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ABSTRACT 

In April 2023 BBC announced Sri Lankan Top state leader telling the Military "Do whatever is important to 

reestablish request". The Sri Lankan President Gaotabaya Rajapaksha had escaped the country. Expansion arrived at 

half and most fundamental products including meds ran out of supply Pakistan our neighbor toward the West is on the 

verge holding up a rehash of Sri Lanka. Bangladesh faces a similar epidemic of economic collapse. In all of these 

instances, poor political economy resulted in enormous debts that these nations were unable to service. The gradually 

expanding influences in India were solid. The primary driver of Sri Lankan emergency was credited to what is usually 

referred to in India as 'gift culture'. The High Court of India while observing this culture felt that India might be 'going 

towards monetary calamity'. The Save Bank of India communicated worry on the dubious condition of economies of a 

few Indian states. The Indian State head cautioned the states against 'rewari culture'- a term he instituted to portray 

gifts. This paper investigations the effect of Srilankan financial emergency on Indian Economy. 
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1. INTRODUCTION 

Sri Lanka, which during the 1970s was being hailed as an improvement example of overcoming adversity for a low-

pay country, is currently buried in a monetary and financial catastrophe, its most horrendously terrible yet since 

freedom in 1948. Notwithstanding outstanding interests in foundation projects, and a generally steady development 

rate from 2013 to 2019, the Sri Lankan story was defaced by a progression of unfavorable and bungled financial 

measures that prompted the ongoing implosion. The catastrophe has been made worse by external factors like the 

conflict between Russia and Ukraine and the COVID-19 pandemic. The Sri Lankan crisis has been caused by a 

number of significant economic issues, which this paper examines: the effect of the 2019 tax breaks on the 

homegrown economy; progressive BOP emergencies; a progression of IMF bailouts that turned out badly; the abrupt 

lamentable change to natural cultivating; the destruction of the travel industry area following the 2019 Easter Sunday 

bombings; also, taking off outside obligation. 

Sri Lanka's issues today are a result of blundered government funds and not well planned tax breaks. The nation was 

in a tough situation even before the Coronavirus wave. The unfamiliar trade saves fell 70% to around $2.31 billion 

over the most recent two years. The Ukraine-Russia war has affected the travel industry area. In the interim, expansion 

and raw petroleum cost climb has imprinted the nation's stores. Regardless, the country relies heavily on imports for 

essentials, and their prices have risen to such an extent that few people can afford them. Like, rice is Rs 300/kg, 

petroleum Rs 330/liter, and milk powder is Rs 1,000/kg. 

Expansion has taken off past 17%. Individuals are passing on while hanging tight in lines for fuel, and specialists are 

rejecting school tests in the wake of running out of dollars to import paper and ink. Sri Lanka is going through its most 

exceedingly terrible financial emergency since its Autonomy. 

Furthermore, the waves are currently being felt in India as well. Driven out by appetite and loss of occupations, 

individuals from the island country are looking for shelter in India, which is giving aiding the adjoining country all. 

Exiles from Sri Lanka are streaming in on India's southern shores. The impact of Sri Lanka's financial emergency is 

currently being felt in India as well. Figure out how its financial condition is hitting India as well. 

India has stretched out monetary help as much as $2.4 billion over the most recent three months to Sri Lanka, which 

incorporates a $400 billion RBI money trade, deferral of a $500 million credit and a $1.5-billion credit line for 

bringing in fuel, food and drugs. 

Notwithstanding a Global Financial Asset Bailout, the southern neighbor has looked for credit backing of $2.5 billion 

from China. 

The island has been confronting everyday power cuts and twofold digit expansion, which hit 17.5% in February. The 

Sri Lankan national bank permitted the nearby cash to downgrade by 30% in a month. 

The emergency has been fundamentally brought about by a deficiency of unfamiliar trade holds. They have plunged 

70% in two years to simply $2 billion toward the finish of February, which can scarcely cover two months of imports. 
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In the interim, the nation has unfamiliar obligation commitments of about $7 billion this year. The forex emergency is 

the aftereffect of a few variables. After the suicide bombings on Easter Sunday in 2019, which resulted in the deaths 

of more than 250 people, tourism, which is the third largest source of foreign exchange for the nation, came to a 

virtual halt. Traveler appearances came around as much as 70%. And afterward the pandemic struck, managing a 

serious disaster for the travel industry. Also, settlements from unfamiliar specialists, which is the country's greatest 

wellspring of dollars, drooped 22.7% to $5.5 billion out of 2021. The country's weighty reliance on imports for 

fundamental products like sugar, drugs, fuel, heartbeats and oats deteriorated the emergency. The public authority's 

restriction on compound composts last April as it hoped to turn into the primary country to completely embrace 

natural cultivating blew up. According to a survey, 90% of Sri Lankan farmers cultivate with chemical fertilizers. The 

move prompted an uncommon drop in homegrown food creation, pushing up food costs. The choice was moved back 

following quite a while of mass fights by ranchers yet the harm was finished. Food expansion took off to 25.7% in 

February. Indian exporters are beginning to feel the effects of the crisis. 

2. INDIA POSITION 

On Walk 17, India declared a $1 billion credit line to get food, prescriptions and other fundamental things. In 

February, it had broadened a $500 million credit extension to buy oil based goods. As a matter of fact, a many 

individuals are getting away from their country to enter India unlawfully on the grounds that the public authority has 

reported a public crisis and individuals have assumed control over streets to dissent. The essential ventures from India 

are in the travel industry, producing, land, banking and so forth. A few driving organizations have put and laid out 

their presence in Sri Lanka, similar to Indian Oil, Airtel, Taj Lodgings, Dabur, Ashok Leyland and so on. These 

organizations will confront a misfortune from the adjoining nation briefly. Because the authorities are unable to afford 

to move containers between terminals, thousands of containers that were sent from India to Sri Lanka, including those 

for Sri Lanka's own consumption as well as transshipment cargo, have been lying unaccounted for at the Colombo 

port. This, thus, has prompted some development of freight expected for Sri Lanka at Indian ports. India likewise 

depends impressively on Colombo port for worldwide exchange given it is a transhipment center point. The port 

handles 60% of India's transshipment cargo. India-connected freight, thus, represents 70% of the port's absolute trans-

shipment volume. India has generally been among Sri Lanka's biggest exchange accomplices. Prior to the pandemic, 

India was Sri Lanka's primary tourist destination. More than one-fifth of Sri Lanka's absolute imports come from 

India. India is likewise one of the biggest supporters of Unfamiliar Direct Interest in Sri Lanka. FDI from India added 

up to about $1.7 billion from 2005 to 2019. After China and the UK, India was the greatest wellspring of FDI for Sri 

Lanka in 2019 at $139 million. The fundamental speculations from India are in the space of oil retail, the travel 

industry and inn, producing, land, telecom, banking and monetary administrations. Various driving organizations from 

India have put and laid out their presence in Sri Lanka. These incorporate Indian Oil, Airtel, Taj Lodgings, Dabur, 

Ashok Leyland, Goodbye Interchanges, Asian Paints, SBI and ICICI Bank. In spite of the fact that Sri Lanka holds 

minor significance to India as far as exchange, it is a geopolitically significant nation and India needs to counter the 

developing Chinese effect on its economy. India's annual exports to Sri Lanka totaled $4.8 billion, or 1.3 percent, of 

the country's total exports. Only 0.16 percent of India's imports came from Sri Lanka. Be that as it may, any 

disturbance in Colombo port tasks makes India defenseless against an expansion in expenses and clog issues. Any 

disturbance in Colombo port tasks makes India helpless against inflated expenses and clog issues. In the mean time, 

the work on the parcel center in Kerala has started. It is to India's greatest advantage to assist Sri Lanka with emerging 

from the monetary emergency for the time being. 

While construction of a transshipment hub in Kerala has begun, India would benefit from assisting Sri Lanka in the 

short term in overcoming the economic crisis. 

• Financial aspects over legislative issues. Sri Lanka's extensive tax reductions in 2019 were essential for the 

political decision declarations, with little thought for the enormous financial deficiencies that the country could 

run into. As a matter of fact, the monetary shortages had prompted superfluous strain on the National Bank, 

causing a disintegration of the conversion scale circumstance as well as inflationary inclinations. It crushed the 

homegrown assets that were expected to make a cradle for significant macroeconomic shocks, for example, the 

Coronavirus pandemic and the Ukraine-Russia struggle. 

• Disapproving the (BOP) hole. With the promise of higher profits, consumption-driven emerging economies like 

Sri Lanka have a natural tendency to attract foreign capital. These tendencies increase the preference for imported 

goods and increase disposable incomes. Notwithstanding, when the exchange structure begins highlighting vital 

products the import crate, it is a reasonable sign that the nation is going too far in the red — this has crushed the 

ongoing record balance in Sri Lanka, prompting the BOP emergency. 
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• Utilizing realism with the IMF. IMF bailouts have generally been the most horrible choice for any economy. The 

conditionalities are frequently hard to stay aware of and could adversely affect the homegrown economy. Sri 

Lanka experienced this over the past ten years. In any case, taking into account the speed and seriousness of a 

monetary emergency and the potential consequences is similarly significant. As a result, Sri Lanka's initial 

reluctance to accept an IMF package may have exacerbated the situation and limited its options for averting the 

current crisis. 

• One size doesn't fit all. Late formative strategies in Sri Lanka like the shift to natural cultivating required a more 

aligned approach. The decisions have would in general be nearsighted, and have not just disturbed the country's 

strength in a few rural items like rice and tea, however have additionally had gradually expanding influences on 

other macroeconomic boundaries. The low efficiency and overabundance interest in the farming area had must be 

satisfied with imports of fundamental food things, without even a trace of maintainable FOREX holds. This has 

prompted a large group of interlinked monetary issues going from taking off expansion to cash deterioration. 

• Safeguarding the Most Important Players. The 2019 Easter Sunday bombings that killed right around 250 

individuals had promptly crushed the reliably great execution of Sri Lanka's travel industry area. In any case, the 

Sri Lankan government has not had the option to attempt any coordinated endeavors towards restoring the 

business that has generally contributed significantly to Gross domestic product development and pulled in 

unfamiliar cash into the economy. It will be extremely difficult to revive this industry given the economic crisis, 

the COVID-19 pandemic, and the Ukraine-Russia conflict. 

Try not to get as far as possible. When the composition of Sri Lanka's foreign debt structure started shifting toward 

commercial borrowings in the form of ISBs rather than the concessionary borrowing patterns it had prior to its 

graduation to a middle-income country, Sri Lanka's habitual borrowing from creditor nations and multilateral 

organizations took a precarious turn. The Chinese pressures of "debt-trap diplomacy," which completely engulfed Sri 

Lanka under the guise of the once-glorious BRI, added to this problem. India arose as the top respective loan specialist 

to Sri Lanka in 2022 as the island country bowed out of all financial obligations and defaulted on its $51 billion 

unfamiliar obligation. Bankrupt Sri Lanka has taken a number of measures in the last few months to address the 

unprecedented economic crisis that sparked violent protests and resulted in the ouster of the then-president Gotabaya 

Rajapaksa in July of last year, despite the country's expanding ties with China. Colombo is attempting to get a $2.9 

billion bailout bundle with Worldwide Money related Asset (IMF) for which it requires monetary confirmations from 

its significant loan specialists - China, Japan and India. India plays had a critical impact in helping Sri Lanka over the 

course of the past year to hold over the financial emergency. The island country opted for non-payment keep going 

year and defaulted on its $51 billion unfamiliar credits interestingly since freedom from England in 1948. Let's take a 

closer look at how, despite Sri Lanka's growing ties to China, India has been at the center of helping the country 

through its crisis. 

India’s much-needed leg-up 

India has gone above and beyond to assist Sri Lanka's crumbling economy, which has resulted in a shortage of food, 

fuel, and even medicine in the past year alone. While the Wickremesinghe-drove government has to some degree cut 

down the smash of fuel and cooking gas, the blackouts proceed with a scarcity of imported drugs. In Sri Lanka, 

headline inflation decreased slightly in December 2022, reaching 57.2 percent, down from 61.0 percent in November. 

However, the island country's Shopper Value Expansion rate remains impressively higher than all its South Asian 

friends. 
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In September last year, India's Long-lasting Agent to the Assembled Countries, Ruchira Kamboj, said that New Delhi 

has expanded almost US$4 billion in food and monetary help to Colombo. "In our nearby area, we are proceeding to 

help our old buddy and neighbor Sri Lanka to guarantee food security by giving almost $4 billion in food and 

monetary help during the beyond couple of months," she had said, according to ANI. According to the South China 

Morning Post (SCMP), this included sending $1.5 billion to Colombo for imports and another $3.8 billion for 

currency swaps and credit lines. In the previous months, New Delhi has dispatched a few shipments of basics like fuel, 

food and manures to its neighbor. As per a report by Sri Lankan think tank Verite Exploration, India outperformed 

China to arise as the top respective bank to Colombo in 2022. Out of the $968 million credits taken by Sri Lanka in 

the time of January-April, India dispensed $377 million, trailed by Asian Improvement Bank (ADB) which loaned 

$360 million, Viewpoint revealed. 

China takes a secondary lounge While India became the overwhelming focus, Beijing kept down in stretching out 

some assistance to Sri Lanka in spite of being the island country's biggest reciprocal moneylender. Deccan Herald 

stated that Beijing wants Lanka to pursue an "independent" foreign policy, which entails "breaking off from India, the 

IMF, and the West, and hitching its wagon to China." Beijing made this clear. China has given just $75 million in 

helpful guide to Colombo and is right now holding obligation rebuilding converses with the destitute country. Besides, 

Beijing's advances to the island country have come to concentrate since the monetary emergency in Lanka went to 

political unrest last year. Resistance administrator in Sri Lanka, Shanakiyan Rasamanickam, as of late hit out at China, 

blaming the Asian monster for slowing down his country's IMF bargain and "compelling down" pointless activities by 

"offering incentives" to Sri Lankans.  

"In the event that China is genuinely Sri Lanka's companion, request that the Chinese assistance with the [debt] 

rebuilding and the IMF program," he was cited as saying by The Hindu. Sri Lanka needs China to see it through the 

ongoing emergency. Beijing should play "a significant job" in Colombo's obligation rebuilding process, a new paper 

by Sri Lankan financial experts Umesh Moramudali and Thilina Panduwawala said. Out of the aggregate sum owed 

by Sri Lanka to unfamiliar legislatures, China's portion is 52%, trailed by Japan's at 19.5 percent and India's at 12%. 

 

Sri Lanka owes over $6 billion to China, about 10 per cent of the island nation’s total external debt, as per BBC.  

The leader of the Tamil National Alliance stated, referring to massive infrastructure projects funded by China in 

Hambantota and Colombo, "That is not China being Sri Lanka's friend, that is China being Mahinda Rajapaksa's 

friend." 

It was during Mahinda Rajapaksa's term as president that Sri Lanka's binds with China reinforced, raising worries for 

India. Under Rajapaksas, Beijing put resources into the Hambantota Port, Colombo Port City and other more modest 

foundation projects in Sri Lanka. 

China received a 99-year lease in 2017 for the strategically important southern port of Hambantota, which was opened 

in 2011. In August last year, a Chinese examination transport - Yuan Wang 5 - docked in this port causing caution for 

India. According to a BBC report, New Delhi had previously expressed concerns that the ship would be used to spy on 

its activities. The Negotiator noticed that the colossal measures of advances stretched out by China to Sri Lanka over 

the course of the last years are viewed as one of the variables behind the island country's monetary breakdown, stirring 

up charges of "obligation trap tact". 
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Why India is on right path 

“Since the onset of Sri Lanka’s ongoing crisis, India has acted with alacrity to provide succor to the island nation,” Dr 

Avinandan Choudhury, an associate fellow at New Delhi’s National Maritime Foundation, wrote for The Diplomat in 

November 2022. 

India’s prompt response to help the island nation has been hailed not only by Sri Lanka but also by other countries. 

“India has played a very crucial role, especially at this critical juncture. We have gone through an immense crisis as a 

country, and India has come forward and supported us,” Sajith Premadasa, Sri Lanka’s main opposition leader, 

told BBC. US Agency for International Development (USAID) administrator Samantha Power lauded India for 

leading efforts to assist Sri Lanka while slamming China on the other hand for offering “opaque loan deals at higher 

interest rates than other lenders”. 

Experts suggest that to reduce Lanka’s dependence on China, India should expand bilateral trade with Colombo. 

“As it is only in India’s interest to reduce Sri Lanka’s dependence on China, the former must contribute to closer 

integration of the island nation into the world economy. Here, a good place to start would be through expanding 

bilateral trade between New Delhi and Colombo. The India–Sri Lanka Free Trade Agreement (ISFTA), for one, can 

be utilised to this end,” Akash Chowdhury wrote for Observer Research Foundation in June last year. The Sri Lankan 

crisis has been intensified by the pandemic and the war in Ukraine. However, the government’s attention is 

focussed on its foreign exchange crunch. If the international community does not roll over loans and hike 

assistance, a sovereign default is likely. Sri Lanka’s economy is sliding into chaos, afflicted with multiple crises: a 

steep fall in foreign exchange revenues because of the COVID pandemic, a difficult-to-manage external debt 

servicing burden, a collapse in the volume of foreign exchange reserves and, finally, the ripple effects of the war in 

Ukraine. Between January 2020 and mid March 2022, foreign exchange reserves fell by as much as 70 per cent to 

around $2.4 billion. A collateral trend that compounds the crisis has been a sharp depreciation of the Sri Lankan 

rupee. The Central Bank of Sri Lanka (CBSL) had been avoiding a devaluation by keeping the official exchange rate 

at 200 rupees to the dollar for months, but at the end of the first week of March, it gave in and devalued the currency 

by 15 per cent. Even that level was unsustainable, and the rupee was soon allowed to float, setting off a fall to the 

300 rupees to the dollar mark by end March. Underlying the crisis was a set of accumulated weaknesses that were 

intensified by the pandemic, which adversely affected tourism earnings and revenues from exports. As compared 

with earnings from tourism of $4.4 billion in 2018 and $3.6 billion in 2019, receipts fell to just $682 million in 2020 

and $534 million in 2021, according to figures from the CBSL. Export revenues fell from $11.9 billion in 2019 to 

$10 billion in 2021 and rose to just $12.5 billion in 2021. 

How Does the Crisis in Sri Lanka Impact India? 

As the economic crisis in Sri Lanka deepens, further spilling over into civil unrest and political instability in the island 

nation, we discuss its impact on India – economic, societal as well as geopolitical. India is currently navigating 

uncertain straits in its dealings with Sri Lanka, where the right diplomatic strategy is the key to determining India’s 

geopolitical influence in the region. Mounting economic woes in neighboring Sri Lanka, triggered by a severe 

shortage of foreign currency and the inability to pay for essential imports, including fuel, have deepened the crisis in 

the island nation. From debilitating power cuts lasting up to 13 hours to shortages of food, petroleum products, 

essential goods, and a soaring double-digit inflation rate of 17.5 percent, the situation in Sri Lanka is worrisome, with 

political uncertainty fuelling violence among the masses. India, Sri Lanka’s only immediate neighbor, is treading a 

tightrope as it grapples with the challenges and opportunities that this crisis in Sri Lanka has presented. 

3. CHALLENGES 

Economic challenges 

It must be noted that India relies considerably on the Port of Colombo for global trade given its status as a 

transshipment hub. 60 percent of India’s transshipment cargo is handled by the port. India-linked cargo, in turn, 

accounts for 70 percent of the port’s total transshipment volume. However, at present, thousands of containers sent 

from India to Sri Lanka, including for its own consumption as well as trans-shipment cargo, have been lying uncleared 

at the port as authorities are unable to afford to transfer containers between terminals. This, in turn, has led to some 

build-up of cargo intended for Sri Lanka at Indian ports. Any disruption in operations at the Port of Colombo makes 

India vulnerable to an increase in costs and congestion issues. While the work on building a transshipment hub in 

Kerala has begun, it is in India’s interest to help relieve Sri Lanka of the economic crisis in the short-term 

Additionally, India is also one of the largest contributors to foreign direct investment (FDI) in Sri Lanka. FDI from 

India amounted to about US$1.7 billion from 2005 to 2019. After China and the UK, India was the biggest source of 

FDI for Sri Lanka in 2019 at US$139 million. The main investments from India are in the areas of petroleum retail, 
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tourism and hotel, manufacturing, real estate, telecommunication, banking, and financial services. Any instability in 

Sri Lanka might affect the interests of large Indian companies like Indian Oil, Airtel, Taj Hotels, Dabur, Ashok 

Leyland, Tata Communications, Asian Paints, State Bank of India etc, which have invested in Sri Lanka. 

Humanitarian crisis- With India being the only immediate neighbor of Sri Lanka, the threat of large-scale 

humanitarian crisis could also impacts India. With the shortage of food, medicines, and growing political instability, 

India finds itself placed in a position of immense responsibility to avert the crisis through all possible aid. 

Refugee crisis- Whenever a political or social crisis has occurred in Sri Lanka, India has witnessed a large influx of 

ethnic Tamil community refugees from the Sinhala Land to India through the Palk strait and Gulf of Munnar. 

However, India may find it difficult to handle such an influx and needs a robust policy in place to handle the crisis. 

Opportunities- Amid the sudden halt of tea supply by Sri Lanka to the global tea market, India is keen to plug the 

supply gaps. Sri Lanka, which is world’s largest tea exporter, has been left grappling with a sharp decline in tea 

production amid 12–14-hour daily power cuts. Indian tea exporters find themselves well-positioned to capture markets 

in countries that import orthodox tea. India could strengthen its footprint in Iran and as well as new markets such as 

Turkey, Iraq, the US, China and Canada. The Indian textile industry too is poised to gain amid the crisis as Indian 

apparel exporters are beginning to receive orders from the UK, EU, and even Latin American countries where Indian 

textiles had little or no presence. Before the financial crisis ensued, textiles and garments contributed nearly half of Sri 

Lanka’s exports. However, in the apparel segment too, the production and supply are disrupted due to power cuts.  

Geopolitical experts have also touted that India can make use of this opportunity to balance its diplomatic ties with Sri 

Lanka, which have been distant owing to Sri Lanka’s proximity with China.  However, in recent times, Sri Lanka’s 

policy tilt vis-à-vis India and China, trying balancing both the Asian powers is evident. As the disagreement with 

China intensified on the fertilizer issue, India’s fertilizer delivery to Sri Lanka on the latter’s request  is seen as a 

positive development in the bilateral relations. This has been followed up with India’s four-pronged economic and 

financial assistance approach to Sri Lanka. It includes credit lines for the import of food, fuel, and medicines; currency 

swaps to boost foreign exchanges; modernization; and holistic investments, in the sectors of renewable energy, ports, 

logistics, infrastructure, connectivity, and maritime security. 

4. CONCLUSION 

The warning came as new data from the UN Food and Agriculture Organization (FAO) indicated that the number of 

people affected by hunger globally rose to 828 million in 2021. With the war in Ukraine dragging on, countries 

already under pressure from the knock-off effect of the COVID-19 pandemic, risk seeing the same economic crisis as 

Sri Lanka. 
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