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Sri Lanka has stabilised, with two consecutive years of growth, single-digit 
inflation for most of the recovery, and a completed debt restructuring. Steady 
progress under the IMF programme has restored a measure of confidence sooner 
than consensus expected in the immediate aftermath of the 2022 crisis. But 
stabilisation is only a platform for durable growth — and 2026 has tested how solid 
that platform really is. Durable growth goes beyond positive GDP growth: it must 
be sustained beyond rebound effects, built on productivity and investment, 
feasible within tight fiscal and external constraints, and felt by households who are 
still earning less in real terms than before the crisis.

Lingering effects of a cyclone, an oil price shock that doubled the fuel import bill 
within months, and an inflation rate that climbed from 1.6% to 7.3% in five months 
have shown how easily recovery-driven growth can be challenged. Amid these 
headwinds, revised growth estimates have diverged from the country's 
medium-term target of 7%, raising the question of whether Sri Lanka is merely 
growing again or growing differently, and underscoring the need for policy 
changes that strengthen the economy's resilience.

This year’s report follows this tension across the economy, from macroeconomic 
management and public finance to labour markets, education, health, social 
protection, energy, and climate resilience — asking not whether Sri Lanka can grow, 
but whether it can grow in a way that lasts.

 

100/20, Independence Avenue
Colombo 7
SRI LANKA
Tel: 94 11 2143100, Fax: 94 11 2665065
E-mail: ips@ips.lk, Website: www.ips.lk
Blog: ‘Talking Economics’ - www.ips.lk/talkingeconomics
X: @TalkEconSL_IPS
YouTube: @IPSsrilankavideo
Facebook: @Institute of Policy Studies of Sri Lanka (IPS)
Instagram: @talkingeconomics_ips
LinkedIn: @Institute of Policy Studies of Sri Lanka

ISBN 978-955-XXXX-XX-X

D
es

ig
ne

d 
&

 P
rin

te
d 

by
, H

or
iz

on
 P

rin
tin

g 
(P

vt
) 

Lt
d.

SRI LANKA             STATE O
F THE ECO

NO
M

Y             2026

SRI LANKA 
STATE OF THE
ECONOMY 2026

Policy Choices for Durable Growth





100/20, Independence Avenue, Colombo 7, Sri Lanka

SRI LANKA 
STATE OF THE
ECONOMY
2026



ii

Please address orders to:
Institute of Policy Studies of Sri Lanka
100/20, Independence Avenue, Colombo 7, Sri Lanka
Tel: +94 11 2143100, Fax: +94 11 2665065
E-mail: ips@ips.lk, Website: www.ips.lk
Blog: ‘Talking Economics’ - www.ips.lk/talkingeconomics
X: @TalkEconSL_IPS
YouTube: @IPSsrilankavideo
Facebook: @Institute of Policy Studies of Sri Lanka (IPS)
Instagram: @talkingeconomics_ips
LinkedIn: @Institute of Policy Studies of Sri Lanka

This report was prepared by an IPS research team led by Asanka Wijesinghe and Pulasthi 

Amarasinghe. Chapter contributions are as follows: Pulasthi Amarasinghe (Chapter 1); 

Dushni Weerakoon and Asanka Wijesinghe (Chapter 2); Asanka Wijesinghe and Rashmi 

Anupama (Chapter 3); Lakmini Fernando (Chapter 4); Pulasthi Amarasinghe and Usha 

Perera (Chapter 5); Bilesha Weeraratne and Yashora Gunawardena (Chapter 6); Erandathie 

Pathiraja and Nishamini Ihalagedara (Chapter 7); Sunimalee Madurawala (Chapter 8); 

Ganga Tilakaratna and Dinithi Athulathmudali (Chapter 9); Nisha Arunatilake and Himani 

Vithanage (Chapter 10); Priyanka Jayawardena (Chapter 11); Manoj Thibbotuwawa 

(Chapter 12); Chaya Dissanayake and Chandula Idirisinghe (Chapter 13); and Dilani 

Hirimuthugodage (Chapter 14). 

The overall guidance of Dinali Perera, editorial support from Ayesha Zuhair, administrative 

assistance from Nayomi Jayakody, and infographic support from Mélanie Pereira are 

gratefully acknowledged.

Copyright © October 2026
Institute of Policy Studies of Sri Lanka

ISBN 978-955-xxxx-xx-x

National Library of Sri Lanka-Cataloguing-In-Publication Data

2026: Policy Choices for Durable Growth 

Colombo: Institute of Policy Studies of Sri Lanka, 2026.

372 p.; 25 cm.

ISBN xxx-xxx-xxxx-xx-x

i. .....................................................   

1. .....................................................

2. ....................................................

3. .....................................................



iii

Sustaining Macroeconomic Stability
1.  Policy Perspectives  01

2.  From Recovery to Resilience: Sri Lanka’s Macroeconomic Performance 09
 2.1   Introduction 09
 2.2   Output and Employment, 2025–2026  11
  2.2.1 Growth Performance, 2025 11
  2.2.2 Output and Employment, Jan–Jun 2026 18
 2.3   Global Economic Environment: Growth and Inflation Outlook for Sri Lanka 19
 2.4   External Shocks and Monetary Policy Responses 26
  2.4.1 External Sector Pressures and Policy Measures 26
  2.4.2 Inflation Dynamics and the Monetary Policy Response 28
 2.5   Weathering the Energy Shock: The Role of Fiscal Consolidation 33
 2.6   Conclusion 36

Strengthening External, Fiscal, and Labour Market 
Resilience  
3.  Trade Policy and Export Competitiveness: Tariffs, Preferential Access, and  39
 Growth Prospects for Sri Lanka
 3.1 Introduction  39
 3.2 External Competitiveness, Growth, and Sri Lanka’s Export Landscape 41
 3.3 Shifting Competitive Terrain: Tariffs Across Major Export Markets 46
 3.4 Restoring External Competitiveness: Domestic Reforms and Market Access 51
 3.5 Achieving External Sector Competitiveness for Durable Growth 62

4. Fiscal Policy for Durable Growth in Sri Lanka 65
 4.1 Introduction 65
 4.2 Strengthening Revenue Mobilisation 66
  4.2.1 Revenue Performance: Stabilisation Gains and Constraints 66
  4.2.2 Towards a Sustainable Revenue Strategy 68
 4.3 Rationalising Government Expenditure 70
  4.3.1 Expenditure Adjustment 70
  4.3.2 Post-IMF Expenditure Rationalisation  72
  4.3.3 Strengthening Long-Term Perspective in Development Policymaking 75
 4.4 Ensuring Sovereign Debt Sustainability 77
  4.4.1 Sri Lanka’s Debt Crisis Recovery 80
  4.4.2 Reducing Debt Overhang  82
  4.4.3 Continued IMF Engagement for Sri Lanka 84
  4.4.4 Creating an Independent Institution for Fiscal Oversight  85
  4.4.5 Mitigating External Shocks for Durable Growth 86
 4.5 Conclusion and Policy Implications 87

Table of Contents



iv

5. Employment, Wages, and Structural Frictions: Towards Durable Growth in 90
 Sri Lanka  
 5.1   Introduction  90
 5.2   Growth and Labour Market Recovery   91
  5.2.1 Macro-Labour Backdrop  91
  5.2.2 Real Wages and Labour Market Pressure 94
 5.3 Productivity and Structural Transformation  97
  5.3.1 Sectoral Shifts in Output and Employment  97
 5.4   Job Quality and Labour Market Inclusion 102
  5.4.1 Employment Status and Matching Frictions  102
  5.4.2 Informality and Regulatory Frictions  105
  5.4.3 Underemployment and Skills Mismatch  109
 5.5    Policy Priorities for a More Job-Rich and Productivity-Led Growth Path 111
 5.6    Conclusion 113

Addressing Structural and Demographic Transitions 
6. Growth Engines: How Urbanisation Shapes Winning Sectors and Regions 115
 6.1   Introduction 115
 6.2   Urbanisation Landscape  117
  6.2.1 Alternative Urbanisation Estimates  117
  6.2.2 Market Access 119
 6.3   Spatial Distribution of Economic Activity  124
  6.3.1 Regional Specialisation in Agriculture  124
  6.3.2 Regional Specialisation in Industry 125
  6.3.3 Regional Specialisation in Services  127
 6.4   Spatial Reality  129
  6.4.1 Reconciling Market Access and Regional Specialisation  129
  6.4.2 Trade-off between Congestion Costs and Agglomeration Benefits 129
 6.5   Growth Constraints 130
  6.5.1 Agricultural Economic Base in Most Regions  131
  6.5.2 Excessive Concentration in the WP 131
  6.5.3 Low-value Industrial Specialisation Outside the WP  132
  6.5.4 Uneven Urban Connectivity 134
 6.6   Spatial Recommendations for Growth 135
  6.6.1 Drive Structural Transformation Through Agriculture  136
  6.6.2 Reduce Congestion in WP 137
  6.6.3 Facilitate Industrial and Service Specialisation Outside the WP  138
  6.6.4 Resolve Asymmetric Urban Connectivity 139
  6.6.5 Prioritise Key Recommendations 141

7.  Renewable Energy Transition: A Strategic Imperative for Energy Security,  142
 Economic Resilience, and Durable Growth
 7.1 Introduction 142
 7.2 Energy Sector Vulnerabilities and Their Economic Impacts 143
  7.2.1 Import Dependence 144
  7.2.2 Hydropower Over-reliance and Climate Vulnerability 145
  7.2.3 Economic Impacts 150
 7.3 RE Transition – Current Status and Infrastructure Gaps 152



v

 7.4   RE Transition in Global Context 155
  7.4.1 Energy Sector Investments 155
  7.4.2 Storage 157
  7.4.3 End-Use Transportation 158
  7.4.4 Key Challenges 159
 7.5   Institutional Transformation 160
 7.6   Financing the Transition 161
 7.7   Policy Priorities and Conclusion 165

8.  Health System Readiness for Sri Lanka’s Silver Economy: Pathways to 168
 Productive Ageing and Durable Growth 
 8.1 Introduction  168
 8.2  The Silver Economy: Concepts and Definitions  170
 8.3  Demographic and Epidemiological Transition in Sri Lanka  172
  8.3.1  Population Ageing Trends in Sri Lanka  172
  8.3.2  Epidemiological Transition and Changing Disease Burden  173
  8.3.3  Ageing, Healthcare Systems, and Public Expenditure  174
 8.4  Assessing Sri Lanka’s Health System Readiness for an Ageing Population  175
  8.4.1  Measuring Readiness: The WHO Building Blocks Framework  176
 8.5  Beyond Health: Labour, Finance, and Social Inclusion  181
  8.5.1  Labour Force Participation and Age-Friendly Work Environments  181
  8.5.2  Financial Security and Reducing Vulnerability  183
  8.5.3  Social Inclusion and Wellbeing  183
 8.6  Policy Priorities for Sri Lanka for a Health-Centred Silver Economy  183
  8.6.1  Global Experiences, Policy Approaches, and Lessons for Sri Lanka  184
  8.6.2  Policy Recommendations  186
 8.7  Conclusion  189

Protecting and Empowering the Workforce   
9.  Strengthening Shock-Responsive Social Protection in Sri Lanka: Addressing 191
 Coverage Gaps to Support Durable Growth
 9.1 Introduction 191
 9.2 Understanding and Measuring Household Exposure to Shocks 193
  9.2.1 The Household Shock Exposure Index (HSEI) 195
    9.2.2 The Climate Shock Exposure Index (CSEI) 197
    9.2.3 Spatial Patterns of Shock Exposure 198
 9.3 Aswesuma Coverage and Household Shock Exposure 199
  9.3.1 Aswesuma Coverage across Sectors and Provinces 200
   9.3.2 Aswesuma Coverage by Level of Shock Exposure 201
 9.4 Beyond Aswesuma: The Broader Social Protection System and 204
  Shock Exposure 
  9.4.1  Sri Lanka’s Social Protection System 204
  9.4.2  Social Protection System Coverage and Household Shock 206
   Exposure
 9.5 Social Protection Coverage and Shock Exposure: A Quintile-Level Analysis 208
 9.6 Conclusions and the Way Forward for a Shock-Responsive 211
  Social Protection System



vi

10.  Knowledge Workers and Durable Growth: Improving Returns to Tertiary 216
 Education
 10.1 Introduction 216
 10.2 Tertiary Education and Growth Nexus  217
  10.2.1 Skilled Workers’ Contribution to Growth 217
  10.2.2 Quality of Education 218
  10.2.3 Proper Use of Tertiary Education Matters 218
  10.2.4 Tertiary Education as a Driver of Growth in Sri Lanka 219
 10.3  Highly Skilled Workers and Their Contributions to Growth 219
  10.3.1 International Comparison of Tertiary Education Progress 219
    10.3.2 Employment Outcomes of the Tertiary-Educated 225
 10.4  Gender Aspects of the Labour Market and Returns to Education 231
  10.4.1 Trends in Knowledge Workers Across Gender 231
    10.4.2 Returns to Education due to Education vs Occupational Sorting 232
 10.5  Policies for Improving Tertiary-educated Knowledge Workers in Sri Lanka 234
  10.5.1 Driving Economic Growth Through Targeted Educational 235
   Investment
    10.5.2 Aligning Graduates with Labour Market Demand by Type 235
    10.5.3 Addressing Labour Market Mismatch 236
   10.5.4 Supporting Gender Balance for Better Labour Market Outcomes 237
   10.5.5 Scaling Higher Education: Catching Up With Regional Peers 238
 10.6  Conclusion 238

11.  Decent Work, Durable Growth: Addressing Informality and Labour  240
 Vulnerability in Sri Lanka
 11.1  Introduction 240
 11.2  Informality and Development Challenges 241
 11.3  Informal Economy in Sri Lanka 242
  11.3.1 Informal Wage Employees 246
    11.3.2 Monthly Wage Distribution of Formal, Informal, and  249
   Self-Employed Workers
  11.3.3 Wage Differences Between Formal and Informal Wage 250
   Employment 
  11.3.4 Labour Vulnerability to Environmental Shocks 251
    11.3.5 The Degree of Informality of Households 252
 11.4  Factors Affecting the Informal Labour Market in Sri Lanka 254
  11.4.1 Why People Participate in Informal Employment 254
    11.4.2 Rigid Labour Market Regulations 256
  11.4.3 High Cost and Complexity of Formalisation 258
 11.5  Challenges in Addressing Informality 258
  11.5.1 Skills Deficits and Human Capital Constraints 259
  11.5.2 Insufficient Formal Job Creation 259
  11.5.3 Limited Social Security 259
 11.6  Conclusion and Policy Recommendations  260



vii

Advancing Food System Resilience and Value Addition  
12  Reorienting Sri Lanka’s Agriculture for Durable Growth Through   265
 Value Addition
 12.1  Background 265
 12.2  Conceptual Framework: From Productivity Slowdown to Value-Based 266
  Transformation
 12.3  Diagnosing Sri Lanka’s Agricultural Productivity Slowdown 268
  12.3.1 Yield Trends Across Major Crop Systems 269
    12.3.2 Cost-Revenue Dynamics 270
   12.3.3 TFP Analysis: Measuring Efficiency Beyond Yield Performance 273
 12.4  Value Creation as Sri Lanka’s Agricultural Growth Pathway  276
  12.4.1 Reaching the Limits of the Primary Production Model 276
    12.4.2 The Value Leakage Problem in Sri Lankan Agriculture 277
    12.4.3 Status and Potential of Agro-Processing and Value Addition 279
   in Sri Lanka
 12.5  Evidence on Constraints to Agro-Industrialisation  283
  12.5.1 Descriptive Evidence on Value-Addition Constraints 283
   12.5.2 Quantifying the Key Constraints: Econometric Evidence 285
 12.6  Conclusion and Way Forward  286

13. Regional Disparities in Food System Resilience: A Sustainable  290
 Development Perspective  
 13.1  Introduction 290
 13.2 Conceptual Framework for Food System Resilience and Sustainable 291
  Development 
 13.3  Shocks and Stressors to Food System Resilience 294
  13.3.1 Climate and Environmental Shocks and Stressors 294
    13.3.2 Economic and Policy Shocks and Stressors to Food Systems 296
    13.3.3 Structural Stressors of Food Production Systems 299
 13.4  Food System Resilience for Growth, Wellbeing, and Sustainability  307
 13.5  Geographical Divide in Food System Vulnerability  308
 13.6  Conclusion and Way Forward  315

14. The Coconut Conundrum: Towards Export Competitiveness and Durable 317
 Growth  
 14.1 Introduction  317
 14.2 Overview of Sri Lanka’s Coconut Sector 319
  14.2.1 Coconut Sector Contribution to the Economy 319
    14.2.2 Coconut Production and Domestic Utilisation 320
    14.2.3 Export Performance of the Coconut Sector 324
    14.2.4 Global Competitiveness and Comparative Advantage 327
 14.3 Challenges Hindering the Growth of Sri Lanka’s Coconut Sector  331
 14.4 International Experiences and Strategic Responses 336
  14.4.1 International Experiences and Insights 336
    14.4.2 Strategies Adopted for Managing Competing Objectives 337
 14.5 Policy Priorities for Durable Growth in Sri Lanka’s Coconut Sector 340
  14.5.1 Boosting Productivity 340
    14.5.2 Increasing Value Addition 341
    14.5.3 Reforming Trade Policy 341
    14.5.4 Strengthening Institutions and Climate Resilience 341
 14.6 Conclusion  342



viii

List of Figures 

Figure 2.1 : Real GDP Growth Paths for Sri Lanka, 2015-2030 12
Figure 2.2 : GDP Growth by Expenditure, 2018-2025 15
Figure 2.3 : LFPR and Unemployment Rate, 2021-2025 16
Figure 2.4 : Sectoral Employment Shares and Total Employment (mn), 2021-2025 17
Figure 2.5 : Quarterly GDP Growth – Production Approach, Q1-2025 to Q2-2026 18
Figure 2.6 : Commodity Market Futures and Spot Price Movements 21
Figure 2.7 : External Performance, Jan-Jul 2025 vs 2026 22
Figure 2.8 : Quarterly Imports by Category, Q1-2025 to Q2-2026 23
Figure 2.9 : FDI and Portfolio Investment in Sri Lanka, 2015-2025 24
Figure 2.10 : Net Forex Purchases and Reserves, Jan 2025-Aug 2026 26
Figure 2.11 : Consumer Price Index and Producer Price Index 29
Figure 2.12 : Bank Credit to the Private Sector and Government 30
Figure 2.13 : Budget Outturn of Sri Lanka, 2022-2025 33
Figure 3.1 : Net Export Contribution to 7% GDP Growth Target 43
Figure 3.2 : Export Similarity Index for All Exports 47
Figure 3.3 : Export Similarity Index of the Wearing Apparel Sector 48
Figure 3.4 : Cascading Tariff – Portugal Freezer, 2025 54
Figure 3.5 : Effective VAT Rate on Different Import Groups, 2025 56
Figure 3.6 : Effective SSCL Rate on Different Import Groups, 2025 57
Figure 4.1 : Revenue Performance 2019-2025 67
Figure 4.2 : Government Expenditure 2019-2025 71
Figure 4.3 : Expected Total Investment Requirement 73
Figure 4.4 : Evolution of Public Debt 78
Figure 4.5 : Foreign Debt Repayment 81
Figure 4.6 : Debt Sustainability Targets in the IMF Baseline Scenario 81
Figure 4.7 : Evolution of Public Debt in Countries with a Medium-Term Debt 83
   Management Strategy
Figure 5.1 : Real GDP Growth, Inflation, and Employment Growth 91
Figure 5.2 : Labour Force Participation Rate, Employment-to-Population 94
   Ratio, and Unemployment Rate
Figure 5.3 : Wage-Price Squeeze of Monthly Salaried Employees 95
Figure 5.4 : Annual Decomposition of Aggregate Labour Productivity Growth, 100
   2018-2024
Figure 5.5 : Employment Status Composition, 2018-2024 102
Figure 5.6 : Employment Distribution Across the Three-Tier Labour Model, 106
   2018-2024
Figure 5.7 : Informality Rate by Sector, 2019, 2022, and 2024 107
Figure 5.8 : Overwork Rate and Underemployment Rate 110
Figure 6.1 : Population-Weighted MA Estimates for Districts in Sri Lanka, 2024 121
Figure 6.2 : Provincial-Level MA by GDP and Population 122
Figure 6.3 : Location of Industrial and Commercial Activity as Proxied by 123
   Electricity Consumer Type, 2024
Figure 6.4 : Agriculture Specialisation 125
Figure 6.5 : Industrial Sector Specialisation 126
Figure 6.6 : Services Sector Specialisation 128
Figure 7.1 : Energy Supply and Demand by Source 144
Figure 7.2 : Generation Mix (Electricity) 146
Figure 7.3 : Electricity Demand by Consumer Group 147
Figure 7.4 : Regional Electricity Prices (PPP-adjusted) 148
Figure 7.5 : Average Unit Cost of Generation by Electricity Source 149



ix

Figure 7.6 : Annual Value of Fuel Imports Over Time 151
Figure 7.7 : Consumer Subsidies for Electricity and Petroleum – Sri Lanka 152
Figure 7.8 : RE Installed Capacity by Technology (4,808 MW), 2025 – Sri Lanka 153
Figure 7.9 : Global Energy Sector Investments, 2025 156
Figure 7.10 : Global Capacity Additions of RE by Technology 156
Figure 7.11 : Storage and EV Deployment 158
Figure 8.1 : Health System: The Silver Economy’s Core Enabler 171
Figure 8.2 : Population by Age and Sex – Sri Lanka, 2023 and 2050 172
Figure 8.3 : Causes of Death, Sri Lanka 173
Figure 8.4 : Distribution of Disability-Adjusted Life Years (DALYs) Among Older 174
   People
Figure 8.5 : GGHE-D and OOPHE as a % of Current Health Expenditure  175
Figure 8.6 : The Six Building Blocks of a Health System: Aims and Desirable  177
   Attributes
Figure 8.7 : Labour Force Participation Rate by Age Group and Sex, 2024 182
Figure 9.1 : Severity of Impact Across Different Types of Shocks Faced by 196
   Households
Figure 9.2 : Distribution of HSEI Score 197
Figure 9.3 : Climate Shock Exposure Index (CSEI) 198
Figure 9.4 : Aswesuma Coverage by HSEI and CSEI Shock Exposure 202
   Categories (%)
Figure 9.5 : Aswesuma Coverage by Sector and Shock Exposure Categories (%) 202
Figure 9.6 : Social Protection System Coverage by Shock Exposure Categories 207
Figure 9.7 : Coverage of the Broader Social Protection System and Aswesuma 209
   Across Quintiles
Figure 9.8 : Coverage of Social Protection System and Aswesuma by HSEI 210
   Category and Expenditure Quintile (%) 
Figure 10.1 : Graduate Output Trends by Degree Type and Gender 224
Figure 10.2 : Distribution of Working Age Population, by Type of Activity and 225
   Education (%)
Figure 10.3 : Share of Managers, Professionals, and Technical Workers Among 228
   the Total Employed
Figure 10.4 : Distribution of Professionals (ISCO 2) Across Types of 229
   Professionals, 2024
Figure 10.5 : Distribution of Professional Groups (ISCO 2) by Gender, 2024 230
Figure 11.1a : Trends in Informal Employment 246
Figure 11.1b : Trends in Wage Employment 246
Figure 11.2 : Monthly Wage Distribution, 2024 250
Figure 11.3 : Distribution of the Overall Population by Household Level of 254
   Informality
Figure 12.1 : Conceptual Framework 267
Figure  12.2 : Yield Variability of Major Food Crops in Sri Lanka 270
Figure 12.3 : Agricultural TFP Growth: Sri Lanka vs Regional Peers 273
Figure 12.4 : Individual Country TFP Growth in South and Southeast Asia 275
Figure 12.5 : Input Contributions to Growth 276
Figure 13.1 : Conceptual Framework: Sustainable Development Through 294
   Food System Resilience
Figure 13.2 : Damages Caused by the Natural Disasters in Sri Lanka 295
Figure 13.3 : Import Share vs Domestic Production Share, 2010-2023 303
Figure 13.4 : Dietary Sourcing Flexibility Index Across 2011-2020 306
Figure 13.5 : Poverty Headcount Index by District: Sri Lanka, 2012-13 309
Figure 13.6 : Spatial Distribution of Caloric Supply in Sri Lanka 314



x

Figure 14.1  : Value Addition by Main Crops 320
Figure 14.2 : Coconut Utilisation in 2024 322
Figure 14.3 : Household Expenditure Share on Coconut Products 323
Figure 14.4 : Monthly Household Consumption of Coconut Products 323
Figure 14.5 : Export Earnings of Coconut 324
Figure 14.6 : Monthly Export Earnings of Coconut 325
Figure 14.7 : Export Composition of Coconut Products, 2025 326
Figure 14.8 : RCA for Main Coconut Exports, 2023 327
Figure 14.9 : Desiccated Coconut World Prices 328
Figure 14.10 : Desiccated Coconut: Untapped Markets 329
Figure 14.11 : Untapped Market Potential for Crude Coconut Oil 330
Figure 14.12 : Trends in Coconut Production and Cultivated Areas 331



xi

List of Tables

Table  2.1 : Real GDP and its Components, 2018-2019 vs 2024-2025 11
Table 2.2 : Compound Annual Growth Rate by Sector (%) 13
Table 2.3 : Aggregate Demand and Savings 13
Table 2.4 : Composition of Central Government Debt, 2022 to 2025 35
Table 3.1 : Sri Lanka Merchandise Exports CAGR, 1990-2025 44
Table 3.2 : Sri Lanka Export Margin Decomposition, 2008-09 to 2023-24 45
   (USD mn)
Table 3.3 : Sri Lanka’s Largest Export Markets, 2025 46
Table 3.4 : Trade-Weighted Tariff Rates for Exports to the UK, 2025 49
Table 3.5 : Trade-Weighted Tariff Rates for Exports to the EU, 2025 50
Table 3.6 : Import Tariff Rates by Product Category, 2025 53
Table 3.7 : Tariff Base for Different Levies 55
Table 3.8 : Additive ERP: Customs Duties and Para-tariffs 56
Table 3.9 : EIC Reform Under Different Phase-out Types 58
Table 3.10 : Effective EIC Rate by End-use Category, 2025-2029 (%) 59
Table 3.11 : Cumulative Revenue Loss Including Cascade Effects, 2026-2029 60
   (LKR bn)
Table 3.12 : ERP Change for Wearing Apparel and Footwear Sectors 60
Table 3.13 : Selected Wearing Apparel Sectors under EIC 61
Table 3.14 : ERP Effect on Sectors With Deferred EIC Elimination, 2029 62
Table 4.1 : Tax Revenue in Selected Emerging Economies 68
Table 4.2 : Long-Term Development Planning in Post-Crisis Recovery: 77
   Country Experiences
Table 4.3 : Estimated Macroeconomic Impact of a Middle East Conflict 87
   Escalation on Sri Lanka
Table 5.1 : Percentage Change in Real Monthly Salaries of Salaried 96
   Employees by Sector and Gender, 2019–2024
Table 5.2 : Labour Productivity (Real Sector Value Added – LKR Thousand 98
   per Worker) by Sector
Table 5.3 : Own-Account Employment Share by Sector, 2018-2024 103
Table 5.4 : Reservation Wage vs Market Wage 104
Table 5.5 : Earnings Gap: Formal (EPF-Covered) Employees vs Own-Account 108
   Workers
Table 5.6 : Informality Rate by Education Group and Sector 109
Table 5.7 : Skills-Occupation Mismatch: Education Group x ISCO Skill Tier 111
Table 6.1 : Distribution of Urban Population – Alternative Estimates for 2024 118
Table 6.2 : Variation in Market Access, 2024 135
Table 7.1 : Comparison of Power Sector Reforms 161
Table 7.2 : Climate Finance Solutions for RE Adoption 162
Table 7.3 : Potential Funding Sources and Tools 164
Table 8.1 : Policy Actions from Other Countries and Lessons for Sri Lanka 185
Table 8.2 : Mechanisms to Reduce Out-of-Pocket Expenditure for Older Persons 188
Table 8.3 : Policy Feasibility for a Health-Centred Silver Economy in Sri Lanka 189
Table 9.1 : Household Shock Exposure by Sector and Province 199
Table 9.2 : Aswesuma Coverage by Province and Shock Exposure Level (%) 203
Table 9.3 : Coverage of Key Social Protection Programmes/Benefits 205
Table 10.1 : Mapping of ISCO-08 Skills by Occupation Group 220
Table 10.2 : Gross Enrolment in Tertiary Education (GTE), 2012 and 2024 222
Table 10.3 : Employed Population by Occupation Group and Education 227



xii

Table 10.4 : Returns to Tertiary Education – Decomposition 233
   (Education vs Occupation) for STEM and Non-STEM Graduates
Table 11.1 : Employment Characteristics (2024) 245
Table 11.2 : Characteristics of Formal and Informal Wage Employment (2024) 248
Table 11.3 : Wage Difference: Formal vs Informal Wage Employees 251
Table 11.4 : Determinants of Formal and Informal Employment Choice 255
Table 11.5 : Severance Payments for Redundancy Dismissal 257
Table 11.6 : Redundancy Rules 258
Table 11.7 : Skills Development 261
Table 11.8 : Worker Registration and Formalisation 262
Table 11.9 : Business Formalisation and SME Growth 263
Table 11.10 : Labour Rights and Social Security Awareness 264
Table 12.1 : Market Margin of Major Agricultural Commodities 272
Table 12.2 : Post-Harvest Losses and Value Leakage in Tomato and 279
   Mango Value Chains 
Table 12.3 : Agricultural Export Performance in Sri Lanka by Processing Tier, 280
   2019-2025
Table 12.4 : Agricultural GDP Share and Export Composition by Processing 281
   Tier, Asia
Table 12.5 : Top 10 Processed/Value-Added Export Products, Sri Lanka, 2025 282
Table 12.6 : On-Farm Processing Share and Value-Added Premium by Crop Type 283
Table 12.7 : Determinants of Agro-Processing Participation and High-Value 285
   Market Access
Table 13.1 : Volume Index Values of Agricultural Production, 2016-2024 300
Table 13.2 : Yield Trends of Selected Food Crops (MT/ha), 2018-2025 301
Table 13.3 : Summary of Food Balance Sheet: Sri Lanka, 2024 302
Table 13.4 : Food Price Volatility Index for Sri Lanka, 2014-2024 305
Table 13.5 : Gender Distribution of Labour Force in Sri Lanka, 2024 308
Table 13.6 : Five-Year Average Production of Non-Rice Food Groups (MT) 311



xiii

List of Boxes

Box 2.1 : Sri Lanka’s Readiness for AI-Driven Growth 25
Box 3.1 : The Export Growth Required for a 7% GDP Target 43
Box 3.2 : Sri Lanka’s Import Tariff Structure and Cascade Effects 54
Box 3.3 : Exposure to Import Competition from EIC Reforms: Selected Sectors 60
Box 4.1 : Public Investment Project Lifecycle 76
Box 4.2 : Importance of Fiscal Councils 86
Box 6.1 : Issues in Defining Urban Areas 117
Box 6.2 : Post-Conflict Rebuilding in NP 133
Box 9.1 : Constructing the HSEI and CSEI 194
Box 10.1 : Defining Tertiary Education and Skill Levels 219
Box 13.1 : Seasonality and Locality of Major Food Crop Production in Sri Lanka 312



xiv

ACRONYMS AND ABBREVIATIONS

ADB Asian Development Bank

AgeTech Age Technology

AHEAD  Accelerating Higher Education Expansion and Development

AI Artificial Intelligence

AIPI  AI Preparedness Index

AL  Advanced Level

ANPR  Automated Number Plate Recognition

APIT  Advanced Personal Income Tax

ART  Agreement on Reciprocal Trade

ASEAN  Association of Southeast Asian Nations

AWPR  Average Weighted Prime Rate

BESS  Battery Energy Storage System

bn Billion

BOI  Board of Investment

bps  Basis Points

BRIGHT  Building Resilience, Inclusive Growth and Holistic Transformation

BTM  Behind-the-Meter

CAGR  Compound Annual Growth Rate

CBET  Cross-Border Energy Trade

CBICS  Community-Based Integrated Care System

CBSL  Central Bank of Sri Lanka

CCB  Coconut Cultivation Board

CCCI  Ceylon Chamber of Coconut Industries

CCPI  Colombo Consumer Price Index

CDA  Coconut Development Authority

CDB  Coconut Development Board

CEB  Ceylon Electricity Board

CESS  Commodity Export Subsidy Scheme

CETA  Comprehensive Economic and Trade Agreement

CGA  Comprehensive Geriatric Assessment

CID  Customs Import Duty

CIF  Cost, Insurance, and Freight

CO2e  Carbon Dioxide Equivalent

COP  Conference of the Parties

COVID-19  Coronavirus Disease 2019

CPCRI  Central Plantation Crops Research Institute

CPH  Census of Population and Housing

CPI  Consumer Price Index

CPTPP  Comprehensive and Progressive Agreement for Trans-Pacific Partnership

CRED  Centre for Research on the Epidemiology of Disasters
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CRI  Coconut Research Institute

CSEI  Climate Shock Exposure Index

CV  Coefficient of Variation

DALY  Disability-Adjusted Life Year

DCC  Distribution Control Centre

DCS  Department of Census and Statistics, Sri Lanka

DCTS  Developing Countries Trading Scheme

DER  Distributed Energy Resources

DERMS  Distributed Energy Resource Management System

DI  Digital Infrastructure

DSA  Debt Sustainability Analysis

DSFI  Dietary Sourcing Flexibility Index

DXY  US Dollar Index

EDB  Export Development Board

EFF  Extended Fund Facility

EIC  Export-Import CESS

EM-DAT  Emergency Events Database

EME  Emerging Market Economy

EP  Eastern Province

EPF  Employees’ Provident Fund

EPZ  Export Processing Zone

ERP  Effective Rate of Protection

ESG  Environmental, Social, and Governance

ESS  Energy Storage System

ETF  Employees’ Trust Fund

EU  European Union

EUR  Euro

EV  Electric Vehicle

FAO  Food and Agriculture Organization

FDI  Foreign Direct Investment

FTA  Free Trade Agreement

GAIN  Global Alliance for Improved Nutrition

GCC  Gulf Cooperation Council

GCE  General Certificate of Education

GCF  Green Climate Fund

GDP  Gross Domestic Product

GEF  Global Environment Facility

GenAI  Generative Artificial Intelligence

GFCF  Gross Fixed Capital Formation

GFN  Gross Financing Needs

GGHE-D  Domestic Government Health Expenditure

GI  Geographical Indication
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GND  Grama Niladhari Division

GREAT  Green Energy Acceleration Targets

GSP  Generalised Scheme of Preferences

GSP+  Generalised Scheme of Preferences Plus

GST  Goods and Services Tax

GTE Gross Enrolment in Tertiary Education

HALE  Healthy Life Expectancy

HCLMP  Human Capital and Labour Market Policies

HDX  Humanitarian Data Exchange

HHI  Herfindahl-Hirschman Index

HIES  Household Income and Expenditure Survey

HIS  Health Information System

HRST  Human Resources in Science and Technology

HS  Harmonised System

HSEI  Household Shock Exposure Index

HVDC  High-Voltage Direct Current

ICC  International Coconut Community

ICOR  Incremental Capital-Output Ratio

ICT  Information and Communications Technology

ICTA  Information and Communication Technology Agency

IDB  Industrial Development Board

IDRC  International Development Research Centre

IE  Industrial Estate

IEA  International Energy Agency

IEEPA  International Emergency Economic Powers Act

IEI  Innovation and Economic Integration

IEU-CEPA  Indonesia-European Union Comprehensive Economic Partnership 
Agreement

ILO  International Labour Organization

ILOSTAT  International Labour Organization Statistics

IMF  International Monetary Fund

IPS  Institute of Policy Studies of Sri Lanka

IRD  Inland Revenue Department

IRENA  International Renewable Energy Agency

ISCED  International Standard Classification of Education

ISCO  International Standard Classification of Occupations

ISFTA  India-Sri Lanka Free Trade Agreement

ISIC  International Standard Industrial Classification

IT  Information Technology

ITC  International Trade Centre

ITI  Industrial Technology Institute

ITMIS  Integrated Treasury Management Information System
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IWMS Integrated Welfare Management System

JICA  Japan International Cooperation Agency

LECO  Lanka Electricity Company

LFS  Labour Force Survey

LFP  Lithium Iron Phosphate

LFPR  Labour Force Participation Rate

LHS  Left-Hand Side

LIC  Low-Income Country

LKR  Sri Lankan Rupee

LP  Labour Productivity

LQ  Location Quotient

LTGEP  Long-Term Generation Expansion Plan

LTV  Loan-to-Value

MA  Market Access

MA-GDP  GDP-Weighted Market Access

MA-Pop Population-Weighted Market Access

MEHE  Ministry of Education, Higher Education, and Vocational Education

MFN  Most-Favoured Nation

MIS  Management Information System

mn Million

MOU  Memorandum of Understanding

MSME  Micro, Small, and Medium Enterprise

MT  Metric Tonne

MTDS  Medium-Term Debt Management Strategy

NCD  Non-Communicable Disease

NCP  North Central Province

NCG  Net Credit to Government

NCPI  National Consumer Price Index

NDC  Nationally Determined Contribution

NEG  New Economic Geography

NP  Northern Province

NPP  National People’s Power

NRE  New Renewable Energy

NSO  National System Operator

NSPS  National Social Protection Strategy

NSW  National Single Window

NTNSP  National Transmission Network Service Provider

NVQ  National Vocational Qualification

NWP  North Western Province

OECD  Organisation for Economic Co-operation and Development

OL  Ordinary Level

OOPHE  Out-of-Pocket Health Expenditure
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OPR  Overnight Policy Rate

PACM  Paris Agreement Crediting Mechanism

PAL  Ports and Airports Development Levy

PBOC  People’s Bank of China

PCA  Philippine Coconut Authority

PDMA  Public Debt Management Act

PDMO  Public Debt Management Office

PHC  Primary Health Care

PIP Public Investment Programme

PMCI  Primary Medical Care Institution

PPI  Producer Price Index

PPP  Public-Private Partnership

PSP  Public Service Pensions

PUCSL  Public Utilities Commission of Sri Lanka

PV  Photovoltaic

Q  Quarter

R&D  Research and Development

RCA  Revealed Comparative Advantage

RCEP  Regional Comprehensive Economic Partnership

RE  Renewable Energy

REDMAP  Renewable Energy Development Master Action Plan

RHS  Right-Hand Side

ROO  Rules of Origin

SAARC  South Asian Association for Regional Cooperation

SAFTA  South Asian Free Trade Area

SCL  Special Commodity Levy

SDG  Sustainable Development Goal

SEA  Sustainable Energy Authority

SGP  Sabaragamuwa Province

SL-GAP  Sri Lanka Good Agricultural Practices

SLQF  Sri Lanka Qualifications Framework

SLSCI  Sri Lanka Standard Classification of Industries

SME  Small and Medium Enterprise

SOE  State-Owned Enterprise

SP  Social Protection (Chapter 9); Southern Province (Chapter 6)

SRDSF  Sovereign Risk and Debt Sustainability Framework

SRDSF-MAC Sovereign Risk and Debt Sustainability Framework for Market Access 
Countries

SRW  Soft Red Winter (wheat)

SSCL  Social Security Contribution Levy

STEM  Science, Technology, Engineering, and Mathematics

SUR  Surcharge
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SUT  Supply and Use Table

TEWA  Termination of Employment of Workmen Act

TFP  Total Factor Productivity

TVEC  Tertiary and Vocational Education Commission

TVET  Technical and Vocational Education and Training

UAE  United Arab Emirates

UCLouvain  Université Catholique de Louvain

UGC  University Grants Commission

UK  United Kingdom

UNIDO  United Nations Industrial Development Organization

UP  Uva Province

US  United States

USD  United States Dollar

VAT  Value-Added Tax

VPP  Virtual Power Plant

VRE  Variable Renewable Energy

WHO  World Health Organization

WP  Western Province

XID  Excise Duty

4Ps  Pantawid Pamilyang Pilipino Program
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Sri Lanka: State of the Economy 2026
Policy Choices for Durable Growth

Sri Lanka has stabilised, with two consecutive years of growth, single-digit 
inflation for most of the recovery, and a completed debt restructuring. Steady 
progress under the IMF programme has restored a measure of confidence sooner 
than consensus expected in the immediate aftermath of the 2022 crisis. But 
stabilisation is only a platform for durable growth — and 2026 has tested how solid 
that platform really is. Durable growth goes beyond positive GDP growth: it must 
be sustained beyond rebound effects, built on productivity and investment, 
feasible within tight fiscal and external constraints, and felt by households who are 
still earning less in real terms than before the crisis.

Lingering effects of a cyclone, an oil price shock that doubled the fuel import bill 
within months, and an inflation rate that climbed from 1.6% to 7.3% in five months 
have shown how easily recovery-driven growth can be challenged. Amid these 
headwinds, revised growth estimates have diverged from the country's 
medium-term target of 7%, raising the question of whether Sri Lanka is merely 
growing again or growing differently, and underscoring the need for policy 
changes that strengthen the economy's resilience.

This year’s report follows this tension across the economy, from macroeconomic 
management and public finance to labour markets, education, health, social 
protection, energy, and climate resilience — asking not whether Sri Lanka can grow, 
but whether it can grow in a way that lasts.
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