Strategic Industries for North Western
Province: A Decade of Export-Oriented
Growth and Value Differentiation
(2025-2035)

|. Executive Summary: Strategic Imperatives for the
Next Decade

1.1. Overview of Macro Stability and Key Risks

Sri Lanka’s economy achieved a significant recovery in 2024, recording 5 percent growth, which
surpassed initial projections.This rebound was primarily driven by strong performance in the industry
and services sectors, particularly in construction and tourism-related activities. However, this
expansion is understood largely as a statistical recovery from a low base, and structural impediments
persist. Economic growth is projected to moderate significantly in the medium term, slowing to 3.5
percent in 2025 and an estimated 3.1 percent in 2026.

The fundamental strategic imperative for the decade is to translate this short-term stabilization into
sustainable, high-trajectory growth. Despite the recovery, significant challenges remain; the national
poverty rate stood alarmingly high at 24.5 percent in 2024, and the labor market continues to suffer,
contributing to increased emigration. Moreover, debt vulnerability remains acute. The public debt-to-
gross domestic product ratio is projected to fall below 95% only by 2032, necessitating a rigorous
focus on generating external and fiscal buffers through maximized foreign exchange (FX)

earnings. Therefore, future growth strategies must focus heavily on policies that create high-value jobs
and mitigate debt through export-led expansion.

1.2. The Regulatory Pivot

Recognizing the necessity of streamlining foreign direct investment (FDI), the government enacted a
major institutional overhaul. The Economic Transformation Act (ETA) of 2024 establishes the
Economic Commission of Sri Lanka and Investment Zones Sri Lanka (Zones SL), simultaneously
abolishing the fragmented Board of Investment (BOI).? This shift is legally crucial for transforming
the country into an investor-friendly nation by theoretically removing historical barriers to investment.

However, this regulatory pivot carries significant risk. The success of the ETA hinges entirely on the
consistency and transparency of the new regulatory bodies. Historically, investors have consistently
reported high transaction costs, unpredictable policies, bureaucratic hurdles, and slow decision-
making processes as key limiting factors. If the Economic Commission fails to enforce transparent
and consistent policy application, the ambitious FDI targets, such as the $5 billion goal for 2025, are
unlikely to be realized.

1.3. Identified Priority Pillars for 2025-2035

The highest potential for sustained, high-yield growth lies in four sectors that leverage Sri Lanka’s
geographical advantages, developing human capital, and preferential trade access (GSP+), while
rigorously prioritizing FX earnings per unit of labor or capital:



1. Knowledge Process OQutsourcing (KPO): A pivot from traditional, low-margin
Business Process Outsourcing (BPO) toward specialized, high-margin digital services,
including FinTech compliance, Al development, and Health BPO.

2. Green Hydrogen & Renewable Energy Exports: Leveraging the substantial,
untapped 56 GW of offshore wind potential to transition energy from a key national
cost burden into a significant, exportable commodity.

3. High-Yield Niche Tourism: Strategically shifting away from mass tourism volume
toward high-value, sustainable experiences (Wellness, Cultural immersion, and
MICE) to maximize FX earnings per visitor.

4. Advanced Value-Added Manufacturing: Capitalizing on duty-free access under the
EU GSP+ scheme by requiring deep vertical integration and high domestic content
across textiles, electronics, and specialized medical device production.

1.4. Strategic Imperative

The core mandate for the next decade is one of quality over volume. To offset the negative
impacts of skilled labor emigration and to rapidly build fiscal buffers, Sri Lanka must
maximize foreign exchange revenue per employee and per unit of invested capital. This
requires a rigorous, policy-driven focus on product and service differentiation, supported by
consistent regulatory governance, advanced human capital development, and strategic
infrastructure investment.

a detailed overview of the industrial and economic structure of the Wayamba Province
(comprising the districts of Kurunegala District and Puttalam District). This covers key
sectors, strengths, challenges and emerging opportunities:

1. Key Sectors & Resources
Agriculture, Plantations & Fisheries

o The province has a strong agricultural base. For instance:
o Itis the third largest paddy-producing area in Sri Lanka.
o It lies partly in the “Coconut Triangle” and is a major coconut-production
region
o Beyond coconut and rice: fruits, vegetables, spices, oil-seeds are grown in
significant volume.
e The coastal district (Puttalam) has strong fishing and aquaculture sectors: prawns,
other marine resource
o Livestock: The province contributes significantly to milk, poultry & allied sector
e Mineral resources: The province has deposits of silica sand, limestone (used for
cement), graphite, mica, beach mineral sands (ilmenite) and clay

Manufacturing & Industrial Estates

e Industrial parks & zones: The province hosts a number of industrial estates and export
processing zones, for example the Mawathagama Export Processing Zone and the one
at Polgahawela.

e SMEs & manufacturing firms:



o Example: Wayamba Printpack (Pvt) Ltd, a flexible-packaging manufacturer,
located in Mawathagama industrial estate
o Example: Wanamandawa Native Ayurvedic Drugs Manufactory, an
Ayurvedic drug manufacturer in Wayamba province, showing diversification
beyond raw agriculture.
e These indicate a move from primary agriculture/plantation dominance into value-
added manufacturing (packaging, processed foods, herbals) and industrial services.

Infrastructure & Location Advantages

e Road and rail connectivity: The province is connected via major roads (e.g., A6, A10)
and rail links facilitating movement of goods

e Coastal access (Puttalam) means access to marine resources, salt production, possibly
advantages for export

2. Strengths & Strategic Advantages

o Diverse agro-ecological zones: Some parts wetter, some drier; allows a variety of
crops (rice in wet zones, cashew/other in drier).

o Strong agro-resource base: coconut, rice, fisheries which provide both trade and
export opportunities.

o Existing industrial infrastructure: industrial estates already in place means lower
barrier to further industrial investment.

o Proximity to major markets: The province is relatively accessible from Colombo and
other major centres, which benefits logistics and supply chain.

e Emerging value-addition: Firms like Wayamba Printpack show capability to move
into higher-value manufacturing rather than raw export only.

3. Challenges & Constraints

o Seasonal/irrigation dependence: For example, rice cultivation has to rely on irrigation
especially in the dry Yala season.

e Variability in rainfall: Some areas get very low rainfall (~1100 mm) which constrains
certain crops.

o Dependence on primary sectors: While there is value addition, much of the economy
still depends on agriculture/fisheries which face commodity price risk, climate risk,
etc.

o Infrastructure gaps: Though industrial estates exist, scaling up may require investment
in power, logistics, skilled labour, technology transfer.

o Environmental/sustainability issues: For coastal aquaculture, fisheries, salt production
etc; also mining of beach minerals or sand may raise ecological concerns.

o Competition: For export markets (coco-peat, coir products, packaging etc) there is
global competition; also domestic competition from other provinces.



4. Recent Developments & Emerging Opportunities

e Growth of specialised manufacturing: The way a firm like Wayamba Printpack has
upgraded with high-tech Japanese/European machinery shows industrial leap.
e Agro-processing & export potential:
o Example: Coco-peat/coir geotextile products: Wayamba Natural Peat in the
province exports coco-peat and geotextile products.
o Seed production / high-yield inputs: Example: Lotus Seeds Farm won an
award for innovation in seed production.
o Industrial estate expansion & support: The provincial industrial services (e.g.,
Industrial Services Bureau) is active in establishing new parks in the province
e Value chain integration: With agro base + manufacturing + export infrastructure,
there is scope for integrated value chains (e.g., coconut — processed oil/coco-peat;
fish — processed/frozen export; packaging for export goods).
e Mineral-based industries: The presence of silica, limestone, graphite, ilmenite gives
opportunities for mining/processing industries (cement, specialty minerals).
e Tourism adjacency: Although not strictly industry, the coastal belt (Kalpitiya,
Puttalam) has tourism potential which can generate demand for hospitality, services,
supply chain.

5. Outlook & Strategic Focus Areas

For someone looking at Wayamba Province from an industrial development / investment
perspective, key focus areas would include:

e Upgrading agro-processing: move more of the raw produce into value-added forms
(e.g., coconut derivatives, seafood processing, herbal medicines, seed business).

o Enhancing logistics & connectivity: leveraging proximity to ports/coast (Puttalam)
and improving transport links to ensure export competitiveness.

o Industrial park/investment incentives: encourage foreign and domestic investment
into manufacturing (light engineering, packaging, agro-inputs) within existing estates.

o Skills & technology adoption: to upgrade SMEs, adopt automation, quality
certifications (ISO, HACCP) which firms like Wayamba Printpack have done.

e Sustainable resource management: given the natural resource base (minerals,
fisheries, agriculture), ensure sustainability, environmental compliance which will
matter for export markets.

o Diversification & new sectors: besides traditional agriculture/manufacturing, look
into renewable energy (solar, wind given coastal zone), tourism-linked manufacturing
(souvenir / local artisan goods), speciality mineral processing.

o Linking to global value chains: Aim to plug into export-oriented supply chains
(packaging, seed export, coir/coco products) where Wayamba already shows
potential.



Il. The Post-Crisis Economic and Regulatory
Foundation (2025-2027)

A. Macroeconomic Stability and Growth Trajectory
2.1. The Stabilizing Context

The strong economic rebound observed in 2024, peaking at 5 percent growth, demonstrated
the economy’s inherent resilience following the severe crisis. This growth was broad-based,
with construction and tourism-related services showing particular strength. Further indicators
of stabilization include a significant deceleration of inflation following major energy price
cuts, a pickup in credit extension to the private sector, and a continued buildup of foreign
reserves driven by robust tourism and remittance inflows.

2.2. Moderation and Structural Impediments

Looking ahead, the recovery is expected to moderate substantially, with the Asian
Development Bank (ADB) forecasting 3.9% growth in 2025 and 3.4% in 2026, figures
slightly more optimistic than the World Bank’s projections of 3.5% and 3.1%, respectively.!
This moderation is attributable to persistent structural impediments, including the lasting
scarring effects of the crisis, amid challenging global headwinds and unprecedented trade
policy uncertainty.! For instance, external trade uncertainty is heightened by recently
announced U.S. tariffs on imports from Sri Lanka.

The challenge of debt vulnerability remains paramount. Despite recent progress in fiscal
discipline and debt restructuring efforts, reducing the public debt-to-gross domestic product
ratio to a sustainable level below 95% is projected to take until 2032. This prolonged
vulnerability underscores that the medium-term outlook is fundamentally dependent on
sustaining reform momentum and successfully implementing key structural changes that
enhance trade, competition, and investment, supported by private-sector-led growth.

2.3. Investor Confidence and Political Risk

The sweeping electoral victories and subsequent political stability achieved in late 2024,
coupled with the commitment of the new administration to the $3 billion, four-year IMF
Extended Fund Facility program, initially provided reassurance to international investors.
However, beneath this surface stability, contradictions in the investment climate persist.
Experienced investors remain cautious, citing concerns related to the historical anti-Western,
Marxist-influenced ideology of the new ruling coalition.This skepticism translates directly
into capital hesitancy, with foreign direct investment (FDI) remaining significantly
constrained. Most transactions continue to be modest, falling within the $3 million to $5
million range. This pattern demonstrates that while political stability is a necessary condition



for attracting capital, it is insufficient to overcome the deep-seated skepticism caused by
perceived regulatory and policy risks.

B. The New Investment Policy Framework: Economic Transformation
Act (ETA) 2024

2.4. Institutional Overhaul

In a decisive effort to address historical bureaucratic fragmentation, the government
introduced the Economic Transformation Act (ETA), Act No. 45 of 2024, which repeals the
Board of Investment (BOI) Law, No. 4 of 1978. This landmark legislation establishes a new
institutional architecture designed to streamline investment promotion and enhance global
competitiveness.

The key pillars of this new structure are:

e Economic Commission of Sri Lanka: Designated as the primary agency responsible
for promoting investment, facilitating business, and overseeing strategic national
projects.

e Investment Zones Sri Lanka (Zones SL): These are designated geographical areas
intended to provide enhanced incentives and integrated infrastructure specifically
tailored for priority sectors, including technology, high-value agriculture, and tourism.

e Office for International Trade and National Productivity Commission: Agencies
established to manage trade policies, boost export competitiveness, and drive essential
productivity improvements across the economy.

2.5. Regulatory Friction and Implementation Risk

The explicit goal of the ETA is to transform Sri Lanka into an investor-friendly nation by
systematically removing barriers to investment and offering incentives for activities aligned
with national economic goals. However, the efficacy of the ETA depends entirely on its
implementation capacity. Current investors consistently report that operational impediments
such as high transaction costs, bureaucratic hurdles, regulatory unpredictability, slow
decision-making, and opaque procurement procedures remain significant limiting factors.

The structural overhaul represented by the ETA is a necessary prerequisite for genuine
investment promotion. Yet, unless the newly established Economic Commission
fundamentally overcomes the endemic issue of fragmented authority and inconsistent policy
enforcement that characterized the BOI era , the new framework risks simply replicating old
problems under new names. The crucial differentiator for attracting large-scale capital will be
the demonstrable, day-to-day enforcement of transparency and consistency in regulatory
application.

Table 1 provides a comparison of the old and new investment frameworks.

Table 1: Sri Lanka's Policy Transformation: BOI vs. ETA Framework (Post-2024)



Feature Pre-ETA (Board of (|Post-ETA (Economic Strategic
Investment - BOI) Commission/Zones SL) Implication
Centralized
Administering |[Board of Investment |[Economic Commission of Sri ?r:/\?;:tlrgnlgnior
Authority (BOI) Lanka )
promotion and
strategic projects.
. Focused on National Policy Shift toward .
.. General investment . : targeted FDI aligned
Institutional . . on Economic Transformation || . .
promotion; authority . . with national goals
Mandate managing trade policy (Office
often fragmented ) (Technology, Green
for International Trade).
Energy).
Provides dedicated
Investment 18 Export Processing |[Investment Zones Sri Lanka |[infrastructure and
Zones Zones (EPZs) (Zones SL) incentives for high-
growth sectors.
Regula.tory o Success contingent on )
unpredictability, . : Reduces transaction
Key Investor . demonstrably improving e
. bureaucratic hurdles, . costs if implemented
Risk .. transparency and policy :
fragmented decision- h effectively.
. consistency.
making

C. Geopolitical and Trade Levers

2.6. Strategic Maritime Hub Status

Sri Lanka possesses an inherent logistical advantage due to its strategic location off the
southern coast of India, positioned along the primary East-West Indian Ocean shipping lanes.
The island offers deep-water ports, such as the Port of Colombo, which are regionally
superior to comparable facilities in India. This geopolitical advantage is being reinforced
through significant infrastructure development, including the U.S. International Development
Finance Corporation (DFC) commitment of up to $553 million in financing for the Colombo
West International Terminal (CWIT) expansion. Maximizing the utilization of this port
capacity, alongside the development of the Colombo Port City Special Economic Zone , is
critical for solidifying the country’s role as a regional trade and logistics hub.

2.7. Leveraging GSP+ Trade Preferences

Sri Lankan exports currently qualify for the European Union's (EU) Generalized Scheme of

Preferences Plus (GSP+) program, which was renewed in September 2023 and remains valid

until December 2027. The GSP+ scheme offers substantial trade advantages, consisting of the
full removal of import duties on 66 percent of tariff lines, benefiting a wide range of products
including textiles, apparel, and fisheries.

However, capitalizing on this benefit requires strict adherence to complex Rules of Origin
(RoO) criteria. These rules dictate that goods must either be domestically "wholly obtained"
or sufficiently worked or processed within the country. For manufacturing sectors, this often
translates to rigorous value addition criteria, sometimes requiring a minimum of 35% local
content to qualify for preferential access (e.g., under the U.S. GSP scheme). This regulatory



complexity is not merely a constraint; it functions as a powerful, market-driven incentive for
industries to localize their supply chains, engage in deeper vertical integration, and enhance
domestic value addition. This necessity is instrumental in pushing the manufacturing base
away from simple assembly towards higher-margin production.

III. Pillar 1: High-Value Services and Digital
Transformation

A. Strategic Pivot to Knowledge Process Outsourcing (KPO)
3.1. Current Footprint and Ambition

The Information and Communication Technology (ICT) and Business Process Management
(BPM) sector is a cornerstone of Sri Lanka’s export economy. Employing approximately
175,000 skilled workers, the sector generated $1.5 billion in foreign exchange in 2022,
ranking as the country's fourth-largest export earner. The government and industry experts
maintain an ambitious target to significantly expand this footprint, aiming to reach $3 billion
in export revenue and establish over 750 tech companies and 1,000 IT and IT-infused startups
by the end of 2024.

3.2. Global Trend toward Specialization

The global trend in outsourcing is shifting decisively away from basic transactional
processing (traditional BPO) toward complex, domain-specific Knowledge Process
Outsourcing (KPO). This shift is driven by companies seeking partners with deep industry
knowledge, technical skills, and compliance expertise to handle intricate processes.
Projections for the U.S. BPO market, a primary customer base, anticipate a Compound
Annual Growth Rate (CAGR) of 9.6% from 2025 to 2030, propelled by demand in
specialized verticals such as healthcare, finance (BFSI), and advanced IT support.
Telecommunications and BFSI represent key growth segments, with the latter being the
fastest-growing outsourcing segment globally.Sri Lanka is positioned to capture this demand
by focusing on niche, specialized IT and IT-Enabled Services (ITES), where it is already
recognized as a competitive global outsourcing destination.

3.3. Leveraging Human Capital Quality

The country’s competitive advantage in this sector is intrinsically tied to its human capital.

Sri Lanka boasts the highest literacy rate in South Asia and operates an education system
with a particular emphasis on Science, Technology, Engineering, and Mathematics (STEM).
This focus has resulted in a technologically proficient and English-fluent workforce. The
quality of the ICT-BPM talent pool is demonstrably high, with 84% possessing at least a
basic degree in either ICT or a non-ICT field, and 12% holding a Master's degree or above.
Local companies are already advancing in high-value areas, including the active promotion of
investment opportunities in Artificial Intelligence (AI).

B. Human Capital Dynamics and Brain Drain Mitigation

3.4. The Brain Drain Crisis



A significant structural risk to the ICT/BPM sector's future growth trajectory is the acute
brain drain experienced during and immediately following the 2022 economic crisis.
Economic instability and unfavorable policy developments, such as the mandatory
conversion of export service proceeds enforced in 2022, led many skilled professionals to
seek better opportunities abroad. This attrition results in a critical loss of knowledge,
negatively impacting business continuity and talent availability. If this trend persists, it poses
a severe threat to the industry's ability to meet its ambitious export revenue targets.

3.5. Strategies for Retention and Replenishment

Mitigating the brain drain requires a comprehensive strategy focused on both retention and
replenishment of the talent pool. For retention, key industry feedback emphasizes the
necessity of enhancing skilled job opportunities, ensuring effective national governance,
reducing uncertainty and corruption, and, most critically, offering competitive salaries that
align with international standards.The strategic pivot toward specialized KPO is
fundamentally linked to this necessity, as higher-margin KPO services provide the essential
revenue stream required to fund these competitive, internationally benchmarked local wages,
thereby structurally incentivizing top talent to remain in the country.

For rapid replenishment, the corporate doctrine in Sri Lanka must shift away from the
traditional, unwavering requirement of a university degree toward 'skills-based hiring'. This
approach prioritizes demonstrable competencies acquired through online platforms,
bootcamps, and hands-on experience over traditional academic pedigree.?! Data supports this
change: companies adopting skills-based hiring are 60% more likely to make a successful
hire. By tapping into this motivated, non-traditional cohort, businesses can quickly mitigate
the talent drought caused by skilled graduates seeking opportunities abroad, transforming the
hiring process from a barrier into a strategic asset.

IV. Pillar 2: Sustainable Energy and Regional Export Hub
Status

A. Vast Renewable Energy Potential
4.1. Unlocking Wind Resources

Sri Lanka possesses abundant renewable energy resources, including solar, hydro, and wind
power. The most transformative long-term potential lies in the development of offshore wind
energy. Technical analysis estimates the island's locational potential for offshore wind at a
massive 56 GW, comprising 27 GW of fixed offshore wind in shallow waters and 29 GW of
floating offshore wind in deeper waters.

A critical advantage of prioritizing offshore wind is the ability to avoid significant land-use
conflict. Unlike large-scale onshore wind and solar projects, offshore development reduces
the demand for onshore renewable energy sites, thereby minimizing competition with other
vital sectors, particularly agriculture, which is a major land consumer. The western and
southern coasts have been identified as having the most energetic wind speeds and suitable
technical conditions for initial development.

B. The Green Hydrogen Economy



4.2. National Policy and Regional Ambition

To harness this massive energy potential, the government, in partnership with entities like the
United Nations Development Programme (UNDP), officially launched the National
Renewable Hydrogen Policy in September 2025. This policy framework outlines a vision for
using excess solar, wind, and hydro power to produce green hydrogen and its derivatives for
both domestic energy needs and export. The ultimate objective is to position Sri Lanka as a
"regional hub" for hydrogen and its derivatives, boosting the economy while simultaneously
meeting net-zero emissions targets.

Green hydrogen is a "game-changer" for the country’s energy mix due to its versatility and
ability to provide energy storage and flexibility to the grid. It can be used to decarbonize
industries that are difficult to electrify, such as heavy manufacturing and long-distance
transport, and can replace fossil fuels in factories and furnaces.

4.3. Domestic Value Addition (Green Ammonia)

A significant economic and strategic application of green hydrogen is the production of green
ammonia fertilizer. Sri Lanka currently imports large quantities of ammonia, which is
essential for its agriculture sector. Local production of green ammonia from domestically
generated renewable energy offers a dual benefit: it enhances the country’s energy security
by utilizing excess power and improves food security by stabilizing the supply chain for a
critical agricultural input. This transition channels renewable resources directly into
fundamental economic growth areas.

C. Investment and Geopolitical Interconnection

4.4. Scaling the Market for FDI

Despite the vast 56 GW offshore wind potential, Sri Lanka's domestic electricity market size
is relatively small, estimated at less than 5 GW.This domestic limitation makes it challenging
to attract the necessary scale of foreign direct investment required for gigawatt-scale
renewable projects by global industry standards.

To overcome this constraint, the analysis suggests that attracting large-scale, multi-billion
dollar FDI (such as the $3.7 billion Sinopec oil refinery project, the largest FDI project in Sri
Lankan history, confirmed in January 2025) for renewable generation hinges on market
expansion. Prioritizing the construction of significant interconnector capacity with India is a
non-negotiable step.This regional cooperation would link Sri Lanka’s renewable resources to
the massive power market of India, particularly Tamil Nadu, dramatically increasing the
addressable market size. This synergy would make Sri Lanka significantly more attractive to
global developers, help lower project costs for both countries, and maximize local economic
benefits.

4.5. Regulatory De-Risking

The government has proactively recognized the need for specific investment incentives to
mobilize capital for this sector. The National Renewable Hydrogen Policy outlines
mechanisms to spur investment, including special economic zones, simplified approval
processes, tax breaks, and import tariff relief for equipment and related ventures.



However, the continued fragility of investor confidence is evidenced by high-profile
setbacks. In February 2025, the Indian firm Adani Green Energy withdrew from a proposed
$400 million, 484 MW Renewable Energy Wind Farm project in northern Sri Lanka.® This
incident underscores that even with clear policy direction and high potential, the persistent
issues of policy uncertainty and bureaucratic friction remain powerful deterrents that can
quickly derail major FDI commitments.

V. Pillar 3: Niche, High-Value Tourism and Wellness

A. Strategic Repositioning for High-Yield Travelers
5.1. Vision for Sustainable Growth

The strategic vision for the tourism sector mandates a transformation toward a sustainable
platform focused on high-value travelers, deliberately moving away from the paradigm of
mass volume.This approach is designed to minimize strain on the island’s finite resources and
infrastructure while simultaneously maximizing the foreign exchange yield per visitor. The
objective is to establish an upmarket brand that commands higher average spending and
creates world-class, sustainable visitor experiences.

5.2. Leveraging Differentiated Niches

The repositioning strategy focuses on capitalizing on Sri Lanka’s unique natural, historical,
and cultural assets to attract specialized niche markets:

e Wellness Tourism: Leveraging the island's rich Ayurvedic heritage, alongside yoga
centers and meditation sanctuaries set in serene landscapes. This strongly aligns with
the growing global trend of travelers seeking authenticity, nature, and holistic health
experiences.

e Cultural and Heritage Tourism: Positioning the country’s numerous UNESCO-
listed treasures, from ancient cities like Anuradhapura to the colonial Galle Fort, as
premium, authentic cultural experiences.

e Business Tourism: Developing capacity for Meetings, Incentives, Conferences, and
Exhibitions (MICE) tourism, positioning Sri Lanka as a regional hub for business
events.

e Adventure and Film Tourism: Developing structured offerings in areas such as
hiking, diving, and wildlife safaris, while leveraging the country's scenic locations to
attract international film productions, which boosts visibility.

B. Infrastructure and Accessibility Investments
5.3. Connectivity Upgrades

Sustained investment in core infrastructure is critical for supporting the high-yield strategy.
Current developments include the expansion of the Bandaranaike International Airport,
supported by Japanese aid, to increase passenger capacity and improve service quality.
Furthermore, road and rail upgrades are being implemented to connect tourist hotspots more
efficiently. In cities like Colombo and Kandy, 'smart tourism hubs' are being developed to
integrate transport, hospitality, and digital services, enhancing overall visitor experience.



5.4. Policy Facilitation

To support the sector’s goal of achieving 3 million tourist arrivals by the end of 2025, policy
changes have enhanced accessibility. The government extended its visa-free travel policy to
40 additional countries, including India, a major growth market. This policy facilitation is
designed not merely to increase volume but to drive growth that contributes significantly to
the national economic recovery. The success of this strategy is measured by the ability to
generate "extraordinary experiences" that incentivize visitors to "stay longer" and
consequently increase their total expenditure.

5.5. Community Integration and Sustainability

Sustainability is a fundamental mandate, extending beyond environmental conservation to
include social and economic integration. The strategy explicitly requires that local
communities be active participants in delivering memorable visitor experiences, empowering
local entrepreneurs. Furthermore, tourism revenues must be consciously directed toward
conserving the environment and sustainably supporting local communities throughout the
island.

VI. Pillar 4: Advanced Manufacturing and Value-Added
Exports

A. Apparel and Specialized Textiles
6.1. Differentiation and Ethical Sourcing

The apparel sector remains a key pillar of the economy. Sri Lanka has maintained global
competitiveness not by competing on low cost, but by differentiating itself on two fronts:
transitioning into "solution providers" across the apparel supply chain rather than simple cut-
and-sew manufacturers, and establishing a reputation as a responsible, sustainable, and
ethical sourcing destination.

6.2. GSP+ Compliance and Value Addition

The industry’s presence in key international markets, especially the European Union (EU), is
critically reliant on the EU GSP+ scheme, which provides duty-free access for 66% of tariff
lines.The continuation of GSP+, which is conditional on compliance with international
conventions on labor rights and sustainable development , provides a vital market advantage.

The requirement to adhere to stringent GSP+ Rules of Origin (RoO), which necessitate high
levels of domestic value addition , acts as a strategic developmental accelerator. By
demanding that manufacturers achieve high local content or sufficiently process goods, the
RoO forces businesses to integrate upstream activities, such as research, design, and
advanced material production, within Sri Lanka. This structural necessity drives the
manufacturing base toward higher margins, deeper technological integration, and
diversification beyond traditional textiles.

B. Non-Apparel Diversification: Electronics and Medical Devices



6.3. Electronics and Electrical (E&E)

Driven by global Research and Development (R&D) partnerships and targeted local
investment, the Electronics and Electrical (E&E) sector is rapidly transitioning toward high-
value, sophisticated outputs. This includes the development of complex medical services
equipment, such as IVF workstations, and energy-related products aimed at acquiring
substantial international market share.Investments into state-of-the-art testing and design
equipment bolster the sector’s R&D capabilities, facilitating a positive impact on the South
Asian electronic industry landscape.

6.4. Medical Device Potential

The medical and pharmaceutical sector is highly promising for advanced manufacturing.
With a growing public and private healthcare establishment, the local medical device market
is expected to grow steadily, reaching up to $165 million with a growth rate of 9.5%. This
robust domestic demand provides an optimal initial location for manufacturers looking to
establish operations in a country with favorable logistical access to major export markets in
Asia and Europe. Establishing a strong, high-quality manufacturing base locally is the
prerequisite for successfully pivoting to complex, high-margin medical device exports.

C. High-Value Agri-Food Processing
6.5. Export Potential of Non-Traditional Crops

While the traditional agricultural sector has struggled to keep pace with economic reforms ,
the segment focused on non-traditional agricultural exports demonstrates significant growth
potential. This category includes processed foods, spices, floriculture products, and fresh
fruits and vegetables. The food and beverage industry remains resilient due to its essential
nature, contributing 22.6% of total export income in 2019.

6.6. Quality Assurance as a Market Differentiator

Global demand for Sri Lankan processed fruits and vegetables is rising significantly due to
the reputation for quality, flavor, and adherence to international food safety standards.
Focusing on high-value processing, such as specialized fruit and vegetable products, offers
higher economic returns per hectare.This focus is strategically essential as it optimizes the
utilization of the country's limited land resources, making processed agri-food a high-yield
complement to other sectors competing for land, such as large-scale renewable energy
projects.

VII. Policy Recommendations and Risk Mitigation
Strategy

To realize the potential of the identified high-growth sectors, the government must execute
targeted policy interventions that mitigate structural risks, particularly regulatory friction and

human capital loss.

A. Mitigating Regulatory and Governance Friction



7.1. ETA Implementation Audit

The transition from the BOI to the Economic Commission must be managed with absolute
transparency and measurable performance metrics. It is recommended that immediate, public,
and independent audits of the Economic Commission’s operational efficiency be mandated.
These audits must track metrics such as project approval timelines, consistency of incentive
disbursement, and investor feedback channels to ensure the new institutional structure
fundamentally addresses the bureaucratic impediments that frustrated investors under the
previous regime.

7.2. Policy Consistency Guarantee

Policy unpredictability is a primary deterrent to large-scale, long-term FDI.The government
must formalize policy predictability, potentially by legally safeguarding strategic
investments, especially within designated areas like the Colombo Port City Special Economic
Zone. Providing explicit, legislated protection against abrupt regulatory reversals for
approved large-scale projects, alongside pre-defined tax and regulatory incentives for
"Businesses of Strategic Importance,” is necessary to restore long-term confidence.

B. Enhancing Human Capital Investment
7.3. Expatriate Engagement Programs

To counter the effects of brain drain, structured, high-incentive engagement programs for the
skilled Sri Lankan diaspora are imperative. This could involve offering preferential taxation
for knowledge transfer activities, specialized housing schemes, or facilitated processes for
remote consultation and temporary relocation.These programs can quickly bridge the critical
knowledge gaps created by emigration, allowing local enterprises to rapidly scale their KPO
offerings.

7.4. Education Focus

Public and private investment in the education system must be intensified and strategically
focused on the advanced skills demanded by the priority sectors. This includes expanding
access to vocational training, continuous professional development (CPD), and advanced
university programs specializing in areas like Artificial Intelligence/Machine Learning,
FinTech compliance, cybersecurity, and renewable energy engineering.Such investments
ensure the domestic talent pool is continuously upgraded, supporting the pivot from low-cost
BPO to high-margin KPO.

C. Mobilizing Strategic Foreign Direct Investment (FDI)
7.5. Trade Interconnection as Market Expansion

The realization of Sri Lanka’s vast 56 GW offshore wind potential requires market access
beyond the island’s limited domestic grid. Therefore, prioritizing the funding and physical
construction of the energy interconnector with India is a critical national economic project.
Accelerating this infrastructure development is essential, as it immediately provides the
market scale necessary to attract the multi-billion dollar, large-scale FDI required to establish
Sri Lanka as a regional renewable energy hub.



7.6. Leveraging Development Finance Partnerships

To reduce perceived risk and provide crucial political stability guarantees for mega-projects,
the government should actively utilize institutional partnerships. Leveraging organizations
such as the U.S. International Development Finance Corporation (DFC) and the World Bank
to co-finance or provide guarantees for strategic infrastructure projects (ports, energy
interconnector, large-scale RE projects) can effectively signal commitment and de-risk
investments for hesitant private investors.

Table 2: Comparative Sector Potential: Drivers, Advantages, and Retention Strategies
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