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EXECUTIVE SUMMARY  

Sri Lanka is an emerging hub for trade and investment in the South Asian region. As an island 

nation with a strategic location, the potential to deliver the promise of being a hub is an on-going 

policy direction in the country.  The country has on average grown between 5-5% with a recent 

slowdown owing to the impact from adverse weather conditions and structural reforms (a shift 

away from growth being driven by infrastructure and the non-tradeable sector to it being driven 

by exports and investment). 

Over the last 12-18 months, the Government has been able to stabilize the economy with exports 

and FDI inflows reach an all-time high in 2017. Sri Lanka’s macroeconomic framework has been 

improved by the increase in US dollar reserves, move towards an inflation targeting mechanism 

and clarity on fiscal and monetary policy.  

However, Sri Lanka remains sensitive to global risks such as higher oil prices, a strengthening US 

dollar and the fallout from global trade wars. Domestically factors such as political instability in 

the lead up to election in 2020 could potentially derail the reform momentum.  

The bilateral trade between Italy and Sri Lanka has improved over the last decade with average 

trade volume (2007-17) standing EUR 554 million. Sri Lanka’s exports to Italy continue to outweigh 

its import from the country. Sri Lanka’s export to Italy is dominated its Textiles exports while its 

import from Italy is concentrated largely between Textiles and Machinery/Electrical. This report 

identifies sectors which can potentially increase the bilateral trade relationship between the 

countries.  

With Sri Lanka’s on-going reforms to improve red tape and the ease of doing business, there 

exists potential to increase the FDI inflows to the country. Between 2005 and 2017, Italy accounted 

for about 1% of the average total FDI inflows into Sri Lanka. Factors such as the country’s 

connectivity, improve in the ease of doing business and access to markets through bilateral Free 

Trade Agreements strengthens the case for further FDI inflow. Sectors such as Knowledge Services, 

Processed Food and Beverages, and Gems and Jewellery are a few of the potential areas for 

investment. 

CONTENTS 



1 
  

ECONOMY 

CONTENTS 



2 
 

ECONOMIC REVIEW AND OUTLOOK-SRI LANKA 

Overview of Sri Lankan Economy 

Status of Economic Growth  

In 2017, the Sri Lankan economy surpassed EUR 3,540 per capita GDP after stagnating in the EUR 

3,363 levels during the 2014-2016 period. Despite only an annual growth of 3.1% in 2017, per 

capita GDP by end 2017 stood at EUR 3,597 (as per provincial data released by the Department 

of Census and Statistics), Sri Lanka experienced the highest ever economic growth in 2012 and 

lowest-ever in 2001.  

The three major components of the economy are Agriculture, Industry and Services which 

constitutes 7.7%, 55.8% and 9.3% of the economy respectively. In recent years, the agriculture 

sector was negatively affected by the adverse weather conditions such as prolonged drought in 

most parts of the island as well as flash floods during the month of May in 2016 and 2017. As a 

result, agriculture sector contracted by 3.8% and 0.8% in 2016 and 2017 respectively.  

Sri Lanka’s economic growth has largely been driven by the domestic non-tradeable sector. GDP 

sub-sectors such as Construction, Transportation and Real estate activities have in recent years 

been amongst the top ten contributors to GDP growth. Financial Services was the strongest 

contributor towards GDP growth in 2017. This was followed by wholesale and retail trade and 

other personal activities which contributed 13% and 10% respectively towards GDP growth. These 

three sub-sectors contributed up to 40% of the country’s GDP in 2017. 

Figure 1: GDP growth- 1998-2017 (at Constant Prices)  
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Considering the growth of 2018, the economy grew by 3.3% during the first nine months 

compared to the growth of 3.7% recorded in the corresponding period of 2017. Growth was driven 

by an expansion in services activities supported by a recovery in agricultural sector while industrial 

activities slowed down hindering the overall GDP growth of the economy. The expansion in 

growing of rice was the key driver for the recovery in agricultural activities while other personal 

activities drove the services sector growth. The contraction of construction activities hindered the 

growth in Industrial activities. 

 

Outlook for growth 

Sri Lanka’s economic growth performance in recent years have been far below potential. 

Estimations made at the start of the year for 2018 by both global and local forecasters were 

significantly downgraded during the year. CBSL estimates growth for 2019 to be at 4.5% while the 

World Bank forecasts it at 4%.  

 

Inflation 

The movement of the general price level was largely in line with the price movements of the food 

category, while the movement of the prices of items in the Non- food category also contributed 

to a certain extent. Except for July and August 2018, overall food prices exhibited a declining 

growth path during the first nine months of the year, supported by favorable supply side 

developments. The YoY movement of the CCPI Food index contracted in the last quarter of 2018. 

Non-food prices exhibited an overall increasing trend during first eleven months of 2018 mainly 

due to upward adjustments to the administered prices of fuel, gas and bus fare. 

Figure 2: Movement in CCPI Headline and Core Inflation (%) 

 Data Source: Central Bank of Sri Lanka 
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Exchange Rate and Reserves  

Figure 3: Movement in Sri Lankan rupee against the euro (2015-2017 period) 

 

The Sri Lankan rupee depreciated 2% against the US dollar in 2017 and was broadly steady, 

despite having periods of both appreciatory and depreciatory pressure. The LKR was supported 

by the US dollar which weakened close to 10% against a basket of currencies in 2017. The currency 

on a more daily basis is sensitive to changes in the fuel import bill and inflows/outflows in foreign 

holdings of local government securities. On a more long-term stability basis, the rupee movement 

will dependent on FDI flows and the servicing of external debt.   

During 2018, the Sri Lankan depreciated 19% to LKR 182.90/ USD mainly due to strengthening 

USD owing to on-going US monetary policy tightening since December 2015. Sri Lankan rupee 

was under pressure against the USD during both 2017 and 2018, where depreciation in 2018 is 

almost 8 times higher than its depreciation in 2017.  

During the year 2018 ( as at end Nov-18), Sri Lanka’s gross official reserves eroded by USD 947 

Mn, which was a decline of 12% compared to the reserve position the country maintained at the 

start of the year 2018 (USD 7.95 Bn). Since 2011, the gross official reserves have been fluctuating 

owing to debt service repayment and outflows from the local government securities market. 

 

Data Source: Central Bank of Sri Lanka 
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Figure 4: Movement in Sri Lanka’s Gross Official Reserves (2015-2018 period) 

 

 

External Sector 

Sri Lanka’s external sector continued to be under pressure in 2018 with less than expected foreign 

exchange inflows to the current account, increased capital outflows and inadequate foreign 

investments.  

International Trade 

 Figure 5: Export and Import values in absolute terms (1950) 

 

 

Data Source: Central Bank of Sri Lanka 

Data Source: Central Bank of Sri Lanka 
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Exports earnings and import expenditure continued to increase during the first eleven months of 

2018. Export earnings registered a 5% (to USD 10.9 Bn) growth during the first ten months of 2018 

compared to the same period 2017, meanwhile import expenditure increased 8.3% (to 20.5 Bn). 

Export growth was underpinned by the restoration of the European Union’s Generalised System 

of Preferences plus (EU-GSP+) facility, increased commodity prices in the international market, 

conducive external trade policies together with strong institutional support and the flexible 

exchange rate policy maintained by the Central Bank. Expenditure on imports continued to 

increase, mainly due to higher importation of fuel, vehicles for personal use, and textiles and textile 

articles and the high depreciation of LKR against the USD during the year. 

Tourism  

During the year 2018, tourist arrivals to Sri Lanka surpassed 2.3 Mn mark and registered a Y-o-Y 

growth of 10.3%. Earnings from tourism amounted to USD 3.9 Bn during first eleven months of 

2018 compared to USD 3.5 Bn during the corresponding period of 2017. 

Foreign Direct Investments 

FDI inflows during the first nine months of 2018 registered a 1.3 fold increase to USD 1,856 Mn 

from USD 796 Mn recorded during the corresponding period of 2017. Considering the historical 

data, this is the highest ever FDI inflow to Sri Lanka in the first nine months of a year and even for 

a full year. This remarkable growth of FDI inflows were backed by the investments in Hambantota 

Port development. China was the top investor in Sri Lanka during the period under review (USD 

1,039 mn) followed by India (USD 305 Mn), Hong Kong (USD 138 Mn) and Malaysia (USD 88 Mn). 

 

Other Indicators 

Sri Lanka ranks amongst the highest in South Asia and countries within the middle-income 

bracket. The national poverty headcount ratio fell to 4.1% in 2016 from 15.3% in 2006/07. The 

country has met most of the Millennium Development Goals set for 2015 while it is ranked 73rd 

(amongst 188) in the Human Development Index for 2015. Sri Lanka has a literacy level of 93.1% 

with the electrification level at almost at 100%. The country has a labour force of 8.2 million people 

with a unemployment rate of 4.2% (as at end 2017). In 2017, 26.1% of the labor force was engaged 

in agriculture while 28.4% and 45.5% were employed in the industrial and services sector 

respectively. However, Sri Lanka does face a labor shortage in certain industries (notably 

construction, tourism and agriculture) as per the 2017 Labour demand survey conducted by the 

Department of Census and Statistics.  
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Risks 

Economic and Operational Risks 

Risks to the economy stem from both local and international factors.  

Local factors: 

Continuation of adverse weather conditions (such as drought): This will not only impede 

economic growth for the agricultural sector but have an impact on economic activity for several 

sub-segments of the economy that depend on the agrarian sector. It has also had a negative 

impact on the consumption levels in the economy with a direct impact on disposal income .If such 

weather conditions persists or occur within the next few year, it could have higher cost for 

electricity generation and production costs. 

Refinancing and debt sustainability risk: the economy faces significant headwinds in the 

refinancing of external debt in the 2019-2022 period. Public debt is more than 70% of GDP. The 

passing of Active Liability Management Act by the government will enable the CBSL to be more 

prudent and proactive in easing the debt bunch up risks by refinancing a portion of the debt much 

earlier than expected. Successful execution of the Act should reduce the impact of this risk 

resulting in a significant adjustment in the economy.  

Lack of progress on key reforms: reforms for State-Owned Enterprises is a necessity for the 

economy to be more stable and not sensitive to political and global market moves. Lack of a 

political will to take this forward may result in some of these reforms not taking off or slow 

progress in achieving the end objective. This may have an impact on the ongoing efforts in 

improving debt management and achieving more long-term macro stability. 

Halt in the IMF EFF facility: in the reviews carried out by the IMF, Sri Lanka has shown progress 

on most initiative albeit slow progress than expected in a few. The lack of achievement of future 

‘Structural Benchmarks’ as laid out by the program could see the IMF halting the disbursements. 

This may cause uncertainty in terms of Sri Lanka’s ability to successfully access in international 

capital markets. The IMF program is expected to be concluded by mid-2019.  

Transparency in procurement and tender process: The procurement process in Sri Lanka 

requires improvement in terms of streamlining and transparency. As such, there is a lack of 

confidence amongst most investors on the process which is cited as hindrance to attracting more 

FDI to the country.  

Gaps in Investment protection: Sri Lanka lacks established processes/institutions to address 

investor grievances and implementation of regulations which is a hindrance to implementing 

investment protection.   
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International factors: 

Rising oil prices: rise in global oil prices from 2015 lows are a significant concern for the economy 

as it results in higher expenditure for importation of fuel. In 2017, this impact was cushioned by a 

better performance in exports and financial flows. However, it will be difficult for this risk to 

dissipate in particular if oil prices rises further.  

Reversal in growth in external demand: Sri Lanka’s export rebound in 2017 and 2018 was largely 

due to better growth and economic activity in some of the key export markets. Given the risk that 

presently exists for global trade, geo-political risks and monetary policy, the economy will be 

adversely sensitive (given export dependency to a few markets) to such shocks, should it arise.  

Tightening global financial conditions:  In the absence of continuous FDI inflows, the economy 

has relied on the financial flows to the local government securities market and sovereign bond 

issues. As a result, sentiment and movement in global and emerging market flows matter for the 

domestic economy. Given the rising trend in global policy rates, this may not only increase the 

refinancing cost for the country, but also make emerging market debt like Sri Lanka less attractive 

compared to developed market debt.  

 

Political Risks  

Since early 2015, Sri Lanka has had a coalition government with a President and Prime Minister 

from two different parties. Despite key reforms being enacted by the government in recent years, 

the differences in ideology between the ruling two parties has seen policy uncertainty and lack of 

policy consistency. Proposals announced through subsequent National Budgets in recent year has 

also not seen a high level of implementation. As a result, there has been a significant dip in 

business and investment sentiment observed through business confidence surveys.  

In the last quarter of 2018, the country faced a period of political instability with the removal of 

the incumbent Prime Minister. However, the status-co was restored by the judicial system. The 

government is expected by most to continue into 2020 which will see both a Presidential and 

Parliamentary election. In the lead up to these two significant elections, the political will to take 

on further economic, constitutional and reconciliation reforms remain low. There also exists ethnic 

tensions that could pose a threat towards stability. The local Government elections that was 

concluded in February 2018 showed more support towards the party backed the former President. 

Since then there has been a higher level of political instability and speculations in the lead up to 

the future elections.  
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Outlook  

The outlook on the economy is hinged on the continued improvement seen in the fiscal numbers 

as well as political stability providing a base for economic stability to continue. There also now 

exists a policy congruence between key government policy documents (i.e. Vision 2025, Prime 

Minister’s Economic Policy Statement and the National Budget for 2018) which provide guidance 

in terms of the strategic direction for the economy.  

Sri Lanka is nearing the final year of its 3-year IMF Extend Fund Facility which has seen numerous 

reforms carried out such as the passing of the Inland Revenue act in the second half of 2017 

aiming at improving direct taxes and broad basing revenue collection. Sri Lanka is expecting to 

meet most of the targets set under the program. A notable achievement was that in 2017, the 

economy was able to record a primary account surplus (i.e. the difference between the revenue 

collected by the government and government expenditure excluding the interest payments) after 

63 years.  

Several new policy strategies such as the proposed Innovation and Entrepreneurship Strategy and 

the Digital Economy Strategy are aimed at improving Sri Lanka’s competitiveness, SME 

development, and aid the digitalization process for the economy. There are also numerous trade 

initiatives such as a National Export Strategy, projects within the Trade Facilitation Agreement that 

have the potential to diversify Sri Lanka’s export basket, provide access to new markets and reduce 

red tape in border trade. Sri Lanka also just launched a Trade Information Portal making 

information more available and streamlined to the domestic and international trade. Reforms that 

have improved democracy such as the Right to Information Act has enabled a more open culture 

of policy and economic debate in shaping the development agenda of the government.  

The key in 2019 will be to restore macro stability that was achieved in 2017. The new policies and 

reforms introduced related to taxes and trade have the potential to facilitate the net round of 

economic and investment growth. The CBSL and the government will have to carefully manage 

external risks (such as the bunching of external debt) that the economy will face from 2019. 

However, some of the key risks highlighted above including political risks will need to be carefully 

managed for Sri Lanka to realize its medium to long-term growth potential while ensuring that 

social and economic indicators continue to be at healthy levels.  
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SRI LANKA-ITALY BILATERAL TRADE PERFORMANCE 

Bilateral trade between the two countries have expanded over the last decade. In 2017, Italy was 

the 5th largest market for Sri Lanka’s exports and 15th largest market for Sri Lanka’s imports. Trade 

between Sri Lanka and Italy was recorded at EUR 741 mn in 2017 which is an increase in 17% 

compared to the bilateral trade performance during 2016 and that was the highest value of trade 

between two countries during the last decade (2008-2017). However, in 2015 trade between the 

two countries registered a decline of 27% compared to 2014 which was the highest decline of 

trade during the last decade. Average bilateral trade volume recorded as EUR 587mn for the last 

decade under review. 

 

Source: ITC Trade Map 

Sri Lanka’s exports to Italy has increased by 56% during the decade under review and Sri Lanka’s 

imports from Italy increased by 71%. On account of that, total trade between the two counties has 

increased by 39% during the last decade. The balance of trade was in favor of Sri Lanka and 

showed a fluctuating pattern during the decade under review. Sri Lanka exported 5% of its total 

exports to Italy in 2017 while importing 1% of total imports from Italy.  

 

 

 

Figure 6: Sri Lanka-Italy Bilateral Trade Performance 2007-2017-EUR Mn  

CONTENTS 

2
8
6

3
0
2

3
1
4 3
4
9

4
3
8

4
0
2

3
8
4

4
6
2

3
9
1

3
8
8

4
7
1

1
5
2

1
5
8

1
1
9 1
5
1

2
1
6

2
2
9

1
9
0

1
9
9

1
8
9

2
5
0

2
7
0

4
3
8 4
6
0

4
3
3

5
0
0

6
5
4

6
3
1

5
7
4

6
6
2

5
8
0

6
3
7

7
4
1

2 007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Sri Lanka's Exports to Italy Sri Lanka's Imports from Italy Total Bilateral Trade between Sri Lanka and Italy



14 
 

Sri Lanka’s Top Five Export Destinations 

United States of America (USA) continued to be the leading export destination of Sri Lanka, 

importing 25% of total exports of Sri Lanka to the world (2017). USA followed by United Kingdom 

(UK), India and Germany imported 9%, 7% and 5% of Sri Lanka’s exports (2017). As stated above, 

Italy is the fifth largest export partner of Sri Lanka having imported 5% of Sri Lanka’s total exports 

to the world (2017). These five countries together imported 50% of the Sri Lanka’s total exports 

to the world. Apparel, Tea, Coffee, Rubber and Rubber Products and electrical machinery and parts 

are the top export products of Sri Lanka. 

Figure 7: Sri Lanka’s Top Five Export Destinations  

 

Note: Export Values of USA represented by the Secondary Axis 

Source: ITC Trade Map 

 

Sri Lanka’s Top Five Import Destinations 

India was the largest market of goods imported by Sri Lanka in 2017 accounting for 21% of total 

imports of Sri Lanka. China was the second largest destination supplying 20% of Sri Lanka’s total 

imports from the world in 2017, who was continued as the largest supplier until 2015. China and 

India followed by United Arab Emirates (UAE), Singapore and Japan accounted for supplying 7%, 

6% and 5% of the total Sri Lanka’s imports respectively. Sri Lanka is importing 59% of its total 

imports from these five countries together (2017). As mentioned above, Italy was the 15th largest 

import market of Sri Lanka and supplying only 1% of total imports of Sri Lanka from the whole 

world. Mineral Fuels, Machinery and Electrical Machinery and motor vehicles and parts are the top 

imports of Sri Lanka. 

CONTENTS 

0

500,000

1,000,000

1,500,000

2,000,000

2,500,000

3,000,000

0

100,000

200,000

300,000

400,000

500,000

600,000

700,000

800,000

900,000

1,000,000

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

EU
R

 '0
0

0

UK India Germany Italy USA



15 
 

 

Figure 8: Sri Lanka’s Top Five Import Destinations and Italy’s Position 

Source: ITC Trade Map 

 

Sri Lanka’s Current Export Categories to Italy 

Table 1: Sri Lanka’s Current Export Categories to Italy, 2017 

Product Category 

Sri Lanka's 

Exports to Italy 

(EUR '000) 

Percentage of 

Sri Lanka's 

Total Exports 

to Italy 

01-05 Animal and Animal Products     14,281  3% 

06-15 Vegetable Products      7,720  2% 

16-24 Food Stuff      9,757  2% 

25-27 Mineral Products      2,114  0% 

28-38 Chemical and Allied industries      1,196  0% 

39-40 Plastics/Rubbers     33,231  7% 

41-43 Raw Hides, Skins, Leather, and Furs           37  0% 

44-49 Wood and Wood Products         272  0% 

50-63 Textiles   386,868  82% 

64-67 Footwear/Headgear         555  0% 

68-71 Stone/Glass      9,399  2% 

72-83 Metals      1,504  0% 

84-85 Machinery/Electrical      1,266  0% 
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86-89 Transportation      1,411  0% 

90-97 Miscellaneous      1,002  0% 

98-99 Service                -    0% 

  Total    470,613  100% 

Source: Author’s Calculations Based on Trade Map, International Trade Centre 

 

Table 2: Sri Lanka’s Top Ten Exports to Italy, 2017 (HS 6 Digit Level) 

HS Code (6 

Digit Level) 
Product Description 

Sri Lanka's 

Exports to 

Italy 

(EUR'000) 

Percentage of 

Sri Lanka's 

Total Exports 

to Italy 

'621210 
Brassieres of all types of textile materials, whether 

or not elasticated, incl. knitted or crocheted 
94,807 20% 

'610822 
Women's or girls' briefs and panties of man-made 

fibres, knitted or crocheted 
39,607 8% 

'610711 
Men's or boys' underpants and briefs of cotton, 

knitted or crocheted 
38,236 8% 

'610910 
T-shirts, singlets and other vests of cotton, knitted 

or crocheted 
33,704 7% 

'610821 
Women's or girls' briefs and panties of cotton, 

knitted or crocheted 
23,382 5% 

'401290 
Solid or cushion tyres, interchangeable tyre treads 

and tyre flaps, of rubber 
16,612 4% 

'610990 
T-shirts, singlets and other vests of textile materials, 

knitted or crocheted (excluding cotton) 
13,964 3% 

'620819 

Women's or girls' slips and petticoats of textile 

materials (excluding man-made fibres, knitted or 

crocheted and vests) 
11,611 2% 

'620520 
Men's or boys' shirts of cotton (excluding knitted or 

crocheted, nightshirts, singlets and other vests 
11,248 2% 

'240319 

Smoking tobacco, whether or not containing 

tobacco substitutes in any proportion (excluding 

water-pipe tobacco containing tobacco) 

9,496 2% 

Source: ITC Trade Map 
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Figure 9: Trend of Sri Lanka’s Top Ten Exports to Italy-(2007-2017)-EUR ’000 

 

*Note: HS Codes used in the legend above corresponds to the first column of Table 2 

Source: Trade Map, International Trade Centre 

 

Sri Lanka’s Current Import Categories from Italy 

Table 3: Sri Lanka’s Current Import Categories from Italy, 2017 

Product Category 

Sri Lanka's 

Imports 

from Italy 

(EUR '000) 

Percentage of 

Sri Lanka's 

Total Imports 

from Italy 

01-05 Animal and Animal Products           599  0% 

06-15 Vegetable Products        3,964  1% 

16-24 Food Stuff 13,968 5% 

25-27 Mineral Products 5,081 2% 

28-38 Chemical and Allied industries 15,720 6% 

39-40 Plastics/Rubbers 19,860 7% 

41-43 Raw Hides, Skins, Leather, and Furs 1,419 1% 

44-49 Wood and Wood Products 4,184 2% 

50-63 Textiles 97,865 36% 

64-67 Footwear/Headgear 79 0% 

68-71 Stone/Glass 2,774 1% 
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72-83 Metals 11,380 4% 

84-85 Machinery/Electrical 82,247 30% 

86-89 Transportation 3,079 1% 

90-97 Miscellaneous 8,016 3% 

98-99 Service 0 0% 

  Total      270,235  100% 

Source: Author’s Calculations Based on Trade Map, International Trade Centre 

 

Table 4: Sri Lanka’s Top Ten Imports from Italy, 2017 

HS Code 

(6 Digit 

Level) 

Product Description 

Sri Lanka's 

Imports 

from Italy 

(EUR '000) 

Percentage 

of Sri 

Lanka's 

Total 

Imports 

from Italy 

'600410 

Knitted or crocheted fabrics, of a width of > 30 cm, 

containing >= 5% by weight elastomeric yarn (excluding 

containing rubber thread, pile fabrics, incl. "long pile", 

looped pile fabrics, labels, badges and similar articles, and 

knitted or crocheted fabrics, impregnated, coated, 

covered or laminated) 

37,775 14% 

'580620 

Narrow woven fabrics of textile materials, containing >= 

5% elastomeric yarn or rubber thread by weight, with a 

width of <=30cm (excluding woven pile fabrics, incl. Terry 

toweling and similar terry fabrics, chenille fabrics, and 

labels, badges and similar articles. 

10,178 4% 

'400291 

 

Synthetic rubber and factice derived from oils, in primary 

forms or in plates, sheets or strip (excluding styrene-

butadiene rubber "SBR", carboxylated styrene-butadiene 

rubber "XSBR", butadiene rubber "BR", isobutylene 

isoprene rubber "IIR", halo-isobutene-isoprene rubber 

"CIIR" or "BIIR", chloroprene rubber "CR", acrylonitrile-

butadiene rubber "NBR", isoprene rubber "IR" and non-

conjugated ethylene-propylene diene rubber "EPDM") 

 

9,879 4% 

'580421 

Mechanically made lace of man-made fibres in the piece, 

in strips or in motifs (excluding fabrics  of heading 6002 

to 6006) 

9,775 4% 
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'540245 

Filament yarn of nylon or other polyamides, incl. 

monofilament of < 67 decitex, single, untwisted or with a 

twist of <= 50 turns per metre (excluding sewing thread, 

yarn put up for retail sale, elastomeric yarn, high-tenacity 

yarn and textured yarn) 

8,112 3% 

'850423 

Liquid dielectric transformers, having a power handling 

capacity > 10.000 kVA 
6,328 2% 

'240110 Tobacco, unstemmed or unstripped 4,468 2% 

'251512 

Marble and travertine, merely cut, by sawing or otherwise, 

into blocks or slabs of a square  
4,291 2% 

'230110 

Flours, meals and pellets, of meat or offal, unfit for human 

consumption; greaves 
4,089 2% 

Source: ITC Trade Map 

 

 

Figure 10: Trend of Sri Lanka’s Top Ten Imports from Italy-(2007-2017) EUR ’000 

*Note: HS Codes used in the legend above corresponds to the first column of Table 4 

Source: Trade Map, International Trade Centre 
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SRI LANKA’S TRADE WITH EUROPEAN REGION (EU-28) 

EU was Sri Lanka’s largest trading partner and largest export destination in 2017, absorbing 29 % 

of Sri Lanka exports and supplying 8% of Sri Lanka’s imports.  The balance of trade was in favor 

of Sri Lanka. During the last decade (2008-2017), trade between Sri Lanka and the EU grew by 

46% while exports and imports grew by 38% and 59% respectively. 

Sri Lanka’s exports to the EU are dominated by Apparel and Textiles accounting for about 60% of 

Sri Lanka’s exports to EU in 2017 followed by rubber and rubber products. During the last decade, 

trade between Sri Lanka and the EU showed a growing trend.  

Exports to EU from Sri Lanka pick up by 5% in 2017, owing to restoration of the GSP+ facility and 

lifting the EU ban for Sri Lanka’s fisheries exports. However, total trade between Sri Lanka and EU 

has drop by 5% where imports drop by 19% on a year- on –year basis. 

Figure 11: Sri Lanka's Trade with EU, 2007-2017 (EUR Mn) 

 

Source: ITC Trade Map 
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Figure 12: Comparison of Sri Lanka’s Trade with EU and Italy, 2007-2017 (EUR Mn) 

Source: Author’s Calculations Based on Trade Map, International Trade Centre 

 

Sri Lanka’s Top Export Categories to EU-HS 2 Digit Level 

Table 5: Sri Lanka’s Top Export Categories to EU-2017 (HS 2 Digit Level) 

HS Code 

(2 Digit 

Level) 

Product Description 

Sri Lanka's 

Exports to 

EU (EUR 

'000) 

Percentage 

of Sri Lanka's 

Total Exports 

to EU 

'61 

Articles of apparel and clothing accessories, knitted or 

crocheted 1.036.887 35% 

'62 

Articles of apparel and clothing accessories, not knitted or 

crocheted 718.137 24% 

'40 Rubber and articles thereof 283.662 10% 

'09 Coffee, tea, maté and spices 147.240 5% 

'24 Tobacco and manufactured tobacco substitutes 85.421 3% 

‘03 

Fish and crustaceans, molluscs and other aquatic 

invertebrates 64.185 2% 

‘71 

Natural or cultured pearls, precious or semi-precious 

stones, precious metals, metals clad  48.387 2% 

‘20 

Preparations of vegetables, fruit, nuts or other parts of 

plants 46.985 2% 

‘84 

Machinery, mechanical appliances, nuclear reactors, 

boilers; parts thereof 43.628 1% 

‘63 

Other made-up textile articles; sets; worn clothing and 

worn textile articles; rags 38.980 1% 

Source: Author’s Calculations Based on Trade Map, International Trade Centre 
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Sri Lanka’s Top Imports from EU 

Table 6: Sri Lanka’s Top Import Categories from EU-2017 (HS 2 Digit Level) 

HS 

Code (2 

Digit 

Level) 

Product Description 

Sri Lanka's 

Imports from 

EU (EUR '000) 

Percentage of 

Sri Lanka's 

Total Imports 

from EU 

‘84 

Machinery, mechanical appliances, nuclear reactors, 

boilers; parts thereof 276,797 18% 

‘85 

Electrical machinery and equipment and parts thereof; 

sound recorders and reproducers, television.. 144,796 10% 

‘48 

Paper and paperboard; articles of paper pulp, of paper 

or of paperboard 82,745 5% 

‘87 

Vehicles other than railway or tramway rolling stock, 

and parts and accessories thereof 82,577 5% 

‘90 

Optical, photographic, cinematographic, measuring, 

checking, precision, medical or surgical ... 79,388 5% 

‘30 Pharmaceutical products 79,248 5% 

‘73 Articles of iron or steel 68,137 4% 

‘60 Knitted or crocheted fabrics 55,664 4% 

‘39 Plastics and articles thereof 51,232 3% 

‘40 Rubber and articles thereof 44,214 3% 

Source: Author’s Calculations Based on Trade Map, International Trade Centre 
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GROWING PRODUCT AREAS OF TRADE 

Growing Product Areas of Exports to Italy 

Based on the export figures over the last decade, the report identified below product areas that 

are showing an emerging trend.  

Figure 13: Growing Product Areas of Exports to Italy from Sri Lanka and their trends 

Source: ITC Trade Map 

  

Table 7: Descriptions of Growing product Areas of Exports to Italy 

HS Code  

(6 Digit 

Level) 

Product Description 

'240319 

Smoking tobacco, whether or not containing tobacco substitutes in any proportion 

(excluding water-pipe tobacco containing tobacco) 

'620819 

Women's or girls' slips and petticoats of textile materials (excluding man-made 

fibres, knitted or crocheted and vests) 

'620899 

Women's or girls' singlets and other vests, briefs, panties, négligés, bathrobes, 

dressing gowns, housecoats and similar articles of textile materials (excluding of 

cotton or man-made fibres, knitted or crocheted, slips, petticoats, nightdresses and 

pyjamas, brassières, girdles, corsets and similar articles) 

'610892 

Women's or girls' négligés, bathrobes, dressing gowns, housejackets and similar 

articles of man-made fibres, knitted or crocheted (excluding vests, slips, petticoats, 

briefs and panties, nightdresses, pyjamas, brassiéres, girdles, corsets and similar 

articles)  
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'620630 

Women's or girls' blouses, shirts and shirt-blouses of cotton (excluding knitted or 

crocheted and vests) 

'681599 

Articles of stone or other mineral substances, n.e.s. (excluding containing magnesite, 

dolomite or chromite and articles of graphite or other carbon) 

'620640 

Women's or girls' blouses, shirts and shirt-blouses of man-made fibres (excluding 

knitted or crocheted and vests) 

'611595 

Full-length or knee-length stockings, socks and other hosiery, incl. footwear without 

applied soles, of cotton, knitted or crocheted (excluding graduated compression 

hosiery, pantyhose and tights, women's full-length or knee-length stockings, 

measuring per single yarn < 67 decitex, and hosiery for babies) 

 

In addition to above, based on the interviews conducted with industry stakeholders, the 

following product items have potential export opportunities: 

 Coconut Based Products (oil, milk, butter etc.) 

 Palm Oil 

 Coir based Products 

 Fruits (pineapples, mangoes, bananas etc.) 

 Rubber based Products 

 Rice 

 Ayurveda Products (Natural Health Remedies) 

 Gems and Jewellery 

 Organic food products 

 

Growing Product Areas of Imports from Italy 

By considering the import figures over the last decade, the report identified product areas that 

are showing a growing trend. Figure 14: Growing Product Areas of Imports from Italy 

Figure 14: Growing Product Areas of Imports from Italy to Sri Lanka and their trends 

Source: ITC Trade Map 
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Table 8: Descriptions of Growing product Areas of Imports from Italy 

HS Code 

Product Description (6 Digit 

Level) 

'300490 

Medicaments consisting of mixed or unmixed products for therapeutic or prophylactic 

purposes, put up in measured doses "incl. those in the form of transdermal 

administration" or in forms or packings for retail sale (excluding medicaments 

containing antibiotics, medicaments containing hormones or steroids used as 

hormones, but not containing antibiotics, medicaments containing alkaloids or 

derivatives thereof but not containing hormones or antibiotics and medicaments 

containing provitamins, vitamins or derivatives thereof used as vitamins) 

'320649 

Inorganic or mineral colouring matter, n.e.s.; preparations based on inorganic or mineral 

colouring matter of a kind 

'847989 Machines and mechanical appliances, n.e.s. 

'230110 Flours, meals and pellets, of meat or offal, unfit for human consumption; greaves 

'390690 Acrylic polymers, in primary forms (excluding poly"methyl methacrylate") 

'540219 

High-tenacity filament yarn of nylon or other polyamides (excluding sewing thread, yarn 

put up for retail sale and high-tenacity filament yarn of aramids) 

'080610 Fresh grapes 

'845130 Ironing machines and presses, incl. fusing presses (excluding calenders) 

'841869 Refrigerating or freezing equipment (excluding refrigerating and freezing furniture) 

'845150 Machines for reeling, unreeling, folding, cutting or pinking textile fabrics 

Source: ITC Trade Map 

 

Based on the interviews conducted with industry stakeholders, the following product could be 

identified as a few of the Italian products with import potential to Sri Lanka:  

 Frozen food items such as gelato 

 Pasta 

 Wine 

 Olive oil 

 Cheese 

 Chocolates 

 Oats 

 Furniture  
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BILATERAL AGREEMENTS OF SRI LANKA 

Trade Agreements of Sri Lanka 

 

Update on Key Trade Reforms and Opportunities 

 

Sri Lanka has embarked on a series of trade liberalisation reforms to improve ease of doing 

business and realign the economic growth from a debt driven strategy to an export driven trade 

competitive model. Strategic orientation of the trade liberalisation process has been driven by 

pursuance of a mix of bilateral FTAs and unilateral reforms that are sequenced to get the best 

tangible benefits for Sri Lanka. 

 

The image below captures the key trade related activities that are recently implemented and 

reforms that are currently underway: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Some of the emerging opportunities arising from new trade initiatives and reforms are 

summarized below; 

 

  

 Implementation of TFA - Full and early implementation of the TFA is expected to foster 

an easier business environment for domestic investment and trading activity, and attract 

foreign direct investment as the country becomes better integrated into global supply 

chains. Major projects that are currently underway include the implementation of a Trade 

Information Portal (TIP) and National Single Window (NSW). 

CONTENTS 

KEY ACTIVITIES 

AND REFORMS 

LINK TO TRADE 

Implementation of WTO Trade Facilitation Agreement 

 

Proposed FTAs with China, India and Thailand 

New National Trade Policy 

New national Export Strategy 

New Laws on Trade Remedies 

New Foreign Exchange Management Act 

New Inland Revenue Act 

Proposed New Maritime Policy 

Amendments to the Immigration and Emigration Act 

Preparation for the New Customs Act 
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 New National Trade Policy (NTP) - The main measures envisaged under the NTP rest on 

four elements: competitiveness through domestic policy reforms, market access and trade 

facilitation, macroeconomic balance, policy and institutional coherence, and the 

adjustment mechanism of firms and people to the trade reform agenda. 

 

 New Forex Act – under the new Act the limits for listed companies, partnership and 

unlisted companies have been increased. This presents an opportunity for companies to 

diversify sovereign/country specific risk by investing in asset classes (such as shares, units, 

debt securities and sovereign bonds) in other countries. Capital Investments are now 

permitted through an ‘Inward Investment Account (IIA)’ and income from such 

investments and proceeds from disposal shall be credited to the IIA account.  

 

 National Export Strategy – the NES which is expected to be launched in mid-2018 has 

identified key sectors such as logistics, wellness tourism, boating industry, IT-BPM, 

processed foods and beverages, spices and concentrates, electrical and electronic 

components that will drive the exports in the medium term.  

 

 More PPP led infrastructure projects – with the PPP unit set up in the Ministry of Finance 

it is expected that more infrastructure projects will now be structured under PPP guidelines 

including the Western Region Megapolis Planning Project. 

 

 Proposed New FTAs – Sri Lanka currently has three bilateral FTAs in operation with India, 

Pakistan and Singapore and one regional FTA with SAARC countries. The FTA that was 

signed with Singapore recently is Sri Lanka’s first comprehensive FTA the two FTAs that 

are currently under negotiation with dynamic markets such as China are expected to 

provide the right thrust for Sri Lanka to exploit emerging opportunities in global trade. 

 Innovation, Entrepreneurship and Digital Economy Strategy – these new strategies 

being developed by the government in collaboration with international partners is aiming 

to improve the countries competitiveness, SME development, access to technology and 

help the digitalization process of the economy.  
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MAJOR TRADE AGREEMENTS OF SRI LANKA 

Sri Lanka currently has three bilateral1 Free Trade Agreements (FTAs) in operation with India, 

Pakistan and Singapore and one regional FTA2 with SAARC3 countries. The FTA that was signed 

with Singapore recently is Sri Lanka’s first comprehensive FTA with a powerful trading partner 

which has an extensive network of 21 FTAs with 32 trading partners. With the finalisation of the 

2 FTAs that are currently under negotiation with dynamic markets such as China and India will 

provide Sri Lankan exporters access to a market of 2.9 bn people via bilateral FTAs which 

account for 39% of the world population. These FTAs are expected to provide the right thrust for 

Sri Lanka to exploit emerging opportunities in global trade. 

Major Free Trade Agreements and Preferential Trade Agreements of Sri Lanka 

Agreement Coverage Year Signatories 

Asia Pacific Trade 

Agreement (APTA) 

Goods 1976 Bangladesh; China; India; Republic of Korea; Laos; Sri 

Lanka 

Global System of Trade 

Preferences among 

Developing Countries 

(GSTP) 

Goods 1989 Algeria; Argentina; Bangladesh; Benin; Bolivia, Brazil; 

Cameroon; Chile; Colombia; Cuba; Ecuador; Egypt; 

Ghana; Guinea; Guyana; India; Indonesia; Iran; Iraq; 

Democratic People's Republic of Korea,; Republic of; 

Korea, Libya; Malaysia; Mexico; Morocco; Mozambique; 

Myanmar; Nicaragua; Nigeria; Pakistan; Peru; Philippines; 

Singapore; Sri Lanka; Sudan; Tanzania; Thailand; Trinidad 

and Tobago; Tunisia; Venezuela, Viet Nam; Zimbabwe 

South Asian Preferential 

Trade Arrangement 

(SAPTA) 

Goods 1995 Bangladesh; Bhutan; India; Maldives; Nepal; Pakistan; Sri 

Lanka 

India – Sri Lanka Free Trade 

Agreement (ISFTA) 

Goods 2001 India, Sri Lanka 

Pakistan – Sri Lanka Free 

Trade Agreement (PSFTA) 

Goods 2005 Pakistan, Sri Lanka 

South Asian Free Trade 

Agreement(SAFTA) 

Goods 2006 Afghanistan; Bangladesh; Bhutan; India; Maldives; Nepal; 

Pakistan; Sri Lanka 

SAARC Agreement on 

Trade in Services (SATIS) 

Services 2012 Afghanistan; Bangladesh; Bhutan; India; Maldives; Nepal; 

Pakistan; Sri Lanka 

Singapore Sri Lanka Free 

Trade Agreement (this FTA 

is yet to be enacted) 

Comprehensive 

Agreement 

2018 Singapore, Sri Lanka 

                                                           
1 Agreements signed between Sri Lanka and a single trading partner. 
2 Agreements signed between Sri Lanka and a group trading partners. 
3 The South Asian Association for Regional Cooperation (SAARC) comprises of eight Member States: 

Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan and Sri Lanka.  
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FREE TRADE AGREEMENTS 

Indo-Sri Lanka Free Trade Agreement (ISFTA) 

Member Countries India and Sri Lanka 

Date signed 28th December 1998 

Date came into effect 1st March 2000 

Date of completion of 

liberalisation 

India: March 2003 

Sri Lanka: November 2008 

 

Goods Liberalisation Modalities 

 

                 Duty Concessions India’s  Commitments 

(Number of Tariff Lines) 

Sri Lanka’s Commitments  

(Number of Tariff Lines) 

No Concessions / Negative List 

(at 6 digit level) 

431 1220 

Immediate Zero Duty 

Concessions Tariff  

1357 102 

Rate Quotas     

       Apparel (pieces)   8 MN   

       Pepper   2,500 MT 

Products   entitled   for   Margin   

of Preferences (MOP) 

    

Fixed preferential duty 

margin/MOP of 25% on 

applied MFN duty rate for over 

550 textiles items(at 6 digit 

level), with no quantitative 

restrictions. 

0 528 

Tariff Liberalization Programme 

(at 6 digit level) 

2870 products 

over 3 years 

2802 products  

over 8 years 
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w.e.f 2003.03.01 - 100% duty 

concessions 

w.e.f 2003.03.01 - 35% duty 

concession     

w.e.f 2006.03.01 - 70% duty 

concession 

w.e.f 2008.03.01 - 100%duty  

concession      

 

Special notes: 

Two items relating to cement (HS Code 2523.21 and 2523.29) will remain on Sri Lanka's Negative list. The tariff on 

these items would nevertheless be reduced progressively in such a manner, so that at the end of eight years from the 

date of entry into force of the agreement, the items shall attract no duty and shall be phased out from the Negative 

List. 

 

 

Rules of Origin Criteria 

 

The Rules of Origin (ROO) have to be complied by the exporters of the two countries in order to 

qualify their products for preferential duty benefits. The origin status (Rules of Origin) for a given 

product could be obtained under two different regimes; 

a) Products, wholly produced or obtained in the territory of the exporting country 

b) Products not wholly produced or obtained in the territory of the exporting country. 

All manufacture products falling under the category (b) should; 

i. Contain a minimum of 35% of domestic value addition of FOB value. 

ii. Furthermore, it is also necessary that all non-originating materials, used by the 

exporters during the manufacturing process undertaken in the exporting country 

should change its respective tariff headings at HS 4-digit level to have a 'sufficient 

process'. 

Cumulative rules of origin 

Used material, parts or products originating in the territory of the other Contracting Party, the 

value addition in the territory of the exporting contracting party shall be not less than 25 per 

cent of the f.o.b. value of the product under export subject to the condition that the aggregate 

value addition in the territories of the contracting parties is not less than 35 per cent of the f.o.b. 

value of the product under export.  
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Pakistan – Sri Lanka Free Trade Agreement (PSFTA) 

Member Countries Pakistan and Sri Lanka 

Date signed 01 August 2002 

Date came into effect 12 June 2005 

Date of completion of 

liberalisation 

Pakistan: March 2009 

Sri Lanka: November 2010 

 

Goods Liberalisation Modalities 

 

           Duty Concessions Pakistan’s  Commitments 

(Number of Tariff Lines) 

Sri Lanka’s Commitments  (Number 

of Tariff Lines) 

 Concessions (Negative List) 540 697 

Immediate Zero Duty 

Concessions Tariff  

206 102 

Rate Quotas     

       Tea : Duty free 10,000MT  4   

       Apparel : 35% MOP 3mn     

pieces  

21   

       Basmati: Duty Free 6,000MT   1 

       Potatoes: Duty Free 

1,200MT 

  1 

Products   entitled   for   

Margin   of Preferences (MOP) 

    

      Betel : 20% MOP  1   

      Cosmetics, 50% MOP 11   

Tariff Liberalization 

Programme 

over 3 years over five years 

(34, 67, 100% reduction) (20, 30, 40, 60, 80, 100%) 

 

Notes: 

Pakistan’s Commitments 

a) 19 goods were given 50% tariff concessions.  

b) 9 goods were given 20% tariff concessions. 
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c) Duty-free access on Tea within an annual limit of 10,000 metric tonnes (MT) as of the date of entry into force of 

the Agreement; above this quota volume, the full applied MFN rate of duty is applicable. 

d) On 23 articles of apparel (Chapter 61&62), a 35% margin of preference over the applied MFN rate for annual 

imports of up to 200,000 pieces as of the date of entry into force of the Agreement.  

e) On betel leaves, a 35% margin of preference over the current applied MFN rate for annual imports of up to 1,200 

MT as of the date of entry into force of the Agreement. Above this quota volume, the full applied MFN rate of 

duty was applicable. This was removed on 16 March 2007, where imports of betel leaves are now subject to a 

preferential tariff with a 20% margin of preference over the applied MFN rate. 

f) Margin of Preference (MOP) of 20% on applied MFN rate on 5 ceramic products bearing the HS codes of 

6907.10, 6908.10, 6911.10, 6911.90, and 6914.10. 

Sri Lanka’s Commitments 

a) As of the date of entry into force of the Agreement, duty-free access is provided for imports of basmati rice, 

within the volume of 6,000 MT per year, above this quota volume, the full applied MFN rate of duty is applicable. 

b) As of the date of entry into force of the Agreement, duty-free access is provided for imports of Potatoes, within 

the volume of 1,000 MT (2/3 of which during June-July and 1/3 during October and November each year).  

Negative List 

a) 992 goods were on the Pakistan negative list. However, 1404.9041 and 1404.9049 were removed subsequently in 

2014.  

b) Sparkling wine (2204.1000) and other Grape must (2204.3000) is given no concession if it was 2 0r less than 2 

container holdings, starting from 2014. 

c) 6404.2000 -footwear with outer soles of leather or composition leather was later replaced with vehicles bearing 

the HS codes of 6813.2010, 6813.2020, 6813.8110, 6813.8120 and 6813.8190. 

Rules of Origin Criteria 

 

The Rules of Origin (ROO), which have to be complied with by the exporters of the two countries 

in order to qualify their products for preferential duty benefits. The origin status (Rules of Origin) 

for a given product could be obtained under two different regimes; 

a) Products, wholly produced or obtained in the territory of the exporting country 

b) Products not wholly produced or obtained in the territory of the exporting country. 

All manufacture products falling under the category (b) should; 

i. The Domestic Value Addition (DVA) in the exporting country should not be less 

than 35 per cent of the FOB value of the finished product  

ii. HS Codes of the imported raw materials and the finished products should be 

different at 6-digit level. (Change of Tariff Heading criteria) 

 

Cumulative Rules of Origin 

The Cumulative Rules of Origin encourage the FTA partners to source raw materials needed for 

their exports from each other. Accordingly, an exporter has to show only a minimum Domestic 

Value Added(DVA) of 25 per cent of the FOB value of the finished product, provided the raw 

materials imported from the other contracting state accounts for not less than 10 per cent of the 
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FOB value of the particular product. In other words, the aggregate value addition should not be 

less than 35 per cent of the FOB value of the finished product, while the DVA in the exporting 

country should be minimum 25 per cent of the FOB value.  

Singapore – Sri Lanka Free Trade Agreement  

This is the first comprehensive FTA to be signed by Sri Lanka and has a wide coverage. The FTA 

was signed in January 2018 and at the time of writing it is yet to be enacted. Signing of an FTA 

with a highly liberalized market economy like Singapore also sends a positive message on Sri Lank 

to the international business community. The focus of the Singapore Sri Lanka FTA (SLSFTA) is 

very much on the Trade in Services and Investment. Areas covered; 

▪ Goods 

▪ Sanitary and Phytosanitary measures 

▪ Technical Barriers to Trade 

▪ Services 

▪ Investment 

▪ Economic cooperation 

▪ E-commerce 

▪ Telecommunication 

▪ Dispute settlement 

▪ Trade remedies 

▪ Customs procedures and trade facilitation 

▪ Competition  

▪ Government procurement 

▪ Intellectual Property rights 

▪ Transparency provisions 

 

SAARC Agreement on Trade in Services (SATIS) 

SATIS is the acronym for SAARC Agreement on Trade in Services, in which Sri Lanka is a party. This 

was signed at the Sixteenth SAARC Summit held in Thimphu in April 2010. The Agreement entered 

into force on 29 November 2012 after ratification by all SAARC Member States with the issuance 

of a Notification by the Secretary General of SAARC. 

Since the signing of the Agreement, the Expert Group on the SAARC Agreement on Trade in 

Services has been engaged in negotiating Schedules of Specific Commitments. The SAARC 

Commerce Ministers have been monitoring the progress in this regard and giving requisite 
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directives aimed at time-bound actions for finalization of Schedules of Specific Commitments. 

However, the Schedules of Specific Commitments are yet to be finalized. 

 

Free Trade Agreements That Are Currently Under Negotiation 

1. Economic and Technology Corporation Agreement (ETCA) 

This is a trade agreement that is being negotiated between Sri Lanka and India with a view of 

promoting investments, technical cooperation and trade in services and goods between two 

countries. The objective of the ETCA is broaden the scope of the current FTA between the two 

countries and also maximise benefits arising from the trade investment nexus.  

Eleven rounds negotiations have been conducted so far. Both countries have agreed to discuss 

and resolve India Sri Lanka Free Trade Agreement (ISFTA) implementation issues through an Early 

Harvest Mechanism in parallel to the ETCA negotiations process. Key issues addressed though the 

early harvest mechanism cover; 

 Removal of Quota restrictions of ISLFTA 

Sri Lanka has emphasized on the importance of removing quotas imposed on products such 

apparel, pepper, tea etc.  

 Structured Mechanism to address day to day operational issues 

To address existing issues and issues that would arise in future a structured grievance redress 

mechanism with clear functions and authority has been proposed to establish in focal ports 

in Sri Lanka and India. Both parties have agreed to appoint Nodal officers for these focal points 

to promptly address the issues brought before it by the traders. 

 Signing of Mutual Recognition Agreement to resolve Non-Tariff Barriers to Trade 

A  proposal for signing a MRA for conformity assessment procedures have been agreed by 

both parties as an important outstanding issue of the ISFTA that needs to be resolved in order 

to maximise benefits of the concluded tariff liberalisation process of the ISLFTA.   

 

2. Sri Lanka - China FTA Negotiations 

The FTA negotiation process commenced after the signing of a Memorandum of Understanding 

(MoU), between the heads of state of China and Sri Lanka on 16th September 2014. The FTA 

negotiation process has completed 6 rounds of negotiations so far and aimed at achieving a 90 

per cent liberalisation of tariffs for trade in goods. The modalities of liberalisation and phase of 

periods are yet to be agreed. 

A strategic objective of this FTA is to expand and consolidate market access opportunities in the 

Chinese market for products of strategic export interest to Sri Lanka. Once implemented this FTA 

is expected to provide Sri Lanka with a level playing field vis-à-vis its ASEAN region competitors, 

which enjoy preferential access in the Chinese market through FTAs/RTAs. 
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3. Sri Lanka – Thailand FTA Negotiations 

The FTA negotiation process commenced in July 2018 with consensus reached to enter into a 

comprehensive FTA. This FTA is at a very early stage of negotiations with only two rounds of 

negotiations having been completed so far.  

 

 

SRI LANKA – EU TRADE RELATIONS 

Trade relations between the EU and Sri Lanka are currently governed by a ‘Co-operation and 

Partnership Agreement’ that entered into force in April 1995. A Sri Lanka and EU Joint Commission 

has been established to ensure a smooth functioning and implementation of the agreement. 

The main trade policy instrument governing trade between the EU and Sri Lanka is the Generalised 

Scheme of Preferences.   

 

 

 

 

THE GENERAL SYSTEM OF PREFERENCES (GSP) SCHEME OF THE EUROPEAN UNION 

 

The EU GSP allows preferential duty treatments under three distinctive schemes on imported 

goods from countries that are classified as vulnerable developing countries by the EU;   

 

- Standard GSP for low and lower-middle income countries 

- GSP+ for vulnerable low and lower-middle income countries 

- EBA (Everything But Arms) for least developed countries 

 

The current EU's GSP scheme entered into force on 01/01/2014 and will continue until the end of 

2023. 

 

Sri Lanka became a beneficiary of the GSP+ scheme with the successful regaining of the facility in 

May 20174 which provided duty free market access to over 6000 export products to the European 

                                                           
4 In 2010, the EU decided to halt the preferential treatment for imports from Sri Lanka because the EU 

determined that Sri Lanka had failed to address reported human rights violations in the country. In its 

report of 9 December 2010, the Committee on Economic, Social and Cultural Rights (CESCR) had observed 

important shortcomings. In 2015, the Government of Sri Lanka set out a path of major reforms, which 

aimed at national reconciliation, respect of human rights, the rule of law and good governance principles, 

as well as sustainable economic development. On 12 July 2016, Sri Lanka officially requested to the 

Commission to be added to the list of GSP+ beneficiaries again (source:  International Trade Center (2017). 
EU GSP+ Business Guide for Sri Lankan Exporters [Online] Available at: 
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market.  Sectors like apparels, processed food products, seafood, toys products, porcelain and 

ceramic ware are some of the main sectors that were benefited under tariff reductions received 

under the GSP+ scheme5. The additional tariff advantage is expected to greatly strengthen Sri 

Lankan exports’ relative competitive position in the EU. There are currently eight other GSP Plus 

beneficiaries - Armenia, Bolivia, Cape Verde, Kyrgyzstan, Mongolia, Pakistan, Paraguay and the 

Philippines. 

 

The apparel sector is already witnessing a positive impact from regaining the EU GSP+ scheme 

with the revival in export figures in the second half of 2017. Cumulative apparel exports during 

the 2nd half of 2017 (July to December) grew by a significant 14.4% compared to the same period 

2016, while the annual Y-o-Y growth for 2017 was recorded at 4.1%.  

 

 

The Rules of Origin Criteria (ROO) 

 

The ROO structure of the EU GSP recognises a product as originating in a particular beneficiary 

country if they are a) wholly obtained in that country, or b) sufficiently worked or processed there.  

 

User Guide on The European Union's Rules of Origin for the Generalised System of Preferences6 

states that, 

“What are 'wholly obtained products? (Article 44 DA) …Products are wholly obtained in a 

particular beneficiary country (or in the EU, in the case of bilateral cumulation) if only that country 

has been involved in their production. Even the smallest addition or input from any other country 

disqualifies a product from being "wholly obtained". Therefore, it applies mainly to things 

occurring naturally and to goods made entirely from them. What can be considered as "wholly 

obtained" in a beneficiary country, or in the European Union, is laid down in an exhaustive list in 

Article 44(1) DA).” 

 

“What are 'Sufficiently worked or processed' products? (Article 45 DA) …The condition is that 

the non-originating materials used (in practice: the materials imported into the beneficiary 

country) have undergone "sufficient working or processing". It must be stressed that only the non-

                                                           

http://www.intracen.org/uploadedFiles/intracenorg/Content/Redesign/Projects/EU-

SRI_LANKA/GSP_Correct.pdf [Accessed 20, March 2018]). 

 
5 The additional tariff concession gained by these sectors vary; in many apparels categories duties were cut 

from 9.6% to zero, in the seafood sector from 18.5% to zero, in the fresh and processed fruits and vegetable 

sector from 12.5% to zero, in the porcelain and ceramic ware sector from 8.4% to zero, and in the toy 

products sector from 1.2% to zero.  
 
6 The European Union (May 2016).  Rules of Origin for the Generalised System of Preferences: A Guide For Users 

[online] Available at: 

https://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/customs/customs_duties/rules_origin

/preferential/guide-contents_annex_1_en.pdf [Accessed 20, March 2018]. 
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originating materials need to be worked or processed sufficiently. If the other materials used are 

by themselves already originating (either by virtue of being wholly obtained, or by having been 

worked or processed sufficiently), they do not have to satisfy the conditions set out. What can be 

considered as sufficient working or processing, depends on the product in question. Annex 22-03 

DA contains a list of products in which the conditions to be fulfilled are set out, product by 

product. Part I of Annex 22-03 DA explains how to use the list.” 

 

Exceptions to ROO Criteria 

An important aspect of the EU GSP Plus scheme that gets less attention by the exporters are the 

exceptions to the general ROO criteria laid out under principles of cumulation which provides 

flexibility in instances where product input cannot be sourced locally.  

 The ROO criteria of products are subject to following exceptions through cumulation7:  

a) Bilateral Cumulation 

“…a system that allows products which originate in the Union, to be considered as 

materials originating in a beneficiary country when they are further processed or 

incorporated into a product in that beneficiary country”  

 

 

b) Regional Cumulation  

“…a system whereby products which according to this Regulation originate in a country 

which is a member of a regional group are considered as materials originating in another 

country of the same regional group (or a country of another regional group where 

cumulation between groups is possible) when further processed or incorporated in a 

product manufactured there” 

c) Extended Cumulation 

“… a system, conditional upon the granting by the Commission, on a request lodged by 

a beneficiary country and whereby certain materials, originating in a country with which 

the Union has a free-trade agreement in accordance with Article XXIV of the General 

Agreement on Tariffs and Trade (GATT) in force, are considered to be materials originating 

in the beneficiary country concerned when further processed or incorporated in a product 

manufactured in that country” 
 

 

 

 

 

 

 

 

 

                                                           
7Definitions laid down in Commission Delegated Regulation (EU) 2015/2446 of 28 July 2015, Available at: 

http://eur-lex.europa.eu/legalcontent/EN/TXT/?uri=uriserv:OJ.L_.2015.343.01.0001.01.ENG [[Accessed 20, March 

2018]. 
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Other Special Trade Arrangements 
 

In addition to the EU GSP scheme, Sri Lanka has signed GSP schemes with a number of other 

countries such as USA, Norway and Japan. 

 

Sri Lanka also has a number of special bilateral trading arrangement with the countries specified 

in the list below; 

 Bangladesh - Sri Lanka Joint Committee for Economic co-operation 

 Pakistan - Sri Lanka Joint Committee for Economic co-operation    

 Egypt – Sri Lanka Joint Commission for Trade and Economic Cooperation 

 Iran - Sri Lanka Joint Commission for Economic and Technical Co-operation 

 Iraq - Sri Lanka Joint Committee for Economic and Technical  Co-operation 

 Qatar – Sri Lanka Joint Commission on Economic, Commercial and Technical Cooperation 

 Sri Lanka- Russian Intergovernmental Joint Commission on Trade, Economic, Science and Technical 

Cooperation 

 Belarus- Sri Lanka Joint Commission on Trade & Economic 

 Kuwait – Sri Lanka Joint Commission 

 Turkey – Sri Lanka Joint Commission 

 EU– Sri Lanka Joint Commission (In Coordination with Foreign Ministry) 

 Intergovernmental Commission on Trade, Economic, Science and Technology cooperation between SL-

Ukraine 

 Thailand – Sri Lanka Joint Committee for Trade and Economic Cooperation 

 Vietnam – Sri Lanka Joint Committee for Trade and Economic Cooperation 

 UAE – Sri Lanka Joint Committee for Trade and Economic Cooperation (In Coordination with Foreign 

Ministry) 
Source: Department of Commerce, Sri Lanka 

 

 

COMMERCIAL, INVESTMENT AND ECONOMIC RELATIONS BETWEEN 

SRI LANKA-ITALY-EU 

Commercial, Investment and Economic Relations between Italy and Sri 

Lanka 

The Bilateral Air Services Agreement 

This agreement was signed in 1959 and subsequently revised to reflect the latest developments. 

It has been an important step to enable people interaction and in facilitating businesses. Flights 

between Colombo, Milan and Rome operate 3 days of the week.  
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Agreement on Avoidance of Double Taxation 

The government of Sri Lanka and Italy entered into a convention for the avoidance of double 

taxation with respect to taxes on income and capital and the prevention of fiscal evasion. The 

agreement was signed on the 28th of March 1984. 

 

Agreement for Cultural, Scientific and Technological Cooperation 

This agreement was signed by the government of Sri Lanka and Italy during the visit of Sri 

Lankan Minister of Foreign Affairs in Italy on the 16th of April 2017. 

 

Memorandum to amend the 1873 Extradition Treaty  

The signing of the memorandum of understanding between the government of Sri Lanka and 

Italy on modifying the Extradition Treaty signed in Rome on 5th February 1873, took place on 

11th August 1999. 

 

Agreement on Exchange of Notes on Anchorage 

Exchange of Notes between Italy and Sri Lanka on Anchorage taxes, signed in Rome on 10th 

September and 8th November 1999, entered into force on the latter date. 

 

Driving License Agreement (DLA 

On 20th May 2011, the government of Sri Lanka and Italy signed a bilateral agreement for the 

Mutual Recognition of Driving Licenses in each other’s territories.  

The DLA facilitates for the conversion of valid driving license of those who have obtained 

permanent residency in Italy. The Embassy of Sri Lanka in Rome together with the Ministry of 

Foreign Affairs in Rome, the Motor Traffic Department in Italy and Sri Lankan Motor Traffic 

Authorities renewed this bilateral agreement in December 2016. According to the Sri Lankan 

government sources, over 11,000 Sri Lankans have benefitted from this agreement. 

 

Investment Promotion and Protection Agreement 

This agreement was signed in 1987 in order to provide strong protection for foreign investments 

and promotion of such investments.  

 

Bilateral Agreement on Labour Migration 

The government of Sri Lanka and Italy entered into an agreement on labour migration in 2011, 
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with the view of reducing the trend of illegal migration to Italy. This agreement introduces 

provisions to assist in the collaboration of training, in the fields of circular migration and 

interventions for the complete integration of the community of Sri Lankan workers in Italy. 

 

Commercial, Investment and Economic Relations between European 

Union and Sri Lanka 

Co-operation Agreement on Partnership and Development 

This agreement came into force on the 1st of April 1995 and the general objectives are to 

enhance and develop, through dialogue and partnership, the various aspects of co-operation 

between the European Union and Sri Lanka. Under this agreement, co-operation ties are based 

on the respect for democratic principles and human rights.  

The agreement covers number of key areas of co-operation, such as, 

 Diversification of trade and investment 

 Networking between EU and Sri Lankan business communities 

 Strengthening technical, economic and cultural linkages, providing technical assistance 

to interact more effectively with the EU 

 Supporting Sri Lanka’s efforts in improving the living conditions of the poorer sections of 

the population  

 Environmental protection and sustainable management of natural resources. 

 

EU-Sri Lanka Joint Commission 

Dialogue between the EU and Sri Lanka takes place under the Joint Commission (composed of 

representatives of both EU and Sri Lanka). The objective of the Joint Commission is to ensure the 

proper functioning and implementation of co-operation agreement, to make suitable 

recommendations to promote the objectives of the agreement and examine ways and means to 

enhance the co-operation in the areas covered by the agreement. The last EU-Sri Lanka Joint 

Commission was held in Brussels during July 2016 and was the 20th meeting of the EU-Sri Lanka 

Joint Commission. 

 

Agreement with the European Investment Bank 

The European Investment Bank signed an agreement with the Sri Lankan government in 2006, 

launching a credit line of Euro 70 mn to finance small and medium scale projects in 

infrastructure, tourism, energy, telecommunications and other sectors affected by the 2004 

Tsunami. 
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Generalized System of Preference (GSP)  

The GSP scheme was first implemented in 1971 and until 1995, the main features of the 

European Commission GSP scheme were quotas and ceiling for individual countries and 

products. Since 1995, EU’s GSP did away with any quantitative limitations. The current EU’s GSP 

scheme entered into force from 01st January 2014 and Sri Lanka was offered GSP plus in 2005. 

This GSP plus concession was temporary suspended in 2010, mainly due to non-adhering to the 

international conventions. However, it was regained by Sri Lanka in 2017.  

 

Agreement on the Re-admission of Persons Residing without Authorisation 

This agreement was signed between EU and Sri Lanka on the 4th of June 2004 and came into 

effect on the 1st of May 2005. This is the first formal agreement Sri Lanka entered into 

concerning the combating of illegal immigration. The facilitation of Law Enforcement 

Cooperation, constitutes an integral part of the agreement and it recognizes the need for the 

two parties to take measures to combat organized activities, including human trafficking, 

migrant smuggling and financing for terrorist purposes.  

 

Ongoing EU Funded Projects 

Table 9: Ongoing EU Funded Projects in Sri Lanka 

Project Duration Total Cost 

Providing equal access to better social services in Northern and 

Eastern Sri Lanka 

 

July 2012 -  

April 2018 

10,000,000.00 € 

Improving mental health and reducing economic hardship of 

vulnerable women and communities in Northern Sri Lanka 

 

January 2016 -  

December 2017 

481,928.00 € 

SWITCH Asia Sustainable Consumption and Production National 

Policy Support Component for Sri Lanka 

 

December 2014 -  

December 2018 

1,867,500.00 € 

Sanitation and Hygiene Initiative for Towns (SHIFT) project in Sri 

Lanka. 

 

December 2014 -  

June 2021 

5,928,000.00 € 
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Global Rankings on Sri Lanka 

Global Competitiveness Ranking 

Since 2004, the Global Competitiveness Report of the World Economic Forum ranks countries 

based on the methodology in compiling the Global Competitiveness Index. This index integrates 

the macroeconomic and the micro-business aspects of competitiveness into a single index. The 

report assesses the ability of countries to provide high levels of prosperity to their citizens. The 

index measures the set of institutions, policies and factors that set the sustainable current and 

medium-term levels of economic prosperity. 

 

Figure 15: Global Competitiveness Ranking for Sri Lanka (From 2012-13 to 2017/18) 

 

 

 

 

 

 

 

 

Source: Global Competitiveness Reports 

According to the 2017-18 report, Sri Lanka fell in its ranking to 85th from 71st registered in the 

previous year. This was mainly due to the deteriorating institutional environment, lower goods 

markets efficiency and infrastructure that is assessed as less well developed. As per the report, 

macroeconomic stability needs to remain a priority for the government, as the country continues 

to cope with high levels of debt and tries to restore a sound macroeconomic environment. The 

government managed to decrease the fiscal deficit and manage better the debt repayment profile 

after the country entered assistance programme by the International Monetary Fund (IMF) in 2016. 

Yet, the burden of interest on debt remain high and currently amounts to most of the revenue 

collected by the government. Inflation increased and forced the authorities to tighten monetary 
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policy, with negative effects on credit.  Business Confidence has been declining over the past two 

years. 

Figure 16: Most Problematic Factors for Doing Business in Sri Lanka (2017-18) 

Source: Global Competitiveness Report 2017-18 

The top three countries of this index were Switzerland, United States and Singapore while 

Yemen, Mozambique and Chad being the bottom three. 

 

Ease of Doing Business (EODB) 

Economies are ranked on their ease of doing business by the World Bank. A high ease of doing 

business ranking means the regulatory environment is more conducive to starting and operation 

of a local firm. According to the latest Doing Business Index 2019, published in 2017 Sri Lanka 

climbs to 100th from 111th recorded in the previous rankings among 190 economies. Ease of Doing 

Business in Sri Lanka reached all-time low of 113th rank in 2014 and a record high of 83rd in 2012. 

Sri Lanka’s ranking has been affected by indicators related to registering a property, obtaining 

credit, paying of taxes and enforcement of contracts. Despite a decline in the ranking, the country 

improved in its overall ranking in terms of the distance to frontier measurement (distance of each 

economy from the best performing countries in each indicator) and in all the sub-indicators except 

one (resolving insolvency sub-indicator).  
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Figure 17: Ease of Doing Business Rankings of Sri Lanka          

 

Table 10: EODB Rankings-By Key Area 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The index has been topped by New Zealand while the bottom most spot is occupied by Somalia 

in 2019. 
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Rank  
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Change in the 

rank 2019 vs 

2018 

Starting a Business 83 77  

Dealing with Construction permits 65 76  

Getting Electricity 84 93  

Registering a Property 140 157  

Getting Credit 124 122  

Protecting Minority Investors 38 43  

Paying Taxes 141 158  

Trading across Borders 93 86  

Enforcing Contracts 164 165  

Resolving Insolvency 92 88  
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Source: Ease of Doing Business Indexes, World Bank Group 
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According to the country profile compiled by the EODB, Sri Lanka has implemented number of 

reforms to make doing business easier across the different areas measured by the Doing 

Business Index.  

 

 

 

Table 11: Reforms in Recent Years to Make Doing Business Easier   

Doing 

Business 

Ranking 

Year  

Area Reform 

2019 Dealing with 

Construction 

permits 

Launched a single window, increasing transparency by providing 

online access to building regulations and reducing the 

processing times to issue several building certificates. 

Registering a 

Property 

Implemented a single window to streamline the process of 

delivering several certificates and online access to cadastral 

information. 

Paying taxes Introduced online systems for filing corporate income tax, Value 

Added Tax and employee trust fund contribution. 

Enforcing 

contracts 

Introduced a pre-trial conference as part of the case 

management techniques used in court. 

2018 Trading 

across 

Borders 

Developed a customs single window  

2017 Starting a 

Business 

Removed the stamp duty on newly issued shares 

 Protecting 

Minority 

Investors 

Strengthened minority investor protection by requiring board 

and in some cases shareholder approval of related party 

transactions and by requiring that such transactions undergo 

external review 

2016 Starting a 

Business 

Eliminated the requirement to notify the Registrar of companies 

of the payment of stamp duty for the initial issuance of shares 
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 Dealing with 

Construction 

Permits 

Streamlined the internal review process for building permit 

applications 

2014 Dealing with 

Construction 

Permits 

Eliminated the requirement to obtain a tax clearance and 

reduced building permits fees 

 Getting 

Electricity 

Improved the utility’s internal workflow and by reducing the time 

required to process new applications for connections 

 Paying Taxes Introduced an electronic filing system for social security 

contributions 

 Trading 

across 

Borders 

Introduced electronic payment system for port services 

2013 Starting a 

Business 

Computerized and expedited the process of obtaining a 

registration number for the Employee Provident Fund and 

Employee Trust Fund 

 Registering 

Property 

Introduced an electronic system at the Land Registry in Colombo 

 Getting Credit Strengthened secured transaction system by establishing an 

electronic, searchable collateral registry and issuing regulations 

for its operations 

 Trading 

across 

Borders 

Reduced the time to export by implementing the ASYCUDA 

World electronic data interchange system 

 Protecting 

Minority 

Investors 

Strengthened investor protections by requiring greater corporate 

disclosure in case of transactions between interested parties. 

 Paying Taxes Abolished the turnover tax and social security contribution and 

reducing corporate income tax, value added tax and nation 

building tax rates 

2010 Getting Credit Improved access to credit information through a consolidation of 

systems at the private credit bureau allowing all stakeholder 

lending institutions to submit credit data, with no minimum 

threshold for the loans reported to the database. 
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2009 Getting Credit Strengthened the secured transaction system through new 

company act, under which secured creditors’ claims are no longer 

frozen when the company goes into liquidation and by setting 

up an online system for banks to share credit information at the 

private credit bureau, collecting data on all loans from financial 

institutions and distributing historical credit information covering 

a long period. 

2008 Starting a 

Business 

Eliminated burdensome requirements for approvals, introducing 

a flat registration fee and making company seals and the use of 

notaries optional. 

 Trading 

across 

Borders 

Introduced a new electronic data interchange system that 

enables electronic submissions and processing of customs 

declarations and cargo manifests and by providing for legal 

recognition of electronic documents and contracts. 

 

Economic Freedom Index 

Economic Freedom Index is an annual index and ranking created by The Heritage Foundation and 

the Wall Street Journal in 1995 to measure the degree of economic freedom in world’s nations. 

The score of 100 represents the maximum economic freedom. In 2018, index of economic freedom 

for Sri Lanka recorded a score of 57.8. Though the index for Sri Lanka fluctuated substantially in 

recent years, it has been on an overall upward trend since 2010.  

Figure 18: Scoring of Sri Lanka on Economic Freedom (2006-2018) 

Source: Economic Freedom Index and World Data Atlas 

Human Development Index (HDI 

The HDI is a summary measure of average achievement in key dimensions of human 

development: a long and healthy life, being knowledgeable and have a decent standard of 
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living. The health dimension is assessed by life expectancy at birth, the education dimensions is 

measured by mean of years of schooling for adults aged 25 years and more and expected years 

of schooling for children of school entering age.  The standard of living dimensions is measured 

by gross national income per capita.    

Sri Lanka ranked 76th out of 189 countries in the Human Development Index.  

Figure 19: Human Development Index (HDI)       

                      

 

 

 

 

 

 

 

 

 

 

Global Innovation Index (GII) 

Global Innovation Index provides detailed metrics about the innovation performance of 130 

countries and economies aruond the world. It’s 80 indicators explore a broad vision of innovation, 

including political envirionment, education, infrastructure and business sophistication.  

Figure 20: Global Innovation Index  
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Logistics Performance Index (LPI)        

LPI is an interactive benchmarking tool created to help countries identify the challenges and 

opportunities they face their performance on trade logistics and what they can improve their 

performance. The LPI 2016 allows for comparisons across 160 countries. 

Figure 21: Logistics Performance Index                      

 

 

Global Services Location Index (GSLI) 

Figure 22: Global Services Location Index 

The annual Global Services Location Index, 

formerly called the Offshore Location 

Attractiveness Index, is a tool to help 

companies understand and compare the 

factors that make countries attractive as 

potential locations for offshore services. It 

measurers the viability of countries as an 

offshore destinations based on their 

financial attractiveness, people skills and 

availability and business environment.  

Sri Lanka ranked 11 out of 55 destinations in 

2017 Index.  
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Enabling Trade Index (ETI) 

Enabling Trade index evaluates 136 economies based on their capacity to facilitate the flows of 

goods over borders and to their destination under seven categories. These are: (1) domestic 

market access, (2) foreign market access, (3) border administration, (4) transport infrastructure, 

(5) transport services, (6) ICT infrastructure, and (7) operating environment. Sri Lanka ranked 

103rd place in 2016 report due to weak scoring in indicators related to tariffs, non-tariff barriers, 

import procedures and market access. Reforms since 2015 to improve the ease of doing 

business and reduction in para tariffs should help Sri Lanka move up the ranking.  
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FDI INFLOWS FROM ITALY TO SRI LANKA 

Figure 23: FDI Inflows from Italy to Sri Lanka (2005-2017) EUR Mn 

Source: Board of Investment, Sri Lanka 

In 2006, FDIs from Italy to Sri Lanka registered its highest for last 13 years accounting for EUR 

15.4Mn and it is an 81% growth on Y-o-Y basis. From 2010 to 2016 there is a stagnating trend in 

FDI inflows from Italy to Sri Lanka, but during last year (2017) FDI grew up by nearly 20 times than 

the FDI received in 2016.This growth is mainly due to an re-investment done by an existing 

company (Omega Line) amounted EUR 7.5Mn. During the period under consideration (2005-

2017), average FDI inflows from Italy accounted for EUR 5Mn and it is about 1% of the average 

total FDI inflows into Sri Lanka during this period. 

In 2017, China led in Sri Lanka’s FDI accounted for 37% (EUR 556) of total inflows and Italy is the 

17th foreign investor in Sri Lanka. China followed by Hong Kong and India accounted for 17% and 

10% of total FDI inflows in 2017 respectively. 
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WHY INVEST IN SRI LANKA? 

Location and Connectivity 

Sri Lanka is at the crossroads of major shipping routes connecting South Asia, Far East and the 

Pacific with Europe and the Americas. The country is strategically located next to the fast growing 

Indian sub-continent with close proximity to Southeast Asia and the Middle East. Further, the 

country has strong air connectivity with more than hundred weekly flights to India alone. Sri Lanka 

is connected to the SEA-ME-WE III and IV (South East Asia- Middle East-Western Europe) fiber 

optic communication backbone with over 11 communication satellites orbiting above the south 

of the country.  

Belt and Road Initiative (BRI) and role of Sri Lanka 

The BRI initiative puts Sri Lanka as an attractive investment destination leveraging on the location 

of Sri Lanka within China’s overall initiative. The project offers the potential to fulfil the needed 

connectivity in the Indian Ocean region. Once such investment is the Hambantota port which fits 

in the with BRI initiative given the proximity to the busy sea lane between the Suez Canal and the 

Straight of Malacca. The potential has the potential to be a hub for bunkering, vessel repair and 

will bring with it associated industries and entrepot trading.  

The Colombo Port City project which will bring with it the Colombo International Financial City is 

also another key project as a result of this initiative. The port city which will reclaim close to about 

269 hectares from the sea near the Colombo seaport, is expected to hold office buildings, a 

marina, theme parks and apartments amongst other infrastructure to position the city as a top 

metropolitan city for the South Asia region. The total expected FDI into Sri Lanka for the project 

will be around EUR 13.3 bn over a 25-year period.  

 

Access to Key Markets 

Sri Lanka is the only country to have Free Trade Agreements with both India and Pakistan, giving 

duty free access to over 1.5 bn consumers from the island. The Indo-Sri Lanka Free Trade 

Agreement (ISLFTA) came into effect in year 2000 and provides strategic access from Sri Lanka for 

over 4,200 products at zero duty to India, which is the world’s second largest populous market. 

The Pakistan-Sri Lanka Free Trade Agreement (PSLFTA) came into effect in year 2005 and provides 

strategic access from Sri Lanka for nearly 4,500 products to the Pakistan market. In order to qualify 

under the two free trade agreements, products needs to be wholly produced or have a domestic 

value addition of 35 % at FOB level. In addition, by locating in Sri Lanka, a company can gain 

preferential trade access to two regional blocs under the South Asian Free Trade Area (SSFTA) and 

the Asia-Pacific Trade Agreement (APTA). With the recently signed FTA with Singapore, Sri Lanka 

aims to improve its footprint in the region.  
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Social Infrastructure 

Sri Lanka leads the South Asian region in human development indices with its high literacy rate 

and national health indicators. The country boasts a life expectancy of 75 years and an infant 

mortality rate of 8.2 per 1,000 live births, which ranked 73 of 188 countries.  Sri Lanka is a firm 

proponent of international laws and UN’s rights of labour, children and women. The country has 

an edge over its regional competitors because of its stringent adherence to child labour laws and 

endorsement of gender equality. 

 

 

KEY SECTORS FOR INVESTMENT IN SRI LANKA 

1. Knowledge Services 

Knowledge Services sector has tremendous potential to emerge as a key growth sector in Sri 

Lanka. Given the quality of students, level of English and literacy, and the proximity to India, 

Sri Lanka is an ideal position to develop into high value-added IT/KPO/BPM services provider. 

There are opportunities available for investors in IT software development, KPO/BPO industry, 

IT enabled services and IT training centers. Further, there are opportunities for the 

establishment of higher education establishment to develop more qualified industry 

personnel sought by the growing industries in Sri Lanka. 

 

2. Tourism, Wellness and Hospitality 

This sector has had rapid growth in terms of tourist arrivals since 2009. As a result, there has 

been significant investment made to increase room inventory. Presently there is potential for 

investments in resorts, villas, higher-end restaurants, Ayurvedic centers, leisure, 

entertainment and theme parks, tourism transport (domestic and international sea and air 

transport). Further to above, there are opportunities in allied and ancillary sub-sectors such 

as water sports, angling, spa and wellness centers, yacht marina, eco-lodge, camping, whale 

and dolphin watching, coastal ferry services and cruise line. According to the Export 

Development Board, there is the potential to increase the present spend by a tourist visiting 

Sri Lanka of about US$170 per night to about US$400-450 per night through the promotion 

of the wellness tourism sector.  

 

3. Boating Industry 

Sri Lanka is not renowned in this sector but is now focusing in expanding this industry and 

promoting the boat building, repair and berthing industry. The ambition is to be a well-known 

recreational boating hub and service centre for yachts in the region. Given Italian companies 

experience in this industry, there is opportunities in the areas of boat building, after sales 

services such as refitting and repair, marina services, associated recreational services such as 

boat charters and all services connected with the efficient use of any vessel. 
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4. Processed Food and Beverages 

This is another growing industry in Sri Lanka given that products are of high quality and have 

healthy characteristics due to the excellence of raw materials and the industry’s commitment 

to investment in manufacturing processes and improving its market image. However, there 

is a need for more investment into food processing for either domestic consumption or 

reexporting. Investment opportunities are available in the areas of developing new products 

based on already well- performing healthy foods such as healthy biscuits and coconut- based 

dairy.  Further, for the industry to maintain its growth momentum, there is requirement for 

investment in research and development, improvement of labelling and packaging, and in 

transportation and cold chambers.  

 

5. Gems and Jewellery  

This industry has a formidable reputation with the international Gem and Jewellery trade 

given that the country is able to supply highly quality gems and is known for quality in cutting 

and finishing. The industry is now aiming to establish itself as a world-class Gem and Jewellery 

hub. There is potential for this to take place as well for further expansion in the sector building 

on the availability of gem stones, well employed lapidaries and an educated and trainable 

workforce.  

 

6. Infrastructure  

Construction and related projects has been a key driver of economic growth over the last 7 

years. This is expected to continue with more projects in the pipeline to improve the 

connectivity in the country and facilitate trade. As such, there will be opportunities in 

warehousing and logistics services, construction of highways and railways, water supply and 

sanitation. Further, with the growth per capita income of the population there will be 

continued demand for housing and shopping malls as activity in the urban development rises.  

 

7. Agriculture  

There are numerous opportunities for investment in Sri Lanka’s agriculture sector to cater to 

the domestic market and for value added exports. Namely there are opportunities within 

cultivation and processing of fruits, vegetables, herbs and spices, deep sea fishing and rearing 

processing fish, horticulture, animal husbandry projects and floriculture. Investments will 

assist in the country raising its level of productivity, level of technology innovation, 

developing quality seeds and planting material and improving the overall value addition with 

the aim of accessing new international markets.  
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SETTING UP A BUSINESS IN SRI LANKA 
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The Location 

An investor has two options to locate the business in Sri Lanka 

Option 1: Locating within a BOI administered Export Processing Zones (EPZs) or Industrial Parks 

(IPs), with required infrastructure facilities and on long-term lease basis. (BOI Approval is Required) 

These EPZs/ IPs are more suitable for industrial manufacturing and processing businesses.  

There are 12 EPZs in Mawathagama, Polgahawela, Mirigama, Katunayake, Biyagama, Horana, 

Seethawaka, Koggala, Kandy, Mirijjawila, Wathupitiwela and Malwatta. 

In addition to that, there are sector specific privately owned industrial parks namely, MAS Fabric 

Park, Thulhiriya for Apparel and Related Industries and Orion City Park, Colombo 9 or 

IT/Knowledge Services. 

 

Option 2: Locating outside zones  

By,  

Purchase a privately owned land on outright purchase or lease basis 

Get a government owned land, available for long term lease under different government agencies. 

If an investor needs to locate outside BOI zones, it is not compulsory to get the BOI approval. If 

the investor wishes to get BOI facilities such as duty free facility, visa recommendations and 

support from the BOI to solve their bottlenecks the BOI approval is required. 

An investor has two options to locate the business in Sri Lanka 

 

Setting up a Business 

Under section 16 and 17 of BOI Law and Strategic Development Project Act, the Board of 

Investment (BOI) of Sri Lanka is empowered to approve projects under following categories. 

Projects Approved under Section 16 of BOI Law 

Projects are approved under section 16 of BOI law, where the entry of foreign investment is 

permitted without any fiscal concessions. These projects are governed under normal laws of the 

county and are subjected to Inland Revenue laws, Customs Laws and Exchange Control 

Regulations. These approvals are granted  

- Only to facilitate the entry of foreign investment 

- To setting up of a new company with foreign shareholding 
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- For the purpose of transferring or issuance of new shares in an existing non-BOI 

company to foreign investors. 

Currently, the minimum investment requirement to qualify for the section 16 projects is USD 

250,000 (approximately EUR 221,240). This can be either 100 % foreign investment or joint venture 

investment with a local collaboration.  Foreigners have to remit a minimum of USD 1mn 

(approximately EUR 884,956) if they are to undertake trading activity. The proposed foreign 

investment should be effected from funds remitted through an Inward Investment Account (IIA) 

as indicated in the Gazette Extraordinary No. 1232/14 of 19th April 2002 published by the controller 

of Exchange. 

 

Projects Approved under Section 17 of BOI Law 

Under section 17 of the BOI Law, it is empowered to approve projects and enter into agreements 

with enterprises and to grant exemptions from laws such as Inland Revenue, Exchange Control 

and Customs subject to fulfillment of the investment threshold or any other specified requirement. 

Projects Approved under Strategic Development Projects Act (SDP) 

Tax exemptions are considered under the provisions of Strategic Development projects Act No. 

14 of 2008 and its amendments for special projects which are in the national interest, likely to 

bring economic and social benefits to the country and capable of changing the landscape of the 

country, primarily through, 

- The strategic importance attached to the proposed provision of goods and services, which 

will be of benefit to the public 

- The substantial inflow of foreign exchange to the country 

- The substantial employment which will be generated the enhancement of the income 

earning opportunities  

- The envisaged transformation in terms of technology 

The SDP Act covers full or partial exemptions from following legislation based on the nature of 

the investment on a case by case basis. 

1. The Inland Revenue Act, No. 24 of 2017 

2. The Value Added Tax Act, No. 14 of 2002 

3. The Value Added Tax Act, No. 14 of 2002 

4. The Excise (Special Provision) Act, No. 13 of 1989 

5. The Economic Service Charge Act, No. 13 of 2006 

6. Nation Building Tax Act No. 09 of 2009 

7. Port & Airports Development Levy Act No. 18 0f 2011 
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8. Customs Ordinance (Chapter 235) 

9. The Sri Lanka Export Development Act No. 40 of 1979 

10. The betting and Gaming levy Act No. 40 of 1988 

When receiving incentives and other benefits eligible for investors, there is no discrimination 

between local and origin investors if they invest in Sri Lanka under Section 17 of BOI Law or SDP 

Act. 

 

 

 

 

 

 

 

 

 

 

 

 

Company Registration 

 

Step 1: Obtain a Name Approval 

1.1. Check the availability of the proposed name of the company. This can be search through 

the “Database of Registered Companies” in the Registrar General of Companies (ROC) 

web portal. The link is given below.  

            http://www.drc.gov.lk/App/comreg.nsf?Open 

Otherwise, this can be search using the books kept in the information counter of the 

ROC.   

(Private, Public, Public Quoted, Guarantee, Foreign, Off-Shore, unlimited Companies and 

Associations should get name reservations) 

 

1.2. After verify the availability of name, fill the name search form and send it manually or via 

email after paying charges of it. 

1.3. Obtain the name approval 

 

Board of Investment of Sri Lanka 

Level 26, West Tower 

World Trade Centre, Echelon Square 

Colombo 01 

 

Telephone: 94- 11-2385972-6 

Fax:  94-11-2447994 

Email: info@boi.lk 

Web: www.investinsrilanka.com 
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Step 2:  Registering the Company 

Application for registration of the proposed company by submitting Articles of Association 

together with the forms described below 

- Form 1: Registration of Company: gives details and type and name of the company, 

registered address of the company, details of initial directors, secretary/secretaries and 

shareholders. 

- Form 18: Consent and Certificate of Directors 

- Form 19: Consent and Certificate of Secretary/Secretaries 

If the company is coming under the BOI regime, the draft Articles of Association should be 

submitted for approval of Executive Director (legal), BOI prior to incorporation of the company. 

 

More information regarding Company registration can obtain via 

http://www.drc.gov.lk/App/comreg.nsf/eb209294bae3f1a0462573f4001cad99?OpenForm 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Registrar General of Companies  

Department of the Registrar of Companies  

“Samagam Medura”  

400, D. R. Wijewardena Mawatha  

Colombo 10  

 

Telephone: 94-11-2689208, 2689209 

Fax:  94-11-2689211 

Email: info@drc.gov.lk 

Web: www.drc.gov.lk 
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Obtaining a Preliminary Planning Clearance/ Development Permit/ Certificate of 

Conformity Except For the Projects Relevant To Tourism Industry 

The organization that is concerned with this is the Colombo Municipal Council (CMC). 

Obtaining a Preliminary Planning Clearance (PPC) 

1. Obtain an application along with the instructions from the customer Care Centre of the 

CMC or from CMC website, www.cmc.lk 

2. Submit two copies of the proposed development in sketch form and a survey plan in 

scale of 1:1,000 or 1 chain: 1 inch along with the application to City Planing Division of 

the CMC. 

Obtaining a Development Permit and Approval of Building Plans 

1. Obtain an application along with the instructions from the customer Care Centre of the 

CMC or from CMC website, www.cmc.lk 

2. Submit the completed Building Application with minimum number of 9 copies of 

building plans, along with the relevant clearances/documents. 

Obtaining a Certificate of Conformity (COC) 

1. Obtain an application along with the instructions from the customer Care Centre of the 

CMC or from CMC website, www.cmc.lk 

2. Complete application and hand over it to the City Planning Division of the CMC along 

with the Drainage Certificate, Fire Certificate, Solid Water Management Certificate and 

Certificate from Presidential Security Range (if applicable). 

All the applications should be certified by both the Chartered Architect and Chartered 

Civil Engineer, if the total floor area exceeds or equal to 280sq.m and/or the 

walls/columns are situated on the boundary of the property. 

 

 

 

 

 

 

 

 

Colombo Municipal Council 

Town Hall 

Colombo 07 

Telephone: 94-11-2684290 

Email: munici@slt.lk 

Web: www.cmc.lk 
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Registration of a Property (Deed) 

The organization that is concerned with this is the Registrar General’s Department.  

1. Obtain a title report after Notary carries out a title search at the relevant Land Registry. 

2. Get the deed signed by parties, witnesses and notary, attested. 

3. Handover the deed for registration to the relevant Land Registry by Notary/Lawyer or 

purchaser. 

4. Registration of the deed at the Land Registry 

5. Return of the registered deed over the counter or by post. 

 

 

 

 

 

 

 

 

Obtaining a Telephone Connection 

The organization that is concerned with this is Sri Lanka Telecom PLC 

1. Obtain an application from any regional Telecom office or download application from Sri 

Lanka Telecom corporate website, www.slt.lk 

2. Submit completed application with a photocopy of NIC/passport 

3. For business use, submit, business registration certificate/certificate of incorporation, 

form 20, if tax exempted, documentary proof. 

4. Collect/Receive the invoice-Applicant can get the invoice over the counter. 

5. Pay installation cost 

6. Co-operate with the technicians who visit the location for installation. 

 

 

 

 

 

Registrar General’s Department 

234/A3, Denzil Kobbekaduwa Mawatha, 

Sri Jayawardenepura Kotte, 

 

Telephone: 94-11-889488 

Email: info@rgd.gov.lk 

Web: www.rgd.gov.lk 

Sri Lanka Telecom Headquarters 

Lotus Road 

Colombo 01 

Telephone: 94-11-2329711 

Web: www.slt.lk 
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Obtaining an Electricity Connection 

The organization that is concerned with this is the Ceylon Electricity Board (CEB). 

 

For Retail Supply Connection 

1. Obtain an application form from the nearest CEB Electricity Consumer Service Centre and 

handover the application with a payment of registration fee. 

2. Pay the cost estimate given by the CEB for providing retail supply connection. 

3. Complete the internal wiring to the satisfaction of the ECB 

4. Provide CEB with an installation test report for the internal wiring certified by a Chartered 

Electrical Engineer registered with CEB 

5. Pay the security deposit in respect of cost of two months average electricity 

consumption to CEB. 

6. Enter into a service agreement with the CEB for supply of electricity. 

For Bulk Supply 

1. Make request with an application fee to the Commercial Engineer for the respective 

provice and the costing will be done by the Commercial Engineer or the staff attached to 

that branch.  

2. Document Requirements 

- A copy of the approved building plan 

- Document evidence to establish the assessment number allocated to the property by 

CMC. 

- A copy of the Certificate of Incorporation 

3. Obtain a cost estimate after onsite inspection by the commercial engineer of the staff 

attached to that branch 

4. Pay the cost estimate given by the CEB for providing bulk supply connection 

5. Complete the internal wiring to the satisfaction of the CEB 

6. Provide CEB with an installation test report for the internal wiring certified by a Chartered 

Electrical Engineer registered with CEB 

7. Pay the security deposit in respect of cost of two months average electricity 

consumption to CEB 

8. Enter into an agreement with the CEB for supply of electricity.  

 

 

 

 

Ceylon Electricity Board 

7th Floor, P.O.Box 540, 

Sir Chittampalam A. Gardiner Mawatha, 

Colombo 02 

Telephone: 94-11-2320953 

Web: www.ceb.lk 
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Obtaining a Water Supply Connection 

The organization that is concerned with this is the National Water Supply and Drainage Board 

(NWSDB). 

1. Obtain an application from the relevant Area Engineer’s Office/ Local Area officer or 

download the form from the website. 

2. Complete the application form provided by NWSDB and handover to the nearest office 

with Gramasewaka certificate or assessment or Certificate of Confirmity of the premises. 

3. Obtain consent from the local authorities for damage to raod 

4. On-site examination by NWSDB for clearance 

5. Pay the estimated cost for the connection to NWSDB 

6. Enter into a service agreement with the NWSDB 

7. The connection would be given after 3 working days from signing of the service 

agreement 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

National Water Supply and Drainage Board 

Galle Road,  

Ratmalana 

 

Telephone: 94-11-2638999 

Web: www.waterboard.lk 
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RAW MATERIAL AVAILABILITY IN SRI LANKA 

Table 12: Raw Material Availability 

Resource/Raw 

Material 

Available Areas in 

the country 

Description  

Mineral Resources 

Gemstones 

and 

Diamonds 

Mainly in the 

Sabaragamuwa 

Province 

Sri Lanka has been known for over 2,500 years for 

gemstones, unique in quality and variety and it is the 

most renowned and important mineral resource in the 

country. Of the 200 minerals that have been classified 

as precious gemstones, 75 are found in abundance in 

Sri Lanka. Sri Lanka ranks with Myanmar, Brazil, South 

Africa and Thailand as one of the world’s most 

important gem-bearing nations.  

Non-Ferrous 

Minerals such 

as Ilmanite, 

Rutile, 

Titanium,  

Mainly in Pulmuddai 

Beach 

Other beach 

mineral sands 

such as 

Monazite, 

Zircon, garnet 

Other Beach areas of 

the country 

Graphite Bogala-kegalle 

District 

Kahatagaha-

Kurunegala District 

Rangala-Kandy 

District 

Ragedara-

Kurunegala District 

Sri Lanka’s graphite has gained popularity all over the 

world for its high purity and offers many processing 

applications in graphite lubricants, flake graphite, 

carbon brushes, refractory bricks and midget 

electrodes and nano-technology.  

Clay such as 

kaolinite, ball 

clay and brick 

clay 

Yellow, red and blue 

colour ball clay- 

Central Province 

Brick clay – most of 

the river valleys 

These three types of clay are used for export 

industries. Ball clay used to make casts and as 

refractory material because of their attributes of 

strength and high plasticity. 

Brick clay is commonly used in production of bricks 

and tiles.  
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Silica, Quartz 

and Feldspar 

Silica: Nattandiya, 

Marawila, 

Madampe,- Western 

Province 

Quartz: Wellawaya-

Uva Province 

Feldspar: Rattota-

Central Province, 

Namaloya- Eastern 

Province, Koslanda-

Uva Province, 

Balangoda-

Sabaragamuwa 

Province 

Mostly used in ceramics and glass industries and Sri 

Lanka’s porcelain is ranked among the best in the 

world. 

Agricultural Resources 

Rubber Rubber growing 

areas: Colombo 

Gampaha 

Kalutara 

Kandy 

Matale 

Galle 

Matara 

Kurunegala 

Ratnapura 

Kegalle 

Rubber as an agricultural commodity has since 

become of strategic significance with respect to the 

global rubber industry. Sri Lanka is manufacturing 

number of value added rubber products by 

processing raw rubber. Specially Sri Lanka’s solid tyres 

are recognized internationally. At present Sri Lanka 

ranks among the world’s top ten largest producers 

and 7th largest exporter in natural rubber.   

Ceylon Tea Kandy 

Nuwaraeliya 

Uda Pussallawa 

Uva 

Sri Lanka is the world’s third largest tea exporter. As 

per the Export development Board of Sri Lanka Ceylon 

Tea is the cleanest tea in the world in terms of 

pesticide residues, a fact confirmed by the ISO 

technical Committee. Sri Lanka was also the first to 

achieve the ‘Ozone Friendly Tea’ label recognized 

under the Montreal Protocol Treaty and is the owner 
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Dimbula in Central 

Province 

Sabaragamuwa 

province 

Southern Province 

of the first ethical Tea Brand of the world recognized 

by the UN Global Impact. 

Spices Cinnamon: Along 

the coastal belt from 

Negombo to Matara 

and Kalutara 

Ratnapura 

 

Other Spices: Mid 

and low country 

regions 

 

Sri Lanka known as the Spice Island where Spices and 

Allied products suppliers export cinnamon, pepper, 

ginger, cloves, cardamoms, nutmeg, mace and vanilla.  

These verities of condiments are used to season, 

flavor and aromatic various forms of cuisines across 

the world. Sri Lanka is the world’s largest producer 

and exporter of cinnamon to the world. 

Coconut Mainly in the 

traditional coconut 

triangle- Chillaw, 

Puttalam and 

Kurunegala. 

In addition along the 

coastal belt of the 

country. 

One of the major plantation crops in Sri Lanka and 

about 2,500 mn nuts are produced per year. Sri Lanka 

is very popular in the world market for desiccated 

Coconut and coconut fibre products. Desiccated 

coconut has ranked Sri Lanka the 4th position of the 

world export market for all kernel products.  

Fruit and 

Vegetables 

Hill country Region 

and  

Low Country Region 

 

 

Different verities of fruit and vegetables are grown in 

varied agro-climatic areas of Sri Lanka. As per the 

Export Development board of Sri Lanka, Sri Lanka 

produces more than 900,000 metric tons of fruit and 

vegetables annually and export both fresh and 

processed verities to many destinations in the world. 

Coastal and Marine Resources 

Sea food Marine area of the 

country 

Sri Lanka has emerged as a quality tuna exporter to 

the international market. These includes tuna, tuna 

loins, fresh tuna steaks, tuna topping and tuna saku 

blocks etc.  Other verities of Sri Lankan seafood are 

CONTENTS 



67 
 

lobsters, crabs, squid, cuttlefish, shark fin, beche de-

mer and fish maws. 

   

Ayurvedic and Medical Products 

Ayurvedic and 

Medicinal 

Products 

Islandwide Sri Lanka exports several varities of medical plants and 

products such as cassava roots, ginger, saffron, thyme, 

bay leaves, turmeric, medicinal plants and their parts. 
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CONSTRAINTS IN DOING BUSINESS WITH SRI LANKA 

The report identified some practical constraints businesses are facing in trading and investing in 

Sri Lanka. The issues highlighted below are purely based on the stakeholder interviews conducted 

with Italian companies already established in Sri Lanka.  

 

Policy inconsistency and incoherence  

Lack of clarity and consistency on policy has hindered the investment decision making for 

businesses. During certain months of 2016, the tax policy of the country took several shifts which 

was disruptive to business planning and strategy. Restrictive policies of the government such as 

land ownership restrictions and lack of a coordinated government policy has seen the weakening 

of confidence for both local and foreign investors. Higher and cyclical interest rates locally have 

also seen a constraint in new business expansion.   

 

Constraints in Investment Facilitation   

As the primary government organization responsible for investment, the BOI is intended to 

provide a “one-stop” services for all foreign investors. However, the BOI of Sri Lanka is yet to be a 

one-stop shop and their performance is not meeting expectations. This is due to unclear 

procedures and administrative barriers that the BOI is facing though efforts are being taken to 

streamline new investments and redress concerns from existing investors.  

 

Difficulty in Customs Clearing Procedures 

The process of getting custom examinations completed and clearing documents are major issues 

faced by exporters and importers. Bureaucratic red tape, harassments by customs officials, 

corruption are the key reasons for these difficulties. Further, there is no proper document stating 

the exact import and export procedures which is vital for fresh exporters and importers.  

 

High level of tariffs and Taxes 

Imports into Sri Lanka subjected to a variety of import duties, which combined can result in high 

duty rates. Customs import tariffs, Value Added Taxes (VAT), Port and Airport Development Levy 

(PAL), Nations Building Tax (NBT), Regional Infrastructure Development Levy and Social 

Responsibility Levy are the duties applicable at the border. On the development of certain 

commodities, Commodity Export Subsidy Scheme (CESS) and Special Commodity Levy (SCL) are 

imposed. These taxes result in higher end prices for the consumer.  
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Shortage of Labour  

Lack of skilled labour has been a prevailing issue across many industrial sectors. This is particularly 

the case in sectors such as apparel, construction, hospitality and plantation sector. Businesses are 

facing problems to continue their investments and some private sector companies have requested 

permission from the government to import labour for their particular industry. Further to that, the 

business environment in Sri Lanka is highly politicized and workforce is highly unionized.  

 

Depreciation of LKR 

The Sri Lankan rupee has depreciated close to 30% against the euro in the period from January 

2017 to end 2018. As a result, this is having a negative impact for businesses in particular for 

importers from Italy. This has resulted in high shelf price of imported products which in turn affects 

the consumer demand.  

 

Mismatch of HS Codes 

HS Codes used in Sri Lanka do not sometimes match with the international system and as such  

causes delay at the time of clearing goods from Sri Lanka Customs. This operational issue is 

hindering the process of importing as each time this new material/ component is required, a delay 

is observed.  
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LIST OF BANKS AND THEIR CREDIT RATINGS 

Table 13: Banks in Sri Lanka and their Credit Ratings (as per publicly available data) 

Financial Institutions 

Credit Ratings 2017  Credit Ratings 2016 

Moody's 

rating 
Fitch rating   

Moody's 

rating 
Fitch rating   

# Name 
ICRA 

rating 

Long

-

Term 

ratin

gs 

Long-

Term 

Issuer 

Default 

Ratings 

(IDR) 

Standard 

& Poor's 

rating 

ICRA 

rating 

Long-

Term 

ratings 

Long-

Term 

Issuer 

Defaul

t 

Rating

s (IDR) 

Stan

dard 

& 

Poor

's 

ratin

g 

Licensed Commercial Banks 

Public Banks 

1 Bank of Ceylon (BOC) AAA AA+ B+     AA+ B+   

2 People's Bank   AA+       AA+     

Private Banks  

3 Commercial Bank of 

Ceylon PLC (CB)  

  AA       AA     

4 Hatton National Bank 

PLC 

  AA-       AA-     

5 Sampath Bank PLC   A+             

6 National Development 

Bank PLC’s (NDB) 

  A+       A+     

7 Seylan Bank PLC   A-       A-     

8 Nations Trust Bank (NTB)   A             

9 Amana Bank PLC    BB             

10 Axis Bank Ltd                  

11 Cargills Bank Ltd                 

12 Citibank     A+           

13 Deutsche Bank AG      BBB+           

14 Habib Bank Ltd                  

15 HSBC   AA-   AA-         

16 ICICI Bank Ltd                  

17 Indian Bank                  

18 Indian Overseas Bank                  

19 MCB Bank Ltd A+               
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20 Pan Asia Banking 

Corporation PLC 

  BBB-              

21 Public Bank Berhad                  

22 Standard Charted Bank   AAA A+           

23 Union Bank of Colombo BBB BB+             

Licensed Finance Companies 

24 Abans Finance PLC   BB+             

25 Alliance Finance Co. PLC  BBB- BB+             

26 AMW Capital Leasing 

And Finance PLC 

  BBB+             

27 Arpico Finance Co PLC  BB               

28 Asia Asset Finance PLC BBB+               

29 Associated Motor 

Finance Co. PLC  

BB               

30 Bimputh Finance PLC    BB             

31 BRAC Lanka Finance PLC  A-               

32 Central Finance 

Company PLC 

  A+             

34 Citizens Development 

Business Finance PLC  

BBB+               

35 City Finance Corporation 

Ltd.  

                

36 Colombo Trust Finance 

PLC 

                

37 Commercial Credit & 

Finance PLC  

BBB               

38 Commercial Leasing & 

Finance PLC  

A               

39 DFCC Bank PLC (DFCC)   AA- B+ B   AA- B+   

40 ETI Finance Ltd                 

41 HNB Grameen Finance 

Ltd 

  A             

42 Ideal Finance Ltd                 

43 Kanrich Finance Ltd                 

44 LB Finance PLC   A-             

45 LOLC Finance PLC A               

46 Melsta Regal Finance Ltd   A+             

47 Mercantile Investments 

and Finance PLC  

  BBB-             

48 Merchant Bank of Sri 

Lanka & Finance PLC  

A               
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49 Multi Finance PLC                  

50 Nation Lanka Finance 

PLC  

                

51 Orient Finance PLC BB+               

52 People's Leasing & 

Finance PLC 

  AA-             

53 People's Merchant 

Finance PLC 

  BB+             

54 Prime Finance PLC                  

55 Richard Pieris Finance 

Ltd 

          A     

56 Sarvodaya Development 

Finance Co. Ltd 

                

57 Senkadagala Finance PLC   BBB+             

58 Serendib Finance Ltd                  

59 Singer Finance (Lanka) 

PLC 

  BBB             

60 Sinhaputhra Finance PLC                 

61 Siyapatha Finance PLC   A-             

62 Softlogic Finance PLC BB+               

63 Swarnamahal Financial 

Services PLC  

                

64 The Finance Co PLC                 

65 The Standard Credit 

Finance Ltd 

                

66 TKS Finance Ltd                 

67 Trade Finance & 

Investments PLC 

BBB-               

68 U B Finance Co. Ltd BB               

69 Vallibel Finance PLC BBB-               

Licensed Specialised Banks 

70 National Savings Bank   AAA B+     AAA B+   

71 Housing Development 

Finance  

AAA BBB             

72 Lankaputhra 

Development Bank Ltd 

  BBB             

73 Pradeshiya Sanwardhana 

Bank  

                

74 Sanasa Development 

Bank PLC 

BBB- BB+             

75 Sri Lanka Savings Bank 

Ltd  

BBB-               
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76 State Mortgage & 

Investment Bank 

A               

 

Access to Credit  

Sri Lanka’s financial system consists of a wide range of financial service providers such as 

commercial and specialized banks and finance companies. There are also semi-formal providers 

like cooperatives, community-based organizations, non-government micro-finance institutions 

and government programs such as Samurdhi. There is a high level of physical access to bank 

branches with a bank branch density of 18 per 100,000 adults. Another noteworthy statistic is that 

82% of the adults have accounts at a financial institution. However, only 51% of individuals have 

reported activity through deposits and withdrawal within a 12 month period.  

According to data from the IFC, there is a EUR 309 mn credit deficit for women entrepreneurs in 

Sri Lanka while it is observed that only 17% of the women have been successful in borrowing from 

the formal sector. As a result, 80% of the borrowers in the informal and microfinance sectors are 

women. Access to finance remains a challenge for the SMEs and MSMEs growth as well.  

To address the above concerns, the IFC and the Central Bank of Sri Lanka is at present developing 

a National Financial Inclusion Strategy. This will enable there to be a coordinated and systematic 

approach towards developing access to finance and the need of the masses.  
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USEFUL LINKS TO KNOW MORE ON THE ECONOMY, TRADE AND 

INVESTMENT 

Central Bank of Sri Lanka 

 

http://www.cbsl.gov.lk 

 

Department of Census and Statistics 

 

www.statistics.gov.lk 

 

Department of Commerce 

 

https://www.doc.gov.lk 

 

Sri Lanka Customs 

 

www.customs.gov.lk 

 

Government of Sri Lanka 

 

https://www.gov.lk 

 

Board of Investments 

 

www.investsrilanka.com 
 

Department of Registrar of Companies www.drc.gov.lk 
 

Ministry of Industries and Commerce 

 

www.industry.gov.lk 

 

Ministry of Foreign Affairs 

 

www.mfa.gov.lk 

 

Sri Lanka News: The Official Government New 

Portal of Sri Lanka 

 

https://www.news.lk 

Export Development Board 

 

www.srilankabusiness.com 

 

The Ceylon Chamber of Commerce 

 

https://www.chamber.lk 

 

Department of Immigration and Emigration 

 

www.immigration.gov.lk 

 

Colombo Stock Exchange 

 

https://www.cse.lk 

 

Department of Import Export Control 

 

www.imexport.gov.lk 

 

Sri Lanka Tourism Development Authority 

 

www.sltda.gov.lk 

 

Ceylon Electricity Board 

 

www.ceb.lk 
 

National Water Supply and Drainage Board 

 

www.waterboard.lk 
 

Consumer Affairs Authority 

 

www.caa.gov.lk 
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