHANGE OF NON-FOOD CONSUMABLE IMPORTS

Source: Authors’ illustration using CBSL data
FIGURE 12: Change of non-food consumable imports
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RESULTS: IMPACT ON EXPORTS AND IMPORTS

▶ Graphical analysis is sub-optimal

▶ Event study is being designed to estimate the impact
of import (mainly SCL) controls on imports :

• Preliminary results show that SCL has negatively
affected food imports

▶ Exports: Identifying the exact impact is complex
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ECONOMY WIDE IMPACT

▶ Continuous import restrictions are economically
harmful: reduced economic efficiency

▶ Now, policymaker decides which sectors should get
raw materials

▶ Market should decide what should be produced
based on comparative advantage

▶ Export expansion will be affected as
entrepreneurship and innovation are restricted

▶ Gradual phasing out of the import controls is
necessary for an export-led growth strategy
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IMPACT: HOUSEHOLDS

▶ Food imports are under quantitative and SCL
restrictions

Source: Authors’ illustration
FIGURE 13: Food import controls
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IMPACT: HOUSEHOLDS

Table 2: Determinants of the mean of the cost inefficiency -all food calories

Variable Model 1 Model 2 Model 3
Urban sector 0.004 0.281 0.210

(0.095) (0.251) (0.164)
Estate sector 0.394 -0.579 0.446*

(0.286) (0.661) (0.253)
Import dependency ratio 0.044*** 0.025*** 0.043***

(0.002) (0.010) (0.003)
Poor -2.487*** -1.338**

(0.650) (0.520)
Food poor 2.365***

(0.305)
Poor× IDR 0.030**

(0.014)
Food poor× IDR -0.049***

(0.014)
Urban× IDR -0.008

(0.005)
Distribution Truncated-normal Truncated-normal Truncated-normal
LR test statistics 3089.707*** 30581.364*** 33009.807***
Log likelihood 1000.992 -235.886 978.335
Observations 20,416 20,416 20,416
Quarter FE Yes Yes Yes
District FE Yes Yes Yes
Weighted Yes Yes No
Standard errors are clustered by PSU units; *** p<0.01, ** p<0.05, * p<0.1
Source: Wijesinghe and Kaushalya (2021)
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IMPACT: HOUSEHOLDS

Table 3: Determinants of the mean of the cost inefficiency -cereals & pulses

Variable Model 1 Model 2 Model 3
Urban sector 0.404*** 0.691** 0.749***

(0.104) (0.275) (0.237)
Estate sector -0.122 -11.326*** -0.072

(0.228) (0.911) (0.227)
Poor 0.228 0.137

(0.317) (0.118)
Food poor 0.899**

(0.444)
Import dependency ratio 0.056*** 0.020 0.054***

(0.004) (0.015) (0.005)
Poor× IDR -0.006

0.009
Food poor× IDR -0.037*

(0.019)
Urban× IDR -0.012**

(0.006)
Distribution Truncated-normal Truncated-normal Truncated-normal
LR test statistics 5665.514*** 73299.366*** 5321.294***
Log likelihood 561.7 -1464.633 389.5896
Observations 20,839 20,839 20,839
Quarter FE Yes Yes Yes
District FE Yes Yes Yes
Weighted Yes Yes No
Standard errors are clustered by PSU units; *** p<0.01, ** p<0.05, * p<0.1
Source: Wijesinghe and Kaushalya (2021)
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CONCLUSION

▶ The current import controls follow a pattern of IS
strategy import controls

▶ There is no direct promotion of domestic
substitution of industrial products

▶ Yet, a higher autarkic price is an incentive to allocate
resources; production may take place against the law
of comparative advantage

▶ Moreover, domestic substitution of complex products
is import intensive

▶ Outcome: growth rate of USD inflow < growth rate of
USD outflow =⇒ Persistent BOP crisis
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CONCLUSION

▶ In a phasing-out process intermediate and food
imports should be prioritised

▶ Higher domestic money supply, subsidised imported
commodities and unrealistic exchange rate will
further boost import demand

▶ Thus, phasing out of import controls should be
complemented with rational economic policies
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Thank you!

42 / 48



DEBT

Source: CBSL

FIGURE 14: Debt compositionIntroduction
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OUTSTANDING ISBS

Source: CBSL

FIGURE 15: Outstanding ISBsIntroduction
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CURRENT ACCOUNT AND BUDGET BALANCES

Source: CBSL
FIGURE 16: Current account, budget, and primary account balances 1990-2020
Introduction
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GOVERNMENT REVENUE AND EXPENDITURE

Source: CBSL

FIGURE 17: Government expenditure and revenueIntroduction
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REVENUE

Source: CBSL

FIGURE 18: Sources of revenue
Introduction
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EXPENDITURE

Source: CBSL

FIGURE 19: Expenditure categories
Introduction
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