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Basic Overview of the Issue

Declining foreign currency reserves, fast inflation and a significant debt load define
Sri Lanka's ongoing economic crisis. These circumstances have caused shortages of
basic products, more expensive daily necessities, and increasing public anxiety about the
future. Reduced tourism income, low export earnings, and difficulties obtaining fresh loans
have all added to the financial stress on the nation. Without deliberate efforts to stabilize
the economy, this crisis runs the risk of intensifying further, and leaving long-lasting effects

on the social stability and development of Sri Lanka.

Explanation of Important Terms
Exchange Rate

“The value of one currency for the purpose of conversion to another.” (Oxford

Learner’s Dictionaries)

Balance of Payments
“The difference in total value between payments into and out of a country over a

period.” (Oxford Learner’s Dictionaries)

Credit Rating
“An estimate of the ability of a person, organization, or country to fulfill their financial
commitments, based on previous dealings.” (Oxford Learner’s Dictionaries)
Note: Regulation of credit rating agencies varies worldwide. In the United States, for
example, they are regulated by the Securities and Exchange Commission (SEC),
and in the European Union by the European Securities and Markets Authority
(ESMA).

Austerity
“Difficult economic conditions created by government measures to reduce public

expenditure.” (Oxford Learner’s Dictionaries)

Fiscal Policy

“Government decisions about taxation, borrowing, and spending.” (Oxford Learner’s
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Dictionaries)

Monetary Policy
“Policies that involve controlling the amount of money in an economy, and the
channels through which new money can be supplied.” (Oxford Learner’s
Dictionaries)

Credit Line (Also referred to as Line of Credit)
“A loan arrangement with a bank or other financial institution that sets a limit on the
amount of money that you can borrow for a particular period of time.” (Oxford
Learner’s Dictionaries)

Subsidies
‘A sum of money granted by the government or another public body to assist an
industry or business, often so that the price of a product or service may remain low.”
(Oxford Learner’s Dictionaries)

Outer (External) Creditors
“‘Non-resident entities (such as foreign banks, international financial institutions, or
private investors) that lend funds to a domestic borrower (be it a government, public
sector entity, or private firm)” (International Monetary Fund)

Defaulting
“The act of not meeting the required payment obligations on a loan or other form of

credit.” (Oxford Learner’s Dictionaries)

Detailed Background of the Issue

The economic difficulties Sri Lanka faces can be thought of as a mix of more recent
international pressures, and long-standing structural issues. Historically, Sri Lanka
progressively increased its engagement in sectors like textile manufacturing and tourism,
while still depending primarily on its agricultural exports, including tea and rubber. Diversity
was still a prerequisite for attracting foreign income and generating job opportunities;
however, these plans came to a halt as a result of public debt beginning to spiral, which was
due in part to significant borrowing from foreign creditors to fund massive infrastructural

projects.

Recent years have seen a number of negative incidents that have aggravated the
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financial situation. The 2019 Easter bombings severely damaged the important tourism
industry, which reduced foreign exchange flow. The bombings also made Sri Lanka far less
reliable and lucrative in the eyes of foreign investors. These issues were exacerbated by the
worldwide COVID-19 pandemic, which only brought more disruptions, through preventing
international travel and hampering the manufacturing and export sectors. These shocks
severely strained foreign exchange reserves, which has made it challenging for Sri Lanka to

pay off current debt and fulfill its trade quotas.

Figure 1: The 2019 Easter Bombings in Sri Lanka (Coordinated Attacks in Churches Killing More Than 290 People)

As the cost of importing food, gasoline, and other necessities skyrocketed, the battle
to keep reserves intact drove inflation further up. Government policies including import bans
helped to stabilize foreign exchange, but also led to shortages of numerous daily goods.
Unable to uphold many of its financial commitments, Sri Lanka turned to foreign lenders for
help. Negotiations with organizations like the International Monetary Fund (IMF) attracted
global attention, since possible rescue plans can sometimes include strict requirements

meant to bring back fiscal discipline.

Evidently, civilians experienced the real effects of the crisis during this interim stage.

While companies battled declining customer demand and unstable supply chains,
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households faced skyrocketing prices. Many people used demonstrations to show their
dissatisfaction, therefore stressing the political and social consequences of the crisis. The
necessity to stabilize the economy has spurred arguments on optimal policy strategies,
including those on taxation, government expenditure, monetary control, and public sector

reforms.

Although some temporary solutions have helped, Sri Lanka's larger economic future
hinges on implementing durable changes that solve the underlying reasons for its financial
crisis. There is yet a chance to apply policies that support long-term stability and expansion

by realizing the complex connections among trade, debt, and home industry.

The 2022 Protests

As economic challenges grew, public discontent approached a breaking point in 2022.
Thousands of people marched on the streets, demanding government responsibility and
economic change, as part of a movement incited by severe shortages of fuel, medication,
and other basic goods. Notably, in July 2022, massive demonstrations drove notable
political changes, including the resignation of President Gotabaya Rajapaksa. Critics of the
government's economic policies accused leadership of corruption and general inefficiency.
The scope and frequency of these demonstrations underlined the demand for open and

transparent governance, while emphasizing the significant social consequences of the crisis.

Sri Lanka’s Requests for Financial Assistance

Facing declining reserves and increasing external debt obligations, Sri Lanka sought
immediate foreign financial aid. Early agreements in September 2022 with the IMF set the
foundation for new initiatives that would establish strict criteria, meant to bring financial
discipline back. Following protracted talks, the IMF agreed to a 48-month Extended Fund
Facility (EFF) of around 3 billion US dollars in March of 2023, aiming to help with economic
recovery and stability. Concurrently, Sri Lanka worked with bilateral creditors, including
China, India, and Japan, to restructure current debt and reduce the immediate economic
pressure upon it. Rebuilding investor confidence and stabilizing the financial sector depend

highly on these programs.
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Major Parties Involved

Government of Sri Lanka
The Sri Lankan government has played a crucial role in determining policies,
negotiating loans, and carrying out reforms to handle continuous financial difficulties. It has a

high degree of authority, when it comes to handling the economic situation of the country.

India

India has given Sri Lanka credit lines and financial aid, owing to its geographical
proximity, long-standing regional ties, and its goal of stabilizing vital components of
international trade, including food and gasoline. This backing also illustrates India's desire

to advance its influence in the region economically.

China

China has been a maijor creditor, as over the past ten years, it has consistently lent
money to Sri Lanka, and made investments in important infrastructure initiatives. These are
incredibly important because they reveal China's long-term policy of using economic
engagement to secure strategic footholds and influence regional trade networks. China's
involvement and policy choices greatly affect Sri Lanka's economic path as it works to
negotiate new terms and restructure debt.
Bangladesh

Reflecting a policy aimed at regional stability, Bangladesh has helped Sri Lanka
mostly through currency swap agreements. Bangladesh has emphasized the need for
solidarity among South Asian countries amid crises, through the providing assistance, even
while dealing with its own financial constraints.
Pakistan

Pakistan has historical links to Sri Lanka, and has sustained continuous diplomatic
relationships with the state as well. It has shown eagerness to increase bilateral trade and
cooperation, therefore underscoring the common interest both nations have in unification,

even in the face of economic adversity.

United States
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The United States regularly uses international financial institutions to promote debt
restructuring frameworks and open economic reforms in Sri Lanka, which indicates that it
has a significant role to play in this crisis. Stability, accountability, and strategic balance

within the Indo-Pacific region are usually a priority for American engagement.

International Monetary Fund (IMF)
The IMF has been deeply involved in giving Sri Lanka financial help and direction.
By means of its loan initiatives, it provides conditional support meant to restore financial

stability and strengthen sustainability measures.

World Bank

The World Bank’s sustainability projects in Sri Lanka mostly center on social
development, environmental resilience, and economic stability. The organization has lent
money to help with economic reforms meant to boost competitiveness, safeguard
underprivileged populations, and strengthen governance. Projects involving rural
development, education, renewable energy sources, and sustainable tourism receive a
majority of the WB’s available investments. There is also active support for Sri Lanka's
environmental goals, including facilitating attempts at forest preservation and reaching

carbon neutrality by 2025.

Chronology of Important Events

Date Description of Event

June 2015 Aiming at exchanging nuclear technologies for peaceful uses,
Sri Lanka signs a civil nuclear partnership agreement with
Pakistan, therefore strengthening an important diplomatic and

economic connection in the area.

July 2017 Leasing Hambantota Port to China for 99 years, Sri Lanka's
economic responsibilities and geopolitical connections are

greatly changed.
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April 21, 2019

Easter Sunday bombings seriously affect Sri Lanka's travel

business, therefore lowering a major foreign exchange source.

March 2020

The worldwide COVID-19 epidemic causes extensive
shutdowns; tourism and import/exports drop, worsening Sri

Lanka's financial problems.

April 2021

The government declares a policy to convert to organic-only
farming, which lowers agricultural yields and adds more

financial pressure.

May 2022

Officially defaulting on its foreign debt obligations for the first

time, Sri Lanka marks a significant crisis turning point.

July 2022

Rising inflation and shortages cause public demonstrations to
get more intense; political leadership shifts in response to

general reform calls.

September 2022

An initial agreement with the International Monetary Fund
indicates possible paths for financial support and

reorganization in the nation.

December 2022

Beginning more official conversations with bilateral creditors,
Sri Lanka creates a foundation for debt restructuring to control

its mounting debt load.

March 20, 2023

Aiming at restoring economic stability and protecting Sri
Lanka's financial sector, the International Monetary Fund
approved a 48-month Extended Fund Facility of around USD 3

billion.

April 2023

In line with IMF advice, the government starts its first
budgetary changes involving changing spending cuts and tax

policies.
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June 2023 Discussions with outer creditors continue, with a focus on
terms and schedules for restructuring current debt to

temporarily lower payment demands.

Relevant International Documents
- 2030 Agenda for Sustainable Development, September 25, 2015, General

Assembly Resolution A/RES/70/1
- UNDP The Sovereign Debt Crisis in Sri Lanka: Causes, Policy Response and

Prospects, November 21, 2022, The Sovereign Debt Crisis in Sri Lanka:

Causes, Policy Response and Prospects | United Nations Development

Programme
- UNDP Understanding Multidimensional Vulnerabilities: Impact on People of Sri

Lanka, September 2023, Understanding Multidimensional Vulnerabilities:

Impact on People of Sri Lanka | UNDP

- Addis Ababa Action Agenda of the Third International Conference on
Financing for Development, July 27, 2015, General Assembly Resolution
A/RES/69/313

- UN High Commissioner for Human Rights addressing challenges in Sri
Lanka’s future, September 2023, Accountability key to Sri Lanka’s future: UN
rights chief | UN News

Past Attempts to Resolve the Issue

Many programs aiming to address Sri Lanka's financial difficulties have been
launched over the years. Loans given by the International Monetary Fund (IMF) have
enabled the government to fulfill immediate financial needs and raise investor confidence.
These agreements usually involved terms like increasing taxes or cutting expenditure,
though, which carry the potential to sour public confidence and leave more serious economic

weaknesses unresolved.

Though restricted funding and conflicting policies have reduced the larger impact of

its measures, the United Nations Development Program (UNDP) has concentrated on
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community-level initiatives to build resilience and strengthen governance. Bilateral help from
nations like India has provided instant relief, but an important question has to be raised: how
much of this assistance is true philanthropy, and how much of it is merely a tool to gain

political power in the region?

Nevertheless, it cannot be argued that economic independence and isolationism are
ideal for Sri Lanka, as it stands. The government of Sri Lanka has attempted to adopt
policies including import bans and foreign debt rearranging at home, which have produced
temporary gains, but have also harmed the social network of the government in the long run.
Dealing with the problem in a long-lasting manner calls for a sustained focus on
safeguarding vulnerable groups, enabling open communication, and combining outside help

with systematic reforms.

Solution Alternatives

Delegates should take into account the possibility of conducting joint efforts with the
World Bank and the IMF to create autonomous monitoring systems that routinely check
public budgets. This covers well-defined financial reporting rules, regular government
expenditure data disclosure, independent audits, fast spotting, and fixing any instances of
misuse or inefficiency. However, the issue of national sovereignty should be considered, as
it may make this process contentious on a diplomatic level.

They may also suggest organized negotiations involving significant creditors,
especially India, China, Japan, and organizations like the IMF. This could assist in
guaranteeing reasonable loan terms, reduced interest rates, and flexible payback times.
Transparency throughout these talks, which could be supervised by a third party such as
the UN’s own agencies, would help credibility and long-term budgetary stability even more.

Alliances with UNICEF and the UN World Food Program (WFP) may bring focused
subsidies that guarantee reasonable prices for basic commodities such as food and
medication. Working with UN Women or the UNDP will also help to efficiently design
initiatives meant to empower women and young people by means of vocational training,
funding for entrepreneurship, and easily available microfinancing prospects.

The diversification of Sri Lanka's economic portfolio, by means of cooperation with
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organizations including the UN Industrial Development Organization (UNIDO) and Food and
Agriculture Organization (FAO), will be key. Sustainable agriculture methods, new and
inexpensive initiatives for technology, and UNEP-supported renewable energy projects
should all take center stage. These steps will help to create resistance against outside
economic shocks.

Finally, inclusive decision-making and efficient policy communication should be
fostered in Sri Lanka. Organizing regular community forums, public debates, and
large-scale discussions to directly involve local people in economic reform is one of the
most practical ways of accomplishing this. This strategy ensures that the public accepts

new changes, and also incentivizes group responsibility.
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Useful Links
- Sri Lanka - The World Factbook

- Government of Sri Lanka

- Sri Lanka | Data by the World Bank

- Sri Lanka and the IMF - Partnerships and Projects
- All Sri Lanka News - BBC News

- All Sri Lanka News | Today's Latest Stories | Reuters
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