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Sri Lanka’s Economy

3 Contracts 7.1% during

the first nine months
of 2022; PMI shows

KEY INSIGHTS

SRI LANKAN ECONOMY

7.1% Contraction during the first nine months of 2022: The
economy recorded a confraction of 7.1%, which is steeper
than the confraction recorded during the pandemic year,
2020. All three economic activities contracted during the first
nine months with the largest fall reported in the industry sector.

PMI shows mix signs for economic recovery: The PMI indices
recorded an expansion in Services activities while
manufacturing continued to contfract in December 2022.

Disinflation as index decline: Inflation recorded a decline in
December for the third consecutive month to end 2022 with a
45.5% and 49.9% average inflation for the CCPlI and NCPI
(headline), respectively.

Remittances inflows in December registered the highest
growth for 2022: Inflows of workers' remittances recorded a
remarkable 46% Y-o-Y growth in December and the total
inflows received by Sri Lanka amounted to USD 3,789 Mn,
which is still lower than the total inflows of 2021.

Tourism Indusiry is in the recovery path: Tourist arrivals
surpassed the 700,000 mark in 2022. In comparison to 2021,
arrivals increased by four fimes while earnings have doubled
in 2022.

Labour market developments in Q2-2022: The labour force
participation rate is estimated at 50.1%, while unemployment
rate was estimated at 4.6% for the Q2 of 2022.

GLOEBAL ECONOMY

Global economy is expected to Decelerate 1.7% in 2023:
World Bank is projecting a 1.7% contraction in the global
economy for 2023, reflecting synchronous policy tightening
aimed at containing very high inflation, worsening financial
conditions and continued disruptions from Russia’s invasion of
Ukraine.

Global Business Activity Contracts for Fifth Successive Month
as Demand Downturn Accelerates-S&P Global: Global
business activity fell for a fifth consecutive month in
December, with the rate of decline moderating slightly amid
improved supply conditions but still rounding off the worst
quarter since 2009, barring lockdown months.
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FURTHER INSIGHTS- SRI LANKAN ECONOMY

11.8% Contraction Recorded for Q3-2022 and 7.1% Contraction for the First Nine Months

The Sri Lankan economy recorded a contraction of 11.8% during the third quarter of 2022.
Accordingly, the GDP for the period under concern has declined to Rs. 2,884 billion from Rs.
3,269 billion (at constant prices) recorded in the second quarter of the same year. During the
quarter under concern, all three major key economic activities; Agricultural, industrial and
Services activities have recorded negative rates of 8.7%, 21.2% and 2.6% respectively, as per
the National Statistics Office.

Even though the influence of the COVID-19 pandemic was comparatively low, during the
third quester of 2022, several other factors highly affected the functioning of the economy of
the country. The factors include accelerating inflation, power outages, high interest rate
environment, shortage of inputs, high prices of inputs, problems associated with fertilizer usage
and agrochemical sectors, and increase of cost of logistics have directed the economy
towards this remarkable decline.

Considering the first nine months of 2022, the economy recorded a contraction of 7.1%, which
is steeper than the contraction recorded during 2020, when the country was suffered severely
from the COVID-19 pandemic. All three economic activities contracted during the first nine
months with the largest fall reported in the industry sector, which was 11.9%. Agriculture and
Services sectors contracted by 8% and 1.3% respectively during the first nine months of 2022.
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Growth of Real GDP Growth of Key Sectors of the Economy
during First Nine Months of 2018-2022 during the First Nine Months of 2019-2022
period period
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Drop in Sale of New Condominiums Continued further in Q3-2022

The drop in sale of new condominiums observed during the Q2-2022, continued in the Q3 as
well, according to the findings of the Condominium Market Survey of the Central Bank of Sri
Lanka. The Condominium Property Value Index which measures the trend in number of new
condominium sales, declined by 64% compared to the corresponding period of 2021 and a
marginal Q-0-Q increase of 1% was recorded.

The Government'’s decision to re-impose VAT and other levies on Condominium sales from
2023 may have contributed towards lower performance of sales, stated by the Central Bank.
At the same fime, unfavorable economic situation as well as high interest rates may have
resulted this subdued performance in sales.

The Price Index for New Condominiums in Colombo district, which measures the frend in price
levels of new condominium developers, has continued to grow during Q3-2022. The Y-o-Y
growth in the index has somewhat slowed down compared to previous two quarters reading
24.4%, while Q-0-Q growth was only 2%. The sustained increases in prices of raw materials as
well as overall inflationary situation in the country may have caused the price levels to retain
at high levels.

Condominium Property Volume Index : Price Index for New Condominiums
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FURTHER INSIGHTS- GLOBAL ECONOMY

Global Economy is expected to Decelerate to 1.7% in 2023: The World Bank

The global growth is expected to decelerate sharply to 1.7% in 2023, the third weakest pace
of growth in nearly three decades, overshadowed only by the global recessions caused by
the pandemic and the global financial crisis, stated by the World Bank in its latest report on
World Economic Prospectus, January 2023 update. This 1.7% growth is 1.3 percentage points
below the forecast made by the World Bank in its June 2022 update, reflecting synchronous
policy tightening aimed at containing very high inflation, worsening financial conditions and
contfinued disruptions from Russia’s invasion of Ukraine.

Investment growth in emerging market and developing economies (EMDEs) is expected to
remain below its average rate of the past two decades. Further adverse shocks could push
the global economy into yet another inflation, the World Bank highlighted. Small states are
especially vulnerable to such shocks because of their resilience on external tfrade and
financing, limited economic diversification, elevated debt, and susceptibility to natural
disasters, the report stated.

In advanced economies, conditions have deteriorated sharply, owing to declining
confidence alongside high inflation and rapid monetary policy tightening. Thus, growth in
advanced economies is forecast to slow from 2.5% in 2022 to 0.5% in 2023.
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Global Business Activity Contracts for Fifth
accelerates

Successive Month as Demand Downturn

Global business activity fell for a fifth consecutive month in December, with the rate of
decline moderating slightly amid improved supply conditions but still rounding off the worst
quarter since 2009, barring lockdown months, the S & P says based on the J P Morgan Global

Composite Purchasing Managers' Index (PMI).

JP Morgan Global composite PMI
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Source: S&P Global, JPMorgan

Considering the outlook, business confidence has lifted slightly owing to the changing
situations in China and improving global supply-side conditions, but the mood generally
remains subdued due to worries over higher interest rates and the possibility of further demand
in the months ahead.
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TRADE DEFICIT NARROWED BY 19% Y-o-Y WORKERS' REMITTANCES INCREASED BY 46% Y-o-Y
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DISCLAIMER:

All information collected and analyzed is derived from sources, which we consider reliable and a sincere effort is made to report accurate

information. The EIU does not warrant the completeness or accuracy of information derived from secondary sources. Details published herein
are intended for information purposes only.




