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EDITOR'S NOTE

Greetings readers!
 
It is our pleasure to bring you the MBA Finance Students' contributions for
January 2022. This issue is presented by Team Vittavyavastha, which is a group
of students under the mentorship of Prof. Krishna M.C from the MBA Finance
Specialisation. This is a special issue focusing on The Srilankan Crisis, where
the writers have shed light on various causes and consequences of the crisis. The
section titled “Creative Corner” showcases the passion students have for art.  We
hope that the Newsletter will help the readers get an overview of the recent
financial news. Along with every article, a “Snapshot” has been provided, which
summarises the entire article. 

Team Chaanakya expresses sincere gratitude to our Dean Dr. Jain Mathew and
the entire leadership team, Head of Department, Prof. Krishna M.C., Head of
Specialisation, Dr. Mareena Mathew, Coordinator - Finance Specialisation, Dr.
Srikanth P, Faculty Coordinator of Chaanakya, Dr. Harshitha Moulya, our
specialisation mentors, and all the contributors for their cooperation and active
participation.

Wishing our readers, A happy reading.

Best wishes,
Team Chaanakya
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OUR DISTINGUISHED SBM ALUMNI – 
MR. ROHIT BADRINATH

 
 
 Mr. Rohit  Badrinath,  Alumnus of  SBM, CHRIST (Deemed to

be Universi ty)  MBA 2014- '16 batch.  He is  a  CMA and
current ly  works as  an Associate  a t  JPMorgan Chase & Co.  

Mr. Rohit Badrinath
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Q1. Amid al l  the reasons that  we have seen
behind the Sri  Lankan Crisis ,  which one do
you think had the most  s ignif icant  impact?
And how has Covid-19 worsened i t?

The largest  unprecedented cr is is  Sr i  Lanka is
going through is  man-made for  future
generat ions to  come.  The most  s ignif icant
impact  we are  observing is  the basic  survival
of  the people  due to  hyperinf la t ion,  r is ing
fuel  pr ices ,  and scarci ty  of  medicines  and
other  essent ia ls .  The major  underlying issues
masking these have been their  massive foreign
exchange outf low coupled with their  largest
ever  increase in  foreign debt  ra ised via
sovereign bonds (amounting close to
$12.55B).  Covid-19 restr ic t ions global ly  have
doubled this  impact  due to  i ts  heavy rel iance
on tourism,  their  pr imary GDP source.
Addit ional ly ,  their  increasing import  bi l ls  and
decreasing forex reserves  have s ignif icant ly
squeezed the economy coupled with the
f lawed economic pol ic ies  of  their  government ,
including the devaluat ion of  the currency.

Q2. What do you think is  the motive behind
India helping Sri  Lanka?

The direct  motive of  India  helping Sri  Lanka
is  to  keep China in  par t icular  and Pakis tan in
general  out  of  their  inf luence in  control l ing
the Indo-pacif ic  region.  India  has  a  s t ra tegic
mil i tary motive to  gain confidence from Sri
Lanka to  avoid any prospect ive mil i tary
operat ion launch pad against  India .  The other
aspect  is  to  dent  their  dependency on China,
which has  been their  top source of  foreign
investment ,  consider ing Sri  Lanka’s
borrowing from China is  about  10.8% of  their
total  debt .

INTERVIEW WITH MR.ROHIT BADRINATH

Q3.  Recently,  rat ing agencies  l ike Fitch and
Moody’s  downgraded Sri  Lanka’s  Sovereign
Bonds.  How accurate are such assessments ,
and how seriously should we take them?

The recent ly  downgraded rat ing from the rat ing
agencies  on Sri  Lanka’s  sovereign bonds
indicates  their  severe economic heal th  and
faul ty  f iscal  and t rade pol ic ies .

This  has  impacted the global  investment
community’s  confidence in  Sr i  Lanka,  and this
has  fur ther  prevented Sri  Lanka from accessing
internat ional  capi ta l  markets  on i ts  lost
credibi l i ty .  This  severe systemic impact  is  a
good case s tudy for  other  countr ies .

Q4. Comment on the way forward for Sri
Lanka.

The leading root  causes  of  this  economic cr is is
are  the Government  a t  the top and i ts  economic
pol ic ies .  Major  res t ructur ing of  the economic
pol ic ies  to  begin with,  a long with the
exemplary leadership,  has  to  be a  takeover  and
star t  the rebui lding process  to  regain the lost
credibi l i ty ,  keeping the inf la t ion and fuel
pr ices  in  check.  The t rade and f iscal  pol ic ies
should favor  the domest ic  market ,  especial ly
their  excessive rel iance on agricul ture  to  boost
their  exports  of  r ice ,  spices ,  coffee,  c innamon,
and tea  exports .  The tourism sector  has  to  be
revived to  boost  i ts  forex reserves .  This  would
take generat ions to  come back to  normalcy.
Tomorrow is  today!!  
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Q1. India is  also fol lowing the same
structure of  debt  as  Sri  Lanka does.  Wil l
inf lat ion affect  India?

India  has  been a  top tourism source and a
tradi t ional  t rade par tner  for  Sr i lanka.  Many
leading companies  have invested and
establ ished their  presence in  Sr i lanka,
including SBI and ICICI Bank.
The current  food inf la t ion wil l  impact  Indian
exporters  as  we export  essent ia l  goods l ike
sugar ,  pharmaceut icals ,  fuel ,  pulses ,  and
cereals .  These cargo containers  have been
lying at  Colombo port  as  the port  authori t ies
cannot  afford to  move them. I t  led to  the
bui ld-up of  cargo at  Indian ports ,  making India
vulnerable  to  increased costs .

Q2. Comment on the future chal lenges that
Sri  Lanka may face.

Sri lanka wil l  face a  huge debt  burden as
uncertainty about  the tourism and export
sector .  The Ukraine-  Russia  war  wil l  fur ther
impact  the exports  as  they are  important
markets  for  Sr i lankan Tea.  The govt  wil l  face
a social  and pol i t ical  cr is is  a t  the domest ic
level .

Q3. How many years do you think Sri  Lanka
wil l  take to return to i ts  normal posit ion?

The rehabi l i ta t ion of  the economy would take
a few years  to  bounce back even i f  i t  takes  a l l
these chal lenges as  opportuni t ies  to  gear  up
their  product ion and revamp tourism.

Due to  the disrupt ion in  Colombo port
act ivi t ies ,  many Indian shipments  are  lying
at  Sr i lankan port ,  and t rade,  tourism,  and
remit tances  wil l  get  affected.

Many refugees s tar ted to  come into Indian
land,  as  we witnessed every t ime during the
pol i t ical  and social  cr is is  in  Sr i lanka.  We
may f ind i t  chal lenging to  handle  such a
signif icant  inf lux of  refugees.

Q4. What would be the future effects  that
India might face with the Sri  Lankan
inflat ion effect?

India  may face a  threat  of  Chinese inf luence on
Sri lanka,  which has  been unsuccessful  owing
to Indian diplomacy in  the las t  few years .
Chinese may gain leverage on the is land
country because the Sri lankan govt .  Also,  they
have asked for  2 .5bn USD as  emergency aid
from china.
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SRILAKAN CRISIS

 -  DR. SREELAKSHMI P
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Sri  Lanka faces  high double-digi t  inf la t ion at
29.80 %, which is  a t  i ts  peak s ince i ts
independence.  This  inf la t ion is  because the Sri
Lankan government  wants  to  make the country
100 % organic  Crops and food,  so i t  banned
al l  chemical  fer t i l izers .  Due to  this  high
inf la t ion,  many people  f rom the Is land nat ion
migrated to  India .

To assis t  the Is land nat ion in  these diff icul t
t imes,  India  has  announced f inancial
assis tance of  2 .4  bi l l ion dol lars  in  the las t
three months,  which includes a  500 mil l ion
dol lars  loan and 1.5 % import ing fuel ,  food,
and medicine.   

In  addi t ion to  the Internat ional  Monetary Fund
bai lout ,  the southern region has  short  credi t
support  of  about  2 .5  bi l l ion dol lars  and has
been facing dai ly  power cuts  and double-digi t
inf la t ion which is  a lmost  29.80 %.

Debt- laden Sri  Lanka has  sought  a  2 .5  US
Bil l ion dol lars  emergency from Countr ies .  So
China which has  deeper  pockets  than India
l ikely to  inf luence Sri  Lanka to  gain
geopol i t ical  advantage.  

Debt- laden Sri  Lanka has  sought  a  2 .5  US
Bil l ion dol lars  emergency from Countr ies .
Also,  Sr i  Lanka is  a  Transhipment  hub that
handles  Internat ional  shipments  for  Cargo,
including the ones from India .  Due to  the
cr is is ,  Indian shipments  are  get t ing s tuck at
ports  causing a  massive delay in  imports  and
exports .  In  addi t ion,  there  is  a  possibi l i ty  of
increasing refuges to  India;  as  such,  India  is
facing a  lot  of  diff icul ty  in  handl ing the
si tuat ion.

The Indian Government  is  a l ready taking many
measures  to  tackle  the problem. India  has
announced a  one bi l l ion dol lar  l ine of  credi t  to
Sri lanka for  essent ia ls ,  and an increase in  this
may put  addi t ional  pressure on India .  

       IS THE SRI LANKAN CRISIS AFFECTING
INDIA?
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The cr is is  of  one country wil l  affect  the other
countr ies ,  especial ly  those shar ing the border .
Many raw mater ia ls  l ike cheese,  copper ,  and
si l icon are  coming into India  using Sri  Lankan
ports .  The Cargo s t ruck,  and the whole process
wil l  s top i f  there  is  no raw mater ia l ,  the
demand increases  in-country,  and pr ices  r ise .
The amount  given as  a  credi t  to  Sr i  Lanka wil l
cause more pressure on India .  Handl ing the
refugees is  one more cr i t ical  point  the
Government  cannot  control  i f  the people  are  in
high numbers .  I f  they al low,  the
unemployment  in  India  wil l  r ise ,  and the
populat ion wil l  increase.   



As inf la t ion soars  to  his tor ic  levels ,  the
country is  facing a  r is ing f inancial  and
humanitar ian cr is is  that  might  push i t  in to
bankruptcy by 2022.  According to  World Bank
est imates ,  f ive lakh people  in  Sr i  Lanka have
fal len into poverty s ince the pandemic s t ruck,
a  "major setback equivalent  to  f ive years '
worth of  progress ," .

Year-on-year  inf la t ion in  December was the
highest  s ince the Nat ional  Consumer Price
Index (NCPI)  was establ ished in  2015,
according to  the Census and Stat is t ics
Department .  Food inf la t ion also reached a  new
high of  21.5 %, up from 16.9 percent  in
November and 7.5 % a year  ago,  according to
the report .  

For  months,  supermarkets  have been rat ioning
milk powder ,  sugar ,  lent i ls ,  and other
necessi t ies ,  with a  top off ic ia l  warning las t
month that  new l imitat ions would be imposed
to feed the most  vulnerable .  

Unemployment  is  a lso qui te  prevalent  in  the
country s ince COVID-19 has  decimated the
tourism economy,  leaving tens  of  thousands of
people  unemployed.  Disastrous planning and
pol icy-making have also hurt  Sr i  Lanka 's
economy.

For  instance,  Rajapaksa’s  sudden decis ion in
May to  ban al l  fer t i l izer  and pest ic ides  and
force farmers  to  go organic  without  warning
brought  the agricul tural  community to  i ts
knees as  many farmers ,  who had become used
to using fer t i l izer  and pest ic ides ,  were
suddenly lef t  without  ways to  produce heal thy
crops or  combat  weeds and insects .  
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Sri  Lanka 's  foreign reserves  have also decreased
since President  Gotabaya Rajapaksa entered
off ice  in  2019,  fa l l ing from $7.5 bi l l ion in
January to  $3.1 bi l l ion in  December.  Sr i  Lanka 's
massive foreign debt  and debt  service load,
par t icular ly  to  China,  is  one of  the country 's
most  ser ious issues .
 
I t  owes China more than $5 bi l l ion in  debt  and
received a  $1 bi l l ion loan from Bei j ing las t  year
to  help i t  get  through i ts  severe f inancial  cr is is ,
which is  being paid back in  instal lments .  Sr i
Lanka owes money to  not  only China but  a lso
other  markets ,  according to  the government  and
commercial  sectors .

The inf la t ion levels  of  Sr i lanka reached
soaring heights ,  which led to  a  humanitar ian
cr is is  and bankruptcy.  Unemployment  was
increasing drast ical ly  due to  the Covid-19
si tuat ion.  The country also banned al l
fer t i l izers  and pest ic ides ,  which led to  a
shortage in  agr icul tural  product ion.  Due to  the
need,  the government  was forced to  take loans
from various countr ies  l ike Bei j ing,  China,
and other  countr ies .  



Today,  one dol lar  is  worth 326 rupees in  Sr i
Lanka.  Since the s tar t  of  the year ,  the currency
has lost  32% of  i ts  value.  Inf la t ion has  now
risen by roughly 30%, implying that  the cost  of
essent ia l  goods and services  has  dramatical ly
increased.  Sr i  Lanka has  experienced
everything that  can go wrong with a  country 's
economy.

What is  Lanka's  current f inancial  s i tuation?

Sri  Lanka has  a  budget  of  less  than $1.94
bi l l ion as  of  March,  but  i t  requires  money to
feed,  provide shel ter ,  protect  22 mil l ion people
and repay loans.  Sr i  Lanka has  debt  obl igat ions
total ing $8.6 bi l l ion this  year .  On Apri l  18th,  i t
received interest  payments  total ing $78.2
mil l ion.  Colombo has announced that  i t  wi l l
defaul t  on i ts  obl igat ions.  I t  had previously
proclaimed a  nat ional  emergency in  Apri l .  Now
the quest ion is ,  where wil l  this  money come
from. Sri  Lanka seeks a  bai lout  f rom the
Internat ional  Monetary Fund (IMF),  but  a l l
money comes with condi t ions.  Whatever  way
this  s tory goes,  the people  of  Sr i  Lanka wil l
suffer  even more.

Since i ts  independence,  Sr i  Lanka has  been in
a bad economic s ta te ,  but  how did things
become disastrous? Successive governments
have mismanaged the economy,  producing a
twin imbalance in  which nat ional  expendi ture
exceeds nat ional  revenue and the country
generates  infer ior  t radeable  goods and
services .  13 Sri  Lankan banks have been
placed on a  l is t  for  poor  credi t  ra t ings.  There
is  no food;  a t  least  5 ,00,000 Sri  Lankans have
fal len into poverty in  recent  months;  there  is
no gasol ine;  medicat ions are  ra t ioned,  and
doctors  fear  that  the economic disaster  wil l
ki l l  more Lankans than the f ight ing.  Sr i  Lanka
is  experiencing a  humanitar ian cr is is ,  not  just
an economic one.

Gotabaya Rajapaksa was elected to  the
presidency in  November 2019 with more than
52% vote .  Rat ing agencies  sounded an alarm
after  a  ser ies  of  s ignif icant  tax cuts .  Investors
f led the country af ter  i ts  credi t  ra t ing was
reduced to  near  defaul t  levels ,  making i t
diff icul t  for  Sr i  Lanka to  access  foreign
markets .  Gotabaya,  on the other  hand,  was not
f inished;  he commit ted another  misstep.  Why
did Rajapaksa ban al l  chemical  fer t i l izers  in
Apri l  2021? "I t ' s  good for  your  heal th ,"  he
claims.  Cri t ics  rol led their  eyes ,  real iz ing that
the real  issue was a  lack of  funds,  not  a  lack
of  heal th .  By prohibi t ing the import  of
fer t i l izer ,  Sr i  Lanka could save money.  Farm
output  was decimated as  a  resul t  of  the shif t .
The product ion of  white  r ice  has  decreased by
50%. In June 2021,  Sr i  Lanka was forced to
import  r ice  for  the f i rs t  t ime in  years .  Sr i
Lanka banned the import  of  luxury i tems in
July,  fur ther  bad news.

The goal  behind Gotabaya Rajapaksa 's
devaluat ion of  the Sri  Lankan currency in
March 2022 was to  promote remit tances  and
qual i fy  for  an IMF loan,  but  as  the rupee fel l
against  the dol lar ,  so did people 's  purchasing
power.  
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IS SRI LANKA ON THE BRINK OF

BANKRUPTCY?

SHARATH
2127326

The ar t ic le  ta lks  about  the current  s ta te  of
Sri lanka 's  economy.  I t  requires  capi ta l  to  feed,
protect  22 mil l ion people ,  and repay loans.
Successive governments  have mismanaged the
economy,  producing a  twin imbalance in
which nat ional  expendi ture  exceeds nat ional
revenue and the country generates  infer ior
t radeable  goods and services .  Sr i  Lanka 's
tourism revenue fel l  to  $2.8 bi l l ion in  2021,
down from $7.5 bi l l ion in  2019.  There is  no
food;  a t  least  5 ,00,000 Sri  Lankans have fal len
into poverty in  recent  months;  there  is  no
gasol ine;  medicat ions are  ra t ioned,  and
doctors  fear  that  the economic disaster  wil l
ki l l  more Lankans than the f ight ing.

11



The is land nat ion 's  f inancial  cr is is  began
about  a  decade ago when i ts  GDP decl ined
after  2012.  Not  only that ,  but  the current
account  def ic i t  s tar ted to  r ise  in  tandem as
exports  c l imbed moderately at  f i rs t  before
plummeting in  2019.  While  every country is
meant  to  divers i fy  and scale  up i ts  exports ,  Sr i
Lanka has  remained a  fol lower of  colonial-era
text i le ,  rubber ,  and tea  exports ,  neglect ing to
invest  in  s ignif icant  industr ies ,  educat ion,  or
t ra ining.  Reduced demand,  and hence global
commodity pr ices ,  negat ively impact  a
country 's  export  potent ia l  and are  subject  to
swings in  worldwide demand and supply.

While  a l l  this  was happening,  China was
scheming to  acquire  a  s t ra tegic  advantage in
the is land country while  s imultaneously
holding i ts  economy hostage.  While  China is
now part ic ipat ing in  over  50 projects  in  Sr i
Lanka,  the nature  and implementat ion of  these
projects  are  concerning.  These include
Hambantota  and Colombo Port  Ci ty ,  leased to
China for  99 years .  China 's  economic
assis tance to  Sr i  Lanka was never  only for
commercial  and f inancial  reasons.  I t  was
always a  method for  China to  acquire  pol i t ical
and securi ty  leverage over  India  and protect
i ts  interests  in  the Indian Ocean Rim, where
most  of  China 's  oi l  f lows.

China is  current ly  Sr i  Lanka 's  second-largest
lender .  I t  had more than 10% of  Sr i  Lanka 's
outs tanding foreign debt  by 2019.  Despi te
their  antagonis t ic  geographic  locat ion,  China
became the top investor  in  Sr i  Lanka between
2010 and 2020,  replacing India  as  the pr imary
buyer  of  Sr i  Lankan commodit ies .  Worse,
India  a l lowed i t  to  happen despi te  s ignif icant
securi ty  r isks .

The sole  s t ra tegic  par tnership that  controls
roughly 35% of  oi l  shipments  to  Sr i  Lanka is
Indian oi l .  The Indian government  didn ' t  have
any s t ra tegic  investments  except  oi l .
Although pr ivate  sector  investments  have been
made,  they are  insuff ic ient .  

While  the meet ing of  the Bay of  Bengal
Ini t ia t ive for  Mult i -Sectoral  Technical  and
Economic Cooperat ion (BIMSTEC) in  Sr i
Lanka and the subsequent  dialogues are
posi t ive developments ,  India  has  not  only
offered l iberal  f inancial  a id  but  a lso provided
goods to  a l leviate  the cr is is .  St i l l ,  i t  has  a lso
secured projects  on these is le ts  in  the northern
part  of  Sr i  Lanka,  which was previously
promised to  China.  To synergize joint
interests  in  different  spheres ,  India  needs to
become closer  to  the Sri  Lankan people .
Establ ishing a  special ized team for  Sr i  Lankan
issues  is  l ikely the most  pressing necessi ty  of
the hour .

       CHINESE INVESTMENTS IN SRI LANKA
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Sri  Lanka 's  economic cr is is  began about  a
decade ago when i ts  GDP began to  decl ine
af ter  2012.  China has  become the top investor
in  Sri  Lanka,  replacing India  as  the pr imary
buyer  of  Sr i  Lankan commodit ies .  I t  had more
than ten percent  of  Sr i  Lanka 's  outs tanding
foreign debt  by 2019.  Sr i  Lanka needs a  new
jol t  of  energy as  i t  s t ruggles  to  meet  i ts  energy
needs.  The sole  s t ra tegic  par tnership that
controls  roughly 35% of  oi l  shipments  to  Sr i
Lanka is  Indian oi l .

Your paragraph text

Source:  Chinese Investments in Srilanka- Gateway House  



China has  invested a  considerable  par t  in  being
the leading contr ibutor  to  the FDI of  Sr i
Lanka.  But  this  may affect  India  due to
pol i t ical  game and incapabi l i ty  of  repayment
by Sri  Lanka.  This  may lead to  a  considerable
threat  to  India  and neighboring countr ies  l ike
Maldives ,  Singapore,  e tc .

Sr i  Lanka has  been facing a  severe cr is is  due
to improper  Government  and a  power s t ruggle
between the President  and Parl iament .  The
cris is  has  a lso increased the country 's
consumables  costs  l ike Petrol ,  Food,  e tc .  I t
touched an overal l  inf la t ion rate  of  21.5%
calculated as  of  March 2022,  as  per  the
National  Consumer Price Index (NCPI) .  The
financial  cr is is  of  Sr i  Lanka is  mainly due to
the loans and other  debts  owed to  China.  Sr i
Lanka faces  a  severe cr is is  as  there  is  a  protest
against  the Government .  

Sr i  Lanka s tar ted borrowing money from the
SAARC countr ies ,  which increased the Debt  of
Sri  Lanka and affected the combined debt  ra t io
of  SAARC. If  the s i tuat ion cont inues,  Sr i
Lanka 's  debtors  and l iabi l i t ies  wil l  grow,
surpassing the country 's  abi l i ty  to  repay.

The Sri  Lankan cr is is  has  had a  negat ive
impact  on SAARC's  overal l  GDP. The Forex
reserve of  Sr i  Lanka is  current ly  a t  about  $2.3
Bil l ion in  Feb 2022,  and i t  had the lowest  of
$1.6 Bil l ion in  Nov '21.  In  2021,  Foreign
Direct  Investment  was ni l .  But  i ts  Forex
reserve is  s ignif icant ly  less  concerning i ts  s ize
and abi l i ty .  This  has  brought  down the GDP to
about  $86.6 Bil l ion in  2021.  The seed for  the
2022 Sri  Lankan cr is is  is  the 2018
Const i tut ional  Cris is  through which Prime
Minis ter  was changed.

The FDI contr ibutors  of  Sr i  Lanka include
India ,  China,  and other  countr ies .  The Major
Companies  l ike Air te l ,  Ashok Leyland,  e tc . ,
have invested in  the FDI of  Sr i  Lanka.  This
may affect  the t rade and exchange rates
between India .

EFFECT OF SRI LANKAN CRISIS ON SAARC
NATIONS
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HARISH BHARADWAJ K
2127117

The Sri  Lankan cr is is  has  backed the his tory
of  2019.  I ts  roots  have been s tar ted with the
bombing on Easter  day.  This  cr is is  affected
the GDP and Forex reserve of  Sr i  Lanka.  This
had an impact  on SAARC’s GDP, and the
country borrowed loans and donat ions from
SAARC nat ions as  emergency help.



The is land nat ion of  Sr i  Lanka has  been
facing the worst  economic cr is is  i t  has  seen
in decades.  Caused by the government 's
mismanagement  leading to  the twin def ic i ts
and i ts  tourism industry sapped by the
pandemic,  Sr i  Lanka defaul ted on i ts  foreign
debts .  During this  cr is is ,  the  22 mil l ion
populat ion of  the country suffered from the
impact .

The people  have been facing rol l ing power
cuts  of  as  long as  13 hours  a  day.  Imposing
str ic t  l imits  on imports  has  led the country
to face severe shortages of  essent ia l  i tems
such as  fuel ,  cooking gas ,  and medicines .
Long l ines  of  people  wai t ing for  e lectr ic i ty
were observed,  half  of  whom might  not  be
able  to  get  i t  even af ter  having the money.

Increasing inf la t ion has  resul ted in  currency
depreciat ion,  as  evidenced by the doubl ing
of  goods pr ices  regardless  of  people 's  f ixed
incomes.  Ris ing inf la t ion has  resul ted in
currency depreciat ion,  as  evidenced by the
doubl ing of  goods pr ices  i r respect ive of
people 's  f ixed payments .  

Rice and sugar  pr ices  touched Rs.300 per  kg
and milk powder  Rs.4000 per  kg with a  cup
of  tea  over  Rs.100  during the f i rs t  week of
Apri l .  Petrol  pr ices  are  over   Rs.330 per
l i ter .  Cement  pr ices  for  50 bags are  Rs.3000
compared to  Rs.1000 before .  

According to  the secretary of  the
Pharmaceut icals  minis t ry ,  the government
provides  1325 drugs to  s ta te-run hospi ta ls .
Out  of  which,  three l i fesaving drugs have
ent i re ly  run out ,  and 140 essent ia l  drugs are
in short  supply.  The shortages in  medicines
have led to  the cancel la t ion of  a l l  non-
necessary surger ies  in  var ious hospi ta ls .  

RIYA JHINA
2127152
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This  ar t ic le  probes into the s t ruggles  of  the
people  l iving in  Sr i  Lanka and how the
present  cr is is  has  led to  the r isk of
undermining the country 's  s tabi l i ty .  This
ar t ic le  ta lks  about  the diff icul t ies  of  the
ci t izens of  the Is land Nat ion.

IMPACT OF THE ECONOMIC CRISIS ON
THE PEOPLE OF SRI LANKA

The middle  c lass  can see their  savings
draining.  People  are  now f inding i t  d i f f icul t  to
eat  three meals  a  day.  According to  the World
Bank,  5  lakh people  have fal len below poverty.  

There is  a  hike in  the number of  refugees
coming from Sri  Lanka to  India  as  they cannot
keep up with the high cost  of  l iving.  Publ ic
frustrat ion is  a t  an al l - t ime high,  with protests
taking place al l  over  the country for  the
president ' s  res ignat ion.  There are  a lso cases  of
unwarranted violence against  the protestors .   

https://www.business-standard.com/topic/sri-lanka


Sri  Lanka -  A developing country with a
primari ly  agr icul tural ,  service,  and l ight
industry economy.  Agricul ture  contr ibutes
about  21% of  GDP and employs 38% of  the
workforce.  Another  s ignif icant  industry is
manufactur ing,  account ing for  19% of  GDP
and employing 17% of  the workforce.  

Sr i  Lanka’s  GDP value represents  0 .07 % of
the world economy.  The service sector  is  the
most  important  in  the Sri  Lankan economy,
employing 45 percent  of  the workforce and
account ing for  roughly 60 % of  GDP.

Sri  Lanka is  a  mixed economy; both the pr ivate
and publ ic  sectors  engage in  product ion
processes .  Most  of  the nat ions were hi t  by the
pandemic,  and i t  s t i l l  appears  to  be in  a
gloomy stage.  

The Sri  Lankan economy has been
experiencing what  economists  cal l  a  “ twin
cris is ,”  which is  the s imultaneous cr ises  in
banking and currency.  The Sri  Lankan cr is is  is
a  combinat ion of  the balance of  payment  and
sovereign debt  cr is is .  

They announced several  re l ief  measures  and
tax cuts  during the pandemic that  l imited the
government’s  revenue opt ions from corporate
tax revenue.  This  led to  higher  government
spending.  

The Sri  Lankan government  is  expected to
t ighten i ts  monetary pol icy.  St i l l ,  inf la t ion is
l ikely to  s tay elevated due to  currency
depreciat ion and high commodity pr ices ,  which
is  s l ight ly  re lated to  the Russia-Ukraine war .

To get  out  of  this  cr is is ,  Sr i  Lanka is  required
to reduce their  f iscal  def ic i ts ,  and also,  i t
should f ind feasible  solut ions to  res tore  debt
sustainabi l i ty .  

Several  s t ructural  adjustments  are  needed to
increase revenue col lect ion,  improve their
investment  c l imate ,  and restore  competi t ion.
Publ ic  investments  should pr ior i t ise  key sectors
and induce sustainable  growth through
economic t ransformation.

C
 

H
 

A
 

A
 

N
 

A
 

K
 

Y
 

A
ECONOMY OF SRI LANKA – 

AN OVERVIEW
 

NIKITA MATHEW
2127244

Sri  Lanka,  most ly  an agricul ture-based
economy,  is  developing.  After  the COVID-
19 pandemic,  the mixed economy of  Sr i
Lanka was affected and is  s t i l l  in  a  gloomy
stage.  This  ar t ic le  focuses  on the economy
of Sri  Lanka and how i t  was and is  s t i l l
affected by the pandemic.  The measures
which would help the economy to get  out  of
the cr is is  are  a lso suggested.
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SUNILA RAZAK
2127358

Two of  India 's  next-door  neighbours ,  Sr i  Lanka
and Pakis tan,  have sunk into ser ious economic
and pol i t ical  problems.  While  Sr i  Lanka 's
Cabinet  of  Minis ters  has  res igned with
immediate  effect  in  the face of  the country 's
biggest  economic cr is is ,  Pakis tan Prime
Minis ter  Imran Khan has  been de-not i f ied as
the country 's  pr ime minis ter .

Stabi l i ty  in  the region is  not  only necessary,
but  i t  i s  a lso crucial  for  each nat ion 's  smooth
sai l ing.  The cr ises  in  Sr i  Lanka and Pakis tan
wil l ,  of  course,  have an inf luence on India-  Sr i
Lanka relat ionship.  The economy of  Sr i  Lanka
is  in  shambles  due to  a  number of  issues .  

I t  was a  problem that  had been bui lding for  a
long t ime.  Bad programmes and pol ic ies ,
combined with the impact  of  the Easter  bombs
of  2017 and COVID-19,  wreaked havoc on the
tourism sector ,  which was one of  the hardest
hi t .

Inf la t ion is  a t  an al l - t ime high in  Sr i  Lanka,
with individuals  queuing for  even basic
necessi t ies .  In  Colombo,  wheat  and r ice  are
priced at  Rs 220 per  kg and Rs 190 per  kg,
respect ively,  while  coconut  oi l  is  pr iced at  Rs
850 a  l i t re .  According to  an India  Today
ground report ,  a  s ingle  egg costs  Rs 30 and a  1
ki logramme bot t le  of  milk powder  costs  Rs
1,900.

Sri  Lanka has  requested an addi t ional  $1.5
bi l l ion credi t  l ine,  in  addi t ion to  the $1 bi l l ion
that  India  has  provided to  help pay for  crucial
imports .  
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THE FIRST DOMINO FOR THE GLOBAL CRISIS

Sri  Lanka and Pakis tan fel l  into deep
economic and pol i t ical  problems.  Due to  the
cr is is ,  the  Sri  Lankan and Pakis tan economies
became completely shambled.  Pr ices  of  basic
products  l ike wheat  and r ice  are  peaked,  which
clear ly  indicated the r ise  of  the inf la t ion rates
in both the countr ies .  Those countr ies  have
also requested huge loans from neighboring
countr ies  l ike India ,  which has  a  huge
potent ia l  of  t r iggering a  domino effect  on the
whole global  economy.  Almost  40,000 metr ic
tonnes of  diesel  is  being sent  to  Sr i lanka from
India .     
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New Delhi  has  said that  i t  wi l l  grant  the new
credi t  l ine,  which wil l  be used to  import  vi ta l
goods including as  r ice ,  wheat  f lour ,  lent i ls ,
sugar ,  and pharmaceut icals .  Apart  f rom the
credi t  l ines ,  India  a lso provided Sri  Lanka
with a  $400 mil l ion currency exchange and a
$500 mil l ion credi t  l ine for  gasol ine purchases
this  year .

India  has  a lso provided four  consignments  of
40,000 metr ic  tonnes of  diesel  to  Sr i  Lanka to
help with the power outages.  India  a lso sent
40,000 tonnes of  r ice  to  Sr i  Lanka in  quick
shipments .



TES MANOJ
2127448

The cr i t ical  issues  faced by the country
star ted from the Covid-19 issues ,  which
boosted poverty rates ,  led to  budgetary
defici ts ,  and the s ta te  soared t remendously.
Sri  Lanka 's  macroeconomic problems have
been related to  years  of  high budget  def ic i ts ,
pr imari ly  due to  insuff ic ient  tax col lect ion
and the degradat ion of  export  compet i t iveness
due to  a  res t r ic t ive t rade system and a  poor
investment  c l imate .

Sri  Lanka is  saddled with unsustainable  debt
and severe balance-of-payments  problems.
Due to  f iscal  and external  imbalances,  the
economic out look is  severely unpredictable .
Immediate  pol icy ini t ia t ives  are  required to
address  excessive levels  of  debt  and debt
payment ,  reduce the budget  def ic i t ,  res tore
external  s tabi l i ty ,  and mit igate  negat ive
consequences for  the poor  and vulnerable .

In  February 2022,  year-on-year  inf la t ion
accelerated to  17.5 %, owing pr imari ly  to  high
food inf la t ion of  24.7%, r is ing global
commodity pr ices ,  gasol ine pr ice  adjustments ,
and par t ia l  monet izat ion of  the budget  def ic i t .
Furthermore,  an agrochemical  import  embargo
hampered agricul tural  output  between May and
November.  The increase in  pr ices  impacted
households '  capaci ty  to  afford l iving
expenses ,  resul t ing in  a  decl ine in  welfare  and
increased food insecuri ty .  To al leviate  the
tensions,  the Central  Bank of  Sr i  Lanka has
hiked pol icy rates  and therefore  the s ta tutory
reserve rat io  by 200 basis  points  s ince August
2021.  Despi te  import  l imits  on non-essent ia l
products ,  the t rade def ic i t  increased to  USD
8.1 bi l l ion in  2021 from USD 6 bi l l ion in
2020,  as  a  higher  import  expendi ture  offset  an
increase in  export  prof i ts .

In  February 2022,  year-on-year  inf la t ion
accelerated to  17.5 percent ,  owing most ly  to
high food inf la t ion of  24.7%, r is ing global
commodity pr ices ,  gasol ine pr ice  adjustments ,
and par t ia l  monet izat ion of  the budget  def ic i t .
The increase in  pr ices  impacted households '
capaci ty  to  afford l iving expenses ,  resul t ing in
a decl ine in  welfare  and increased food
insecuri ty .   

The current  account  def ic i t  is  predicted to
grow to USD 3.2 bi l l ion (or  3 .8% of  GDP) in
2021 thanks to  decreases  in  remit tances
(22.7%) and tourism receipts  (61.7%).

KEY CHALLENGES FACED:

The economy shrank by 3.6 percent  in  2020
due to  the COVID-19 epidemic,  br inging the
$3.20 poverty rate  to  an est imated 11.7 %. In
2021,  a  quick immunizat ion program aided the
recovery of  the economy.  However ,  due to  the
pandemic and pre-pandemic tax cuts ,
budgetary def ic i ts  widened dramatical ly ,  and
state  debt  soared t remendously.

Sri  Lanka 's  macroeconomic problems have
been related to  years  of  high budget  def ic i ts ,
pr imari ly  due to  insuff ic ient  tax col lect ion and
the degradat ion of  export  compet i t iveness  due
to a  res t r ic t ive t rade system and a  poor
investment  c l imate .  Through economic
transformation,  publ ic  investments  and future
borrowings should target  cr i t ical  sectors ,  solve
current  needs,  and dr ive sustainable  and
resi l ient  growth.

Off ic ial  reserves  have plummeted to
dangerously low levels ,  and a  currency
scarci ty  has  hampered the supply of  some
necessi t ies .  Due to  a  lack of  fuel  for  thermal
generat ing,  regular  power cuts  were
implemented.
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SHRUTI BANSAL
2127054

Sri  Lanka has  been facing an economic cr is is
due to  hyperinf la t ion.  There are  many reasons
for  this  cr is is ,  including the Easter  Bombings,
the Pandemic,  foreign reserves  def ic i ts ,  and
the ban on fer t i l izers .  I t  has  led to  a  condi t ion
that  the Sri  Lankan government  f inds
impossible  to  reverse .  India  has  been helping
them combat  the cr is is ,  and they have
requested the IMF for  a  possible  bai lout .  The
country needs to  control  this  inf la t ion;
otherwise,  i t  would be just  an economy with
depreciat ing currency and unable  to  pay i ts
sovereign debts .

With a  sudden surge in  essent ia ls ,  including
food,  medicine,  and oi l ,  Sr i  Lankan Economy
is  going through hyperinf la t ion where the
country cannot  import  necessi t ies  for
consumption.  They had to  cancel  their  exams
due to  the shortage of  paper  and ink.  The
leading cause of  this  cr is is  is  deplet ing forex
reserves  and increasing t rade def ic i t .  India  has
provided a  credi t  l ine of  $1.5 bi l l ion to  the
neighboring is land country to  help i t  come out
of  the cr is is .  But  there 's  nothing that  the
government  can do to  salvage the s i tuat ion.

How did i t  al l  happen?

The President  of  Sr i  Lanka,  Gotabaya
Rajapaksa,  has  mentioned that  the country has
a t rade def ic i t  of  $10 bi l l ion,  which has  led to
a drop in  the country 's  forex reserves .  The
government  a lso has  sovereign bonds worth $1
bi l l ion to  be repaid by July 2022.  

These issues  compound and the country has
also had i ts  fa i r  share  of  t ragedies .  Easter
bombings in  2019 took away many l ives .
Pandemic,  associated with the Easter
bombings,  resul ted in  a  deplet ion in  tourism
revenues to  $2.8 bi l l ion las t  year  f rom $7.5
bi l l ion in  2019.

One more fundamental  reason we cannot
overlook is  the 'Blanket  Ban on Fert i l isers . '
The agricul ture  sector  of  Sr i  Lanka
contr ibutes  8% of  i ts  GDP to the nat ion.  But
las t  year ,  the government  imposed a  blanket
ban on chemical  fer t i l izers  to  make the
agricul tural  produce organic ,  but  who paid the
price for  i t? :  the farmers .  The is land 's  farmer 's
product  substant ia l ly  diminished.

How wil l  the s i tuation improve?

In September  2021,  the country announced an
economic emergency to  control  the food
supply because of  the increasing inf la t ion.  

The Sri  Lankan government  has  a lso
temporar i ly  l i f ted the fer t i l izer  ban so that  the
economy does not  suffer  more because of  food
supply shortages.  

The Sri  Lankan government  might  temporar i ly
defaul t  on i ts  foreign debt  of  $35.5 bi l l ion.
The minis t ry  wil l  miss  $78 mil l ion of  interest
payments  on sovereign debts ,  which would
mark Sri  Lanka 's  f i rs t  defaul t  on i ts  foreign
debt  s ince 1948.

Sri  Lanka has  off ic ia l ly  requested f inancial
help from IMF. India  is  represent ing Sri  Lanka
in front  of  the IMF for  f inancial  ass is tance.
Moody has  downgraded the rat ings of  Sr i
Lankan sovereign bonds,  leading to  this  need
for  a  bai lout .

What should the country do?

Sri  Lanka needs a  minimum of  $20 bi l l ion for
import ing essent ia ls  such as  food and fuel ,  but
the ci t izens should not  wholly bear  the burden.
The country wil l  maintain an extended debt
repayment  arrangement  to  a l leviate  the load on
ci t izens.  They should press  pause on debt
repayments  and focus on the economy's  needs.
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Amidst  the worst  economic cr is is  in  Sr i  Lanka,
26 minis ters  have given their  res ignat ions.  So
Mahindra Rajapaksa has  chosen four  new
minis ters .  Some of  them are  a lso members  of
the opposi t ion par ty .  So i t  i s  yet  to  be seen
how Prime Minis ter  Mahindra Rajapaksa wil l
handle  this  s i tuat ion.  

One of  the world 's  r is ing economies,  Sr i  Lanka
is  now facing i ts  worst  f inancial  cr is is .  Every
day,  more than 10,000 Sri  Lankans take the
streets  to  protest .  This  protest  is  among the
largest  demonstrat ion in  the his tory of  Sr i
Lanka.  Waving the Sri  Lankan f lags  and
carrying placards ,  they shout  only one s logan
"GO HOME GOTABAYA RAJAPAKSA." 

The ordinary people  of  Sr i  Lanka uni ted
against  one compell ing family,  "The
Rajapaksa."  They dominated Sri  Lankan
pol i t ics  for  a lmost  20 years  and made Sri
Lanka prey to  economic and humanitar ian
cr ises .  There is  a  publ ic  emergency in  Sr i
Lanka.  There 's  an acute  shortage of  essent ia l
i tems l ike food,  fuel ,  e lectr ic i ty ,  paper ,  ink,
and even medicines ,  and mil i tary off ic ia ls  are
deployed at  petrol  pumps.

Asia 's  worst  inf la t ion rate  is  current ly  in  Sr i
Lanka.  A massive 15%. The pr ices  of
everything are  incredibly high.  Reportedly,  the
cost  of  1kg of  sugar  is  Rs.290.  And 1 l i ter  of
petrol  is  more than Rs.300.  The s i tuat ion is
terr ible ,  and the ordinary people  in  Sr i  Lanka
suffer  the most .  So thousands of  people  took to
the s t reets  and asked the government  to  res ign.

Twenty-six minis ters  of  the Sri  Lankan
government  have already resigned.  However ,
one man on the top s t i l l  has  a  hold on his
throne.  He is  Mahindra Rajapaksa,  the current
al l -powerful  Pr ime Minis ter  of  Sr i  Lanka,  his
brother  Gotabaya Rajapaksa is  the President  of
Sri  Lanka.  Under  them, the Rajapaksa family
control  nine s ignif icant  minis t r ies .  

Basi l  Rajapaksa (Finance Minis ter)  is  a  very
controversial  f igure.  He has  dual  c i t izenship in
America and Sri  Lanka.  And this  is  why he
couldn ' t  be  given a  post  in  the Sri  Lankan
Parl iament .  But ,  s t i l l ,  he  was made head of  a
vi ta l  minis t ry  l ike Finance by changing the
const i tut ion.

Another  c lear  example of  this  family 's  power is
Gotabaya Rajapaksa,  President .  During the
Civi l  war  in  the 2000s in  Sr i  Lanka,  he was the
Defence secretary,  where the Sri  Lankan
mil i tary ki l led more than 70,000 Tamil ians .  

This  per iod,  according to  the UN, ref lects
cr imes against  humanity.  He never  apologized
for  i t .  Also,  he never  even acknowledged i t .  In
2019,  he took another  s tep,  for  which the ent i re
Sri  Lankan economy had to  pay dear ly .  He
offered s ignif icant  tax cuts  to  prominent
business  off icers  in  his  e lect ion campaigns.
Due to  this ,  Sr i  Lanka only earned 9% of  i ts
GDP from tax revenue.  As a  resul t ,  the  Sri
Lankan government 's  purchasing power fel l
drast ical ly ,  and the Sri  Lankan economy took a
massive hi t .

But  the biggest  reason for  the Sri  Lankan cr is is
is  debt .  As soon as  the Rajapaksa government
came into power,  their  debt  rapidly increased.
Current ly ,  they have only 2 bi l l ion dol lars  in
their  forex reserves ,  and by the end of  this
year ,  they have to  repay 8 bi l l ion dol lars .  And
it ' s  bel ieved that  more than 70% of  this  debt
happened during the tenure of  Rajapaksa
family.
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The Russia-  Ukraine war  is  considered an
economic recovery from the problematic
pandemic in  Sr i lanka.  The country 's  inf la t ion
is  the constant  increase,  and var ious other
problems due to  the war .  The war  between the
two European countr ies  caused worldwide
financial  markets  to  fa l l ,  including the Sri
Lankan market .  Sr i  Lanka had announced that
i t  had not  asked for  any external  help to
restructure  i ts  debt .  

Impact  on Tourism:
Before the pandemic,  Sr i  Lanka had near ly
40% of  vis i tors  f rom Russia ,  Ukraine,  Poland,
and Belarus .  Due to  the covid restr ic t ions then
and now the war  between Russia  and Ukraine,
there  is  a  gradual  drop in  the vis i tors  to  the
country,  leading to  less  income for  the
Tourism Department  of  Sr i  Lanka.  The
disrupt ion to  tourism in the country is  very
high because of  the war .

Impact  on Exports  and Imports:
Nearly 2% of  the total  imports  of  Sr i  Lanka
are from Russia ,  and 2.2% of  goods are
exported to  Ukraine.  Both the countr ies  play a
vi ta l  role  in  import ing wheat  to  Sr i  Lanka as
they import  approximately 45% of  grain from
these two countr ies .  

Sr i  Lanka exports  around 18% of  i ts
Fermented Black Tea to  Russia  and Ukraine.
Due to  the war ,  a l l  these exports  and imports
wil l  be affected as  the s tockpi le  increases ,  and
the demand for  wheat  creates  pr ice  var ia t ion
and causes  inf la t ion.  Oil  costs  are  a lso r is ing,
making i t  impossible  for  the government  to
acquire  gasol ine,  and as  a  resul t ,  Sr i  Lanka is
forced to  borrow energy from India .
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IMPACT OF RUSSIA -  UKRAINE WAR ON
THE SRI LANKAN CRISIS

However ,  in  addi t ion to  the higher  fuel  costs
projected by shippers  worldwide due to  r is ing
oi l  pr ices ,  carr iers  that  cont inue to  service
ports  in  the region may levy high shipment
costs .  The major  component  of  a  ship 's
operat ing costs  is  fuel ,  and any increase in  the
crude oi l  pr ices  wil l  have a  cascading effect  on
transportat ion and freight  costs .

The inf la t ion in  Sr i  Lanka is  above 15%
already.  At  this  ra te ,  i t  can be understood that
the country is  in  great  t rouble .  The Russia  -
Ukraine war  is  adding to  the misfor tune for  the
country.  I t  shows that  the war  between Russia
and Ukraine is  an added disadvantage for  Sr i
Lanka in  cr is is  t ime.
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Sri  Lanka’s  downward fal l  s tar ted way back in
2012 when i ts  GDP began to  fa l l  a long with
the increase in  current  account  def ic i t  s ince
2019.  The Sri  Lankan government  made a
terr ible  mistake by not  divers i fying the
country’s  exports  and focusing solely on
tourism and other  t radi t ional  exports  l ike
garments ,  rubber ,  and tea .  Due to  the covid-19
pandemic,  even the most  vibrant  sector ,
tourism,  suffered a  major  setback.

On top of  that ,  the  Easter  Bomb Blasts  in
Colombo,  which led to  the deaths  of  around
250 people ,  affected the sector  even more.
These reasons and fol lowing a  lower tax
regime destroyed the country’s  economy as  the
tax col lect ions plunged by more than 50
percent  f rom 2019 to  2020.  

Now coming to  China,  i t  had already heavi ly
invested in  more than 50 Sri  Lanka projects
and has  lent  a  t remendous amount  of  money to
Sri  Lanka for  infrastructure  development .  The
Sri  Lankan government  took addi t ional  support
for  the budget  and mit igated the balance of
payment  cr is is .  They fel l  into a  debt  t rap and
had to  lease their  ports  Hambantota  and
Colombo Port  Ci ty  for  99 years  to  China.  

The economic support  provided by China for
Sri  Lanka seemingly was never  for  just  t rade
considerat ion but  a lso to  gain pol i t ical  and
securi ty  leverage against  India  for
safeguarding their  interest  in  energy
movement  through the Indian Ocean Rim.

China is  now the second-largest  lender  to  Sr i
Lanka and also holds  more than 10 percent  of
the outs tanding foreign debt  of  Sr i  Lanka.  I t  i s
a lso the largest  investor  in  Sr i  Lanka,  forcing
the Indian government  to  invest  and provide
more debt  to  Sr i  Lanka to  reduce the inf luence
of  the Chinese.
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The pr imary aim of  Bei j ing in  invest ing in  the
projects  in  the northern par t  of  Sr i  Lanka was
to come closer  to  India  and curtai l  New
Delhi’s  advantages in  the Indian Ocean.  A
closer  involvement  by India  is  needed in  this
crucial  t ime to  synergize the mutual  interest
of  both the countr ies  in  mult iple  f ie lds  and
create  a  dedicated team to tackle  the current
economic cr is is  in  Sr i  Lanka.

Sri  Lanka’s  cr is is  s tar ted when they focused
only on tourism,  and the bomb blasts  in
Colombo led to  decl ining economic hopes in
the country.  China s t ra tegical ly  invested in
50+ projects  in  Sr i  Lanka and aggressively
lent  to  Sr i  Lanka,  gaining control  over  a
couple  of  Sr i  Lankan ports .  This  economic
support  to  Sr i  Lanka was to  gain leverage
against  India  to  safeguard i ts  interests  in  the
energy movement .  The main aim of  Bei j ing
was to  cut  the reach of  India  to  Sr i  Lanka,
forcing the Indian government  to  invest  more
in Sri  Lanka.
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Sri  Lanka’s  economic cr is is  has  been bui lding
for  several  years .  As a  resul t ,  the  ent i re
s i tuat ion cannot  be blamed solely on the
pandemic or  the war  in  Ukraine.  These two
external  factors  had an impact  on the Sri
Lankan economy.  I t  is  a  caut ionary ta le  for
India’s  plans to  issue a  sovereign dol lar  bond.
I t  doesn’t  have the freedom to repudiate  or
pr int  i tself  out  of  a  debt  hole  i f  i t  borrows
someone else’s  currency.

In the global  landscape,  i t  can be observed
that  mult iple  ongoing economic and
humanitar ian cr ises ,  such as  those in
Afghanis tan,  Venezuela ,  the Middle  East ,
Russia ,  Sudan,  and the recent  addi t ion to  the
l is t  is  Sr i  Lanka,   have been warned regarding
their  increasing loans as  another  recipe for  a
cr is is .  Therefore ,  i t  i s  appropriate  to  assess
the Sri  Lankan Cris is  to  draw lessons for  India
so that  i t  does  not  fa l l  for  the same mishap.   

The country’s  pol icy and years  of
mismanagement ,  import ing more than i t
exports ,  spending more than i t  earns ,  t rade
defici t ,  and budget  def ic i t  led to  this  disaster ,
with project ions est imat ing more deaths  due to
the same pandemic.  The country has  only
$1.94bn lef t  with them, while  they have to  pay
$8.4bn in  debt  due this  year .

India  too has  been moving towards a  danger
zone with 45% of  the union budget  s ize  being
generated through borrowings,  a t t ract ing
cri t ic isms from many,  including the Kerala
Finance minis ter  K N Balagopal ,  who fur ther
pointed out  that  while  the s ta te  is  only
borrowing 3.4% of  the permissible  4%, the
center’s  borrowing is  a t  6 .9%.

In addi t ion,  the decl ine in  tourism,  r is ing
inf la t ion,  and crashing currency has  deepened
the Sri  Lankan cr is is .  A cr i t ical  factor  that
contr ibuted to  the cr is is  was the increasing
external  debt  es t imated at  $35bn,  with more
than 10% of  the loan from China,  most  of
which fueled infrastructure  projects  whose
outputs  resul ted in  no returns  pushing the
country into a  debt  t rap,  which was previously
observed in  many Afr ican countr ies  who
borrowed from China.  Similar ly ,  India
borrowed a  $2bn loan from China’s  Asian
Development  Bank.

C
  

 H
  

 A
  

 A
  

 N
  

 A
  

 K
  

 Y
  

 A
LESSONS FOR INDIA FROM THE 

SRI LANKAN CRISIS

22

China accounts  for  5% of  India’s  total  export
from 2019 to  20,  while  more than 14%. This
means India  has  a  huge t rade def ic i t  with
China.  Furthermore,  Foreign Direct
investments  f rom China amount  to  $4.14 bn in
automotive,  chemicals ,  renewable energy,  and
metal lurgical  industr ies ;  China funds close to
$4 bn in  Indian s tar tups,  a long with increasing
dependence on them for  bulk drugs.  Therefore ,
India  should be aler t  to  i ts  budget  and
dependence on external  debt  for  i ts
infrastructure  projects .  
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 A Air  India  has  been the focus of  numerous
controversies  and discussions in  India 's  media .
The air l ine had been going down for  a  long
t ime,  and Mr.  J i tender  Bhargava,  the author  of
this  book,  had been a  par t  of  the Senior
Management  as  Execut ive Director  of  Air
India  for  13 years .  

The author  decided to  wri te  this  book not  just
because he was par t  of  the management  but
also because he had read the s igns of  decay in
the Air l ine ear ly  on.  The author  was never  a
bystander  in  this  spectacle  of  managerial
indifference and incompetence at  Air  India ,
where the unions regarded the Air l ine as  a
player  in  a  pol i t ical  game.  

The author  s tood out  among his  peers  because
he never  shied away from making diff icul t
decis ions or  pursuing innovat ive ideas  to  help
the air l ine increase revenue or  reduce costs .
Even though the author  was targeted for  his
outspokenness  and the changes he ini t ia ted,
his  decis ions were never  overturned by the
chairpersons.

Air  India  was considered India 's  most  iconic
brand;  i t  was respected global ly  and perceived
as an air l ine with impeccable  service.  The
author  was appointed as  an external  candidate
for  a  senior  posi t ion,  giving him a unique
overview of  how the Air l ine was managed.
The environment  in  Air  India  was vi t ia ted by
personal  ambit ions and interests  overr iding
those of  the Air l ine.  The reasons for  just i fying
decis ions were also vast ly  different  f rom what
the chairpersons/managing directors  pursued
ei ther  of  their  own vol i t ion or  on behalf  of
their  minis ters .  

The Descent  of  Air  India  is  the narrat ive of
how an air l ine was taken down to serve the
self ish desires;  i t  i l lust rates  how, despi te  the
best  effor ts  of  individuals ,  a  more s ignif icant
– at  t imes unseen but  a lways immensely
destruct ive – power was at  work plot t ing i ts
demise.  I t  te l ls  the s tory of  the extraordinary
circumstances that  led to  the Air l ine 's  current
survival  f ight .  

Learnings:

Most  of  the decis ions in  Air  India  were
central ized.  I f  one objected or  quest ioned a
change,  they would be t ransferred,  denied due
promotions,  or  not  ass igned a  foreign post ing.
Promotions were given based on senior i ty  and
not  meri t  or  professional  expert ise .  Each
department  was aware of  i ts  problems,  and no
one owned up to  i ts  shortcomings.  

Air  India  was known to be the best  in  business
when J .  R.  D.  was at  the helm,  engaging in
global  management  pract ices .  The government
al lowed the foreign players  to  extend their
reach and frequencies  to  many other  c i t ies ,
thus creat ing a  choice for  the passengers
hence poaching the market  share  of  Air  India .  

BOOK REVIEW: THE DESCENT OF AIR INDIA
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The Departmental  heads and management
weren ' t  able  leaders .  They fai led to  motivate
their  people ,  who impacted the Air l ine 's  load
factors ,  market  share ,  and prof i tabi l i ty  even
though their  products  were as  good as  the best
in  the industry.  There was increased pol i t ical
interference in  the Air l ine,  and the minis t ry
appointed off icers  who had minimal  exposure
to the air l ine industry and Air  India .

Mr.  Gogoi  and Mr.  Arora were not  only novel
but  a lso motivated their  people ,  focused on
the Air l ine 's  problems,  and worked towards i ts
interests .  They were intolerant  of  the unions '
unreal is t ic  demands,  keeping them in check.
Under  the leadership of  Mr.  Thulasidas ,  who
nei ther  had the ski l ls  to  handle  the air l ine
business  nor  ful ly  grasped the chal lenges
faced by Air  India ,  he led the Air l ine to  i ts
most  imminent  downfal l  by induct ing 68
aircraf ts  worth almost  Rs.  Forty thousand
crores  which the Air l ine couldn ' t  afford.

Unions usual ly  bargained to  enhance exis t ing
perks,  a l lowances,  concessions in  work
assignments ,  higher  pay scales ,  and the
sl ightest  commitment  to  work ethics  and
product ivi ty .  The management  lacked the wil l
to  f ight  back and bar tered away the Air l ine 's
future  by giving in  to  union demands or
personal  gains .  Pol i t ic ians  of ten
accommodated the wishes of  their
acquaintances,  par ty  cadres ,  and other
associates  for  employment  in  Air  India .  The
recrui tment  and promotion process  was hence
degraded.  

Books were cooked to  show losses  lower than
they were by inf la t ing the revenues and
suppressing the expenses .  The move of  the
government ,  when the home-grown air l ines
didn ' t  even bui ld  capaci ty ,  the government 's
move opened up the sector  to  foreign air l ines
increased the la t ter  to  increase their
s t ranglehold over  the market  and manipulate
the fares  to  their  advantage.  The merger  of
Indian Air l ines  and Air  India  into NACIL was
disastrously executed,  and even f ive years
post  the merger ,  none of  the expected benefi ts
were garnered.  The management  and the
government  blatant ly  ignored al l  the
suggest ions and warnings given by the author .
Instead,  the author  was t ransferred every t ime
he t r ied to  be vocal  on the Air l ine 's  issues  and
cal led out  for  accountabi l i ty .
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CROSSWORD

SCAN TO SEE THE SOLUTION

 ACROSS
 1. When a financial institution hedges the interest rate
risk for a specific asset, the hedge is called which hedge.
 5. The Government that borrows more money and spends
is called what
 7. Total of all direct cost is termed as
 9. The window through investor can see the company is
 10. The 1st development financial institution in India that
has got merged with a bank
 11. A person who agrees to buy an asset at a future date
has gone
 13. The price specified on an option that the holder can
buy or trade underlying asset is called what price
 14. If interest rate rose you would expect which type of
risk to raise

DOWN
1. The large single institution that holds equity and
diverse risk is called 
2. The companies cost of capital is called what rate 
3. Elimination of risk profit opportunities in the future
market is
 4. Which of the following acquired bengaluru based
retail tech start - up perplex for about 107.6 crore
 6. The return component that gives periodic cash flows
to the investor is known as the
 8. A typical cycle manufacturing company will generally
use which costing method 
12. If an investor is attempting to buy a stock this is very
volatile it would be better to use which order.
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