
Table 7. Selected Indicators of Public Finance 

As % of GDP 2004 2005a 2005b 2006c 

Revenue 15.3 17.1 16.4 17.8 

Current expenditure  19.2 18.4 18.5 18.6 

Public investment 4.8 6.3 5.0 6.6 

Total expenditure  23.5 24.6 23.5 25.1 

   

Budget deficit –8.2 –7.5 –7.1 –7.3 

   

Domestic financing 5.8 4.6 4.9 4.4 

Foreign aid  2.3 2.6 2.2 2.8 

   

Tsunami expenditure — — 1.4 1.8 

Public investment with tsunami expenditure — — 5.7 8.3 

Budget deficit with tsunami expenditure — — 8.5 9.1 

Notes: a. Budgeted estimates; b. Revised estimates; c. Provisional estimates. 

Source: GOSL, Budget Speech 2006. 

 
There are difficult policy issues that need careful thought and analysis. Cost 

inflation in the construction sector is yet to spill over fully into other sectors of the 
economy, including the export (and more generally other tradable) sectors. In this sense, 
the sector specific real exchange rate relevant to the construction sector has appreciated 
much more than that for the entire economy. Hence the immediate pressures on the 
export sectors emanating directly from the tsunami reconstruction activities are not as 
pressing today as they will be sometime later in the future. On the other hand, 
independently of the tsunami expenditures, other factors such as high oil prices and 
projected increases in government expenditures aggravate external sector imbalances. 

Though the Central Bank had to intervene in the immediate aftermath of the 
tsunami to minimize appreciation of the currency, this situation did not last. In recent 
months there have been significant downward pressures on the rupee in foreign 
currency markets. The temptation to slow down tsunami expenditures and use available 
foreign reserves to prop up the currency—through direct Central Bank intervention in 
foreign currency markets or through state owned commercial bank interventions—is 
certainly present. The IMF recently warned about the dangers of intervening in foreign 
exchange markets to prevent rupee depreciations, and it is difficult to assume that the 
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