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hotels and restaurants sub-sectors experienced a sharp contraction in output while the 
construction sub-sector experienced strong growth (Table 15). The recovery was better 
than initially anticipated, and was broad-based. There was continued expansion in 
industry and services, as well as a recovery in agriculture following improved weather 
conditions, and this good growth performance continued into 2006. 

Table 15: GDP Growth Rates (in percent) 
 

 2004 2005 2006 
Agriculture -0.3 1.9 4.7 
  Fishing 1.6 -42.2 51.7 
Industry 5.2 8.3 7.2 
  Construction 6.6 8.9 8.0 
Services 7.6 6.2 8.3 
  Hotels & restaurants 13.1 -27.5 6.3 
GDP 5.4 6.0 7.4 

Source: Central Bank of Sri Lanka, Annual Report 2006.  
 

The tsunami reconstruction undoubtedly brightened prospects for Sri Lanka’s short-term 
economic outlook. The total investment/GDP ratio increased by 1.5 percentage points in 
2005, much of it driven by government investment. In fact, the investment/GDP ratio 
improved to 28.7 per cent in 2006. This was reflected in higher imports of investment 
goods and construction activities.  

 
Table 16: Post-Tsunami Fiscal Outlook 

 
(As % of GDP) 2004 2005 2006 
Revenue 15.4 16.1 17.0 
Expenditure 23.5 24.7 25.4 
  Current 19.2 18.7 19.5 
  Capital 4.3 6.0 5.9 
Fiscal deficit -8.2 -8.7 -8.4 
Financing    
  Foreign loans 1.8 2.0 1.5 
  Foreign grants 0.4 1.4 1.1 
  Domestic 5.8 5.2 5.8 

Source: Central Bank of Sri Lanka, Annual Report 2006. 
 
While the additional tsunami-related expenditure was budgeted to be met by foreign 
grants, financing needs increased owing to cost escalation and the increase in the 
numbers of housing units required. Despite added fiscal pressures, there was little effort 
to curtail spending in other areas, fuelling inflationary pressures from policies unrelated 
to tsunami reconstruction.32 Fiscal profligacy in the face of higher spending on tsunami-
related rehabilitation aggravated inflationary pressures in the economy. The initial 
response to rising inflationary pressure was slow, and interest rates remained 
unchanged allowing credit growth to expand at a rate of over 20 per cent. Broad money 
                                                 
32 For example, adding workers to the government pay-roll saw payments on salaries and wages 
rising from 5.2 per cent of GDP in 2004 to 5.9 per cent of GDP in 2005; transfers and subsidies 
over time increased from 4 per cent of GDP in 2003 to 5.4 per cent of GDP in 2005. 


