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Rajapaksa wins January elections in landslide and aims to consolidate power.  Mahinda Rajapaksa was re-elected president of Sri Lanka in early 2010 and in April his party, the United People’s Freedom Alliance, swept parliamentary elections and holds close to a two-thirds majority.  Along with holding the presidency, Rajapaksa “is directly responsible for 78 institutions” and is pursuing the reforms of increasing term limits for the president, empowering the president to appoint members of important bodies, and enabling the president to take part in parliamentary proceedings.  The Government of Sri Lanka (GSL) is expected to steer investment to disadvantaged areas, develop small and medium enterprises, promote agriculture and expand the civil service.  The GSL has also begun to support certain finance and leasing companies for unclear reasons.  The growing authoritarianism and market meddling by the GSL may serve as a repellent to investment.   
Strong economic growth in 2009 projected to continue through 2011.  In 2009, Sri Lanka’s real GDP grew 3.5% and is projected to grow by 5.9% and 6.6% in 2010 and 2011, respectively.  During the last quarter of 2009, agriculture grew by 5.3%, Industry grew by 7.4% and services grew by 5.7%.  
Tourism pointed to as a future driver of economic growth.  The New York Times named Sri Lanka as one of the top tourist destinations of 2010 and with the ending of the conflict with the Tamil Tigers, tourism is expected to see high levels of growth.  According to the Sri Lankan Tourism Development Authority, the number of tourists visiting Sri-Lanka increased 48.7% from July-2009 to July-2010.  
Sri-Lanka will temporarily lose its preferential access to the EU market.  Starting on August 15th, 2010 Sri Lanka will lose the preferential tariff benefits from EU Member States granted under the Generalized System of Preferences Plus (GSP+).  The GSP+ scheme allows around 7200 products to enter into the EU duty-free without any obligation or expectation of reciprocity.  Although Sri-Lanka will still enjoy benefits under the EU’s GSP, duty-free access will be lost.  Consequences of this suspension will most prominently be felt in the clothing and fishery industries.  The downgrading of Sri Lanka’s GSP+ status to GSP is a result of alleged shortcomings of Sri Lanka’s implementation of three UN human rights conventions. 
Fiscal and Monetary Policy aimed at macroeconomic stability and investment promotion.  The global economic crisis combined with high food and fuel prices in the last two years have had negative impacts on both the demand and supply side of Sri Lankan production.  The average inflation rate in 2008 was 22.6%.  However, the inflation rate decreased to 3.4% in 2009 and prices are estimated to rise by 5.3% and 6.1% in 2010 and 2011, respectively
.  International reserves had been a concern in the wake of the financial crisis; however—due in large part to IMF assistance—reserve depletion is no longer an issue. The decrease in inflation combined with the recent increase in international reserves show that Sri Lanka’s monetary policy is aimed at creating an environment conducive to investment.  However, fiscal policy is an area of concern.  Decreased tax revenue and increased government spending in 2009 resulted in an overall budget deficit of 9.8% of GDP and caused outstanding government debt to increase to 86.2% of GDP.  Estimates posit that the government deficit will be reduced 7.9% and 7.1% of GDP in the next two years.  The GSL plans on reducing the deficit by curtailing recurrent spending and improving the tax system—a plan endorsed and deemed feasible by the IMF.  
Current push to decrease interest will most likely result in interest hike next year (2011).  On the grounds of declining inflation rates the Central Bank of Sri Lanka lowered interest rates in July to spur private credit and economic growth.  Due to resulting inflationary pressures the Central Bank of Sri Lanka will likely tighten monetary policy in 2011. 
Despite appreciation in early 2010, the Sri Lankan rupee is expected to lose value against the dollar.  Strong inflows of remittances and concessional lending are credited for the rupee’s appreciation during the first half of 2010, but the Economist Intelligence Unit speculates that the rupee will decline in value by 0.3% against the dollar in 2011. 

Forecasted decline in the price of tea and rise in the price of wheat will likely worsen Sri Lanka’s trade deficit.  According to the Economist Intelligence Unit, the price of tea, Sri Lanka’s number one agricultural export (in terms of total value), is forecasted to drop by 35% by the end of 2012 and the price of wheat, Sri Lanka’s number one agricultural import is forecasted to increase by roughly 8% by 2013 due to the current drought in Russia.  If these forecasts are accurate, then these trends will have negative impacts on Sri Lanka’s trade balance.

Weather, Oil prices, IMF relations and reduction in deficit are possible events that may obstruct economic development.  Bad weather could stymie agricultural growth and cut hydropower generation, which Sri Lanka is heavily reliant on.  An expected rise in oil prices and the tightening of government expenditure will hurt both producers and consumers and, because of Sri Lanka’s reliance on the IMF for macroeconomic stability, a political falling out with the IMF will likely result in a depletion in investor confidence.  The planned cut in government expenditure and increase in the tax base in order to reduce the government deficit will also restrain Sri Lanka’s economic growth.      
Presidential Tax Commission part of overall effort to improve the efficiency of Sri Lanka’s tax system.  In mid-2009 president Rajapaksa appointed a commission to specifically address problems of tax implementation and collection.  The aim of this commission is to improve the tax system and increase government revenue without increasing the burden on the people of Sri Lanka.  The GSL intends on improving tax administration and making it easier for firms to pay taxes, which could both promote investment and reduce the deficit.  Exactly how the tax system will be reformed has not yet been laid out. 
Regional United Nations Development Program Center to close due to dispute over UN investigation into possible war crimes.   The UN secretary-general, Ban Ki-moon, set up a panel of experts to investigate alleged war crimes that took place during the last months of the war with the Tamil Tigers in early 2009.  This action has met resistance by the GSL because of the possible tribunals that could result.  In July 2010 protestors swarmed a UN compound in Columbo which led to the UN secretary-general’s announcement that the UN regional center in Colombo would close.  
World Bank stresses importance of spatial integration.  The Western province of Sri Lanka is home to over 50% of the nation’s production and sees wages that are, on average, twice the amount of other provinces.  The World Bank suggests that economic connectivity between leading and lagging areas is an important component to continued growth.  Specifically, the World Bank sees a need for investment in education, health and infrastructure in rural areas.  In this spirit, the World Bank approved $105 million for infrastructure development in the Eastern, Northern, and Uva provinces in late 2009.  
IDPs and Refugees remain an issue. The United Nations is assisting returning refugees and numbers expected to increase.  After a little more of than a year after the end of the conflict with the Tamil Tigers, there is still a significant number of Sri Lankan IDPs and refugees.  There are roughly 146,000 refugees spread across 64 countries that are beginning to return home.  The number returning in 2010 has already exceeded the total number of refugees that returned in 2009 and the increasing rate of refugees returning is expected to continue.  The GSL claims to have reduced IDPs by almost 88% from 300,000 to about 36,000.  However, some information suggests that this is not an accurate figure and resettlement is far from complete as many IDPs have only moved from main camps to temporary camps or simply set up tents at their place of origin; furthermore, aid agencies dealing with Sri Lanka’s IDPs are running out of funds.
Sri Lanka is lagging behind counterparts in some “ease of doing business” indicators.  The World Bank’s Doing Business 2010 shows Sri Lanka falling behind the rest of South Asia in some areas.  As compared to the average across South Asia, in Sri Lanka it takes more time to enforce contracts and start a business due, in part, to more procedures required for registering property and dealing with construction permits (though it takes relatively less time to do both).  Furthermore, an entrepreneur in Sri Lanka must make almost double the amount of tax payments (physically paying the GSL) as compared to the rest of South Asia on average and the profit tax rate in Sri Lanka for a medium sized business is 8.5% higher than the rest of South Asia.  Trading across borders is an area in which Sri Lanka is much more efficient at compared to the rest of South Asia.  
The African Development Bank (ADB) gave the GSL a $200 million in loans to rebuild war torn areas and increase government efficiency.  In order to rebuild the Northern and Eastern provinces of Sri Lanka, the ABD has granted the GSL a $150 million loan.  Specifically, the money is to be used for infrastructure restoration and providing critical services to the two provinces that were at the locus of the war with the Tamil Tigers that ended in May 2009.  The remaining $50 million will be used for a “Fiscal Management Efficiency Project” focused on boosting tax revenue.

China is Sri Lanka’s largest aid donor and investor.  China is injecting large sums of donations, grants, investments and loans into the Sri-Lankan economy, which are being used for most of Sri Lanka’s biggest infrastructure projects.  Among these projects are a new sea port at Hambantota, an oil-storage facility, a new airport, a coal-fired power plant and an expressway.  
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� These are estimates from the Economist Intelligence Unit.  The IMF forecasts the inflation rate to be 9.4% 8.2% in 2010 and 2011





