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SRI LANKA

BACKGROUND: The island nation of Ceylon off the southeast coast of India gained independence from 
the United Kingdom in 1948, and its name was changed to Sri Lanka in 1972. Following a constitutional 
crisis in 2018 and the deadly 2019 Easter bombings, former Defense Secretary Gotabaya Rajapaksa was 
elected president in 2019. A Sinhalese nationalist, Rajapaksa appointed his brother, former President 
Mahinda Rajapaksa, prime minister. It was former President Maithripala Sirisena’s attempt to appoint 
Mahinda Rajapaksa prime minister that sparked the constitutional crisis in 2018. The president’s party won 
a landslide victory in the 2020 parliamentary elections. Social unrest caused by religious and ethnic ten-
sions continues to threaten political stability. The economy is based on exports of processed commodities 
and garments.

S ri Lanka’s economic freedom score is 55.7, making its economy the 
131st freest in the 2021 Index. Its overall score has decreased by 

1.7 points, primarily because of a decline in trade freedom. Sri Lanka 
is ranked 28th among 40 countries in the Asia–Pacific region, and its 
overall score is below the regional and world averages.

Sri Lanka’s economy remained in the mostly unfree ranks this year. 
Seven of Sri Lanka’s 12 Index indicators are in the repressed category. 
To achieve greater economic freedom, the government would need to 
implement deep, broad, and well-institutionalized reforms to raise very 
low scores for property rights, judicial effectiveness, and government 
integrity. Debt reduction would also be required.

IMPACT OF COVID-19: As of December 1, 2020, 122 deaths had been 
attributed to the pandemic in Sri Lanka, and the economy was forecast 
to contract by 4.6 percent for the year.

POPULATION: 
21.8 million

GDP (PPP): 
$304.2 billion
2.3% growth in 2019
5-year compound 
annual growth 3.7%
$13,620 per capita

UNEMPLOYMENT: 
4.2%

INFLATION (CPI): 
4.3%

FDI INFLOW: 
$758.2 million

PUBLIC DEBT: 
86.8% of GDP
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Property rights are generally recognized, but protection of 
secured interests can be weak. The property registration 
system is reliable, but fraud and forged documents cause 
problems. Although the Supreme Court is independent, 
corruption and politicization still plague the lower courts. 
Some anticorruption cases involving misappropriation of gov-
ernment funds have stalled because of political interference, 
lack of investigative capacity, and insufficient political will.

The top individual income tax rate is 24 percent, and the 
top corporate tax rate is 28 percent. Other taxes include a 
value-added tax. The overall tax burden equals 11.9 percent of 
total domestic income. Government spending has amounted 
to 19.6 percent of total output (GDP) over the past three 
years, and budget deficits have averaged 5.9 percent of GDP. 
Public debt is equivalent to 86.8 percent of GDP.

Business freedom has declined in Sri Lanka, in significant part 
because of problems in obtaining electricity. The labor force 
participation rate increased in 2019, indicating improvements 
in the labor market, particularly in tourism. According to 
the International Monetary Fund, subsidies and transfers 
consumed about 3.5 percent of GDP in 2020.

Sri Lanka has six preferential trade agreements in force. The 
trade-weighted average tariff rate is 19.0 percent, and 19 non-
tariff measures are in effect. Investment in several sectors of 
the economy remains restricted, and state-owned enterprises 
distort the economy. The financial sector, dominated by bank-
ing, remains underdeveloped with capital markets offering 
limited financing options. In 2020, temporary measures to 
restrict capital outflows were taken.
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