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ABSTRACT

The recent economic crisis in Sri Lanka has had a devastating impact on each economic
sector, and the construction sector is no exception. Hence, the Sri Lankan government
has entered into an agreement with the International Monetary Fund (IMF) to perform
an economic reform programme to uplift the country from its insolvent position.
However, there is a lack of studies on the impact of economic reforms on the construction
industry. Hence, this research aims to identify the impacts of the current economic
reform programme of the Sri Lankan govermment on the construction sector. A
comprehensive literature review was conducted to understand the economic crisis, the
economic reform programme and its impact on Sri Lanka. Further, under the qualitative
research approach, 20 semi-structured interviews were conducted with the experts in
the conmstruction sector selected through purposive sampling. The collected data was
analysed through code-based content analysis using N-Vivo software and manual
content analysis. According to the findings, import restrictions, increased material
prices and fuel shortages were highlighted as the major challenges faced by the industry,
which led to project terminations, staff turnover, increased construction costs, and
bankruptcies. Further, IMF programme objectives such as restoring macro economy,
ensuring debt sustainability, establishing export-driven economy and emphasising anti-
corruption are appreciated by the experts while highlighting the need for more
objectives to be included in future revisions. . Findings of this study can be utilised by
the government to improve its reform programme in_future to safeguard the construction
industry.

Keywords: Construction Industry; Economic Crisis; Economic Reform Programme;
IMF Programme, Sri Lankan Construction Industry.

1. INTRODUCTION

The construction industry is one of the major industries affecting economic growth,
especially in developing countries (Jayamal et al., 2023). Therefore, changes and issues
related to the economy of a country including economic crisis directly affect the
performance of the construction sector and vice versa (Gnanothayan & Kauskale, 2022).
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An economic crisis is a negative situation faced by any nation as a result of a downturn
in their economy due to several factors.

In the year 2022, Sri Lanka recorded the deepest contraction in the economy in history
due to the economic crisis (Central Bank of Sri Lanka, 2023). This has resulted from a
series of events such as the Easter Sunday bomb attacks in 2019, the COVID-19
pandemic, the Russia-Ukraine war, economic mismanagement, high dependence on
foreign debts, reduction in foreign reserves, currency decline and inflation (Pathirana,
2021; George et al., 2022). As with many other industries, the construction sector is
extremely sensitive to economic downturns due to its interdependent relationship with
the economy (Musarat et al., 2021). Therefore, structural reform is essential, which
focuses on long-term development of the country, the construction industry and
especially the economy to address the economic crisis.

Economic reform refers to the changes to the government policies when the current
economic policies are not satisfactory or the alternate policies which provide preferable
productivity to the current productivity of the economy (Khemani, 2017). In the Sri
Lankan context, the country has requested extended funds from the IMF to improve its
economic performance in the year 2022. The IMF has approved a three billion extended
fund facility for 48 months duration to uplift the economy of the country (IMF, 2023).
However, the economy is still unstable, with risky debt management (IMF, 2024a). Due
to the symbiotic relationship between the construction sector and economy, the economic
reform programme will create a significant impact on the construction sector. On the other
hand, there is a lack of investigation into the impact of the Sri Lankan government’s
economic reform programme on the construction sector. Therefore, it is essential to
investigate the impact of the economic reform programme on the construction sector in
order to minimise the further effects and strengthen the industry. Hence, this paper
presents the research findings on the impact of the economic crisis as well as the
economic reform programme on the Sri Lankan construction sector. This paper starts with
an introduction, followed by a literature review. Section 3 outlines the research
methodology, while Section 4 presents the research findings and discussion. Finally, the
paper concludes with a summary of findings and recommendations.

2.  LITERATURE REVIEW

This section reviews the literature on the economic crisis, its impact on the construction
industry in global and Sri Lankan contexts, economic reform programmes, and its impact
on the Sri Lankan and global construction sector.

2.1 EcCONOMIC CRISIS AND ITS IMPACT ON THE CONSTRUCTION SECTOR

An economic crisis is a situation in which a country’s economy is significantly affected
by a financial crisis. Moreover, the Gross Domestic Product (GDP) decline, liquidity dry-
up, and inflation or deflation are some of the main indicators of an economic crisis (India
Today, 2022). After the Great Recession in 2008, the global economy was significantly
affected in 2020 due to the COVID-19 pandemic. According to IMF (2022a), global
economic growth has decelerated to 2.7% in 2023 from 6% in 2021. However, the factors
contributing to the crisis extend beyond COVID-19. China’s economy was affected due
to continuous lockdowns, which consequently affected the global economy due to its
influence on the global supply chain (Saliu & Memaj, 2023). Moreover, the war between
Russia and Ukraine in 2022 has also had a significant impact on the economy worldwide
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in numerous sectors (Saliu & Memaj, 2023). The economic crisis has significantly
affected the construction sector, especially firms with low financial capabilities, including
the additional costs to ensure site hygiene, construction delays, high rates of
unemployment, labour shortages, large projects being halted or terminated, overdue
payments for completed works which affect cashflow, and material shortages (De Silva
et al., 2023).

On 12 April 2022, Sri Lanka announced a pre-emptive sovereign default on all its foreign
debt of about $50 billion. The sovereign default precipitated the worst economic crisis in
the country's post-independence history (Moramudali, 2024). Specific decisions and
policies implemented by the Sri Lankan government in the past and global and local
conditions including the Easter Sunday Bomb attack in April 2019, the COVID 19
pandemic, and the Russia-Ukraine war have significantly contributed to the economic
crisis in Sri Lanka (Pathirana, 2021).

The Sri Lankan economic crisis has directly impacted the performance of the construction
industry, which resulted in 75% of construction projects being halted due to the increased
building material prices and fuel shortage (De Silva et al., 2023). According to Jayamal
et al. (2023), slowdown or complete shutdown in government-funded projects, only
execution of foreign-funded projects, and disruptions to the proper functioning of
construction sites due to health concerns were some of the challenges faced by
contractors. Further, the local investors, clients, and contractors had insufficient financial
reserves to invest or continue their projects and difficulty in obtaining any bank loans
worsened the crisis and affected the payment to the third parties and other stakeholders
including suppliers, labour wages and repayment of loans (Jayamal et al., 2023).
According to Razeek (2022), in 2022, the total overdue payments due to the economic
crisis 1s Rs. 100 million. Moreover, the construction industry is forced to rely on locally
manufactured materials and finished goods due to the import restrictions (Pathirana,
2020). In addition, several difficulties were faced by the industry including material
shortage, construction delays, staff turnover, non-recovery of payments from clients,
disruption in machinery operations due to fuel shortage, high rate of unemployment, high
rate of bankruptcy, and additional cost for idling machines due to fuel shortage (Pathirana,
2021; Jayamal et al., 2023).

2.2 ECONOMIC REFORM PROGRAMME AND ITS IMPACTS ON THE
CONSTRUCTION SECTOR

Economic reform programmes are policies introduced by the government of any nation
which change the way the economy is organised (Khemani, 2017). The Nigerian
government initiated a reform programme in 2023 and was able to reduce the inflation
from 32% to 24% in 2024 with the monetary tightening. The Pakistan government entered
into an agreement with the IMF on 25" September 2024 for a 37-month Extended
Arrangement for 7 billion US dollars (IMF, 2024b). Further, Argentina entered into an
agreement with the IMF in March 2022 for a 30-month Extended Fund Facility (EFF)
amounting to 44 billion USD (IMF, 2022b). According to Hill International (2024), the
Pakistan construction industry is expected to boom in the following years, along with the
vertical developments initiated all over the country.

The Sri Lankan government initiated the preliminary discussion with the IMF within a
week after the announcement of default on foreign debt. The agreements and the timeline
of activities with the IMF are shown in Figure 1.
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Sep 2022 sAgreement with IMF on EFF Programme

Mar 2023 *Approved and provided first tranche of EFF
oFirst review by the IMF
*Approved and provided second tranche of EFF
*Second review by the IMF
*Approved and provided third tranche of EFF

*Third review by the IMF

March 2025 *Approved and provided fourth tranche of EFF

Figure 1: IMF Programme QOutline for Sri Lanka
Adopted from (IMF, 2024f, 2024h; CBSL, 2025; Ada Derana, 2025)

The Sri Lankan government entered into an agreement with IMF for a four-year IMF
Programme with EFF of 2.9 billion USD in March 2023 (Nicholas & Nicholas, 2023).
The main objective of EFF programme for Sri Lanka is to restore macroeconomic
stability, debt sustainability, protect the poor and vulnerable from the impact of economic
crisis, emphasise anti-corruption, governance reforms and ensure financial sector stability
(IMF, 2023a). Moreover, the government has introduced the new Central Bank Act to
replace the previous Monetary Law Act (Nicholas & Nicholas, 2023). The Government
introduced the Economic Transformation Bill, which includes numerous economic

targets to be achieved in the next 15 years (The Parliament Democratic Socialist Republic
of Sri Lanka, 2024).

Further, the government enacted the Public Financial Management Act No. 44 of 2024
by repealing the Fiscal Management Act No.3 of 2003 in August 2024. The act repealed
the Fiscal Management Act due to a breach of the Fiscal Management Act (Finance.lk,
2024). The newly implemented Act includes numerous objectives to ensure transparency
and accountability in public financial management in future. Moreover, Public Debt
Management Act No. 33 of 2024 was also implemented in June 2024 which includes
main objectives, including payment of debts on time and obtaining loans with low risk
(Public Debt Management Act, 2024).

Moreover, the IMF emphasised the need to provide the Central Bank of Sri Lanka (CBSL)
more freedom to make decisions without political influence (IMF, 2024c). Further, in
December 2024, the Sri Lankan government restructured its 12.55 billion USD
international bond debt with new but untested instruments, linked to economic growth
and governance. Moreover, by finalising this bond exchange, Sri Lanka became the fourth
country to conclude its bond this year following Ghana, Ukraine, and Zambia (Ada
Derana, 2024a). Moreover, the Sri Lankan government has announced to uplift the import
restrictions on vehicles for personal use from the 1% of February 2025 (Ada Derana,
2024b). Further, the government has announced a few tax reforms in December 2024 to
be implemented from April 2025 (Taxadvisor.lk, 2024).

The government has implemented a few other policies as well including (Standing
Deposit Facility Rate (SDFR) and Standing Lending Facility Rate (SLFR) being reduced
to 8.5% and 9.5% respectively, the treasury bill limit being increased to Rs. 6,000 billion
from Rs. 5,000 billion, Inland Revenue Act No.04 of 2023 was enacted, VAT for goods
and services supplied and imported goods increased up to 18% from 15%, VAT
exemption for petrol, diesel and LP Gas was removed, and VAT registration threshold
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reduced to 60 million per annum from 80 million per annum (CBSL, 2022, 2024).
Moreover, Nicholas and Nicholas (2023) emphasised that the CBSL has now focused on
the interest rates to control the cash flow in the market. Earlier, the CBSL assumed that
the main duty of the Central Bank is to control the cash flow in the system. However, the
CBSL and IMF have accepted that they should not control the cash flow in the system
directly, instead, they should influence the economy through the interest rates during a
crisis. Since the economic reforms have been implemented since 2022, there has been
limited research on the subject. Furthermore, as the construction industry plays a
significant role in the economy, a comprehensive study is necessary to examine the
impact of the aforementioned economic reform programmes on the sector. Hence, this
study aims to identify the impacts of the current economic reform programme by the Sri
Lankan government on the construction sector.

3.  RESEARCH METHODOLOGY

Three methodological steps were employed under the qualitative research approach to
accomplish the aim of the research. First, a comprehensive literature review was
conducted to explore the economic crisis and economic reform programmes initiated by
Sri Lanka and other countries during their economic downturn, and the effects of those
reforms on the construction sector. The sources used for the literature review were
research papers, journal articles, books, official reports, conference proceedings, and
newspaper articles. Second, a desk study examined the Sri Lankan government’s
economic reform program since 2023 using various sources, including government
documents, reports, newspaper articles, sources from reliable government websites, and
publications. Finally, semi-structured interviews with construction experts were carried
out to identify the effects of those reforms on the construction sector. Respondents were
selected through snowball sampling to ensure diverse and most appropriate responses.
Twenty semi-structured interviews were conducted with both consultants and contractors,
including professionals from various institutions, to assess the impact of the economic
crisis and economic reform programme on the construction industry. The respondent’s
profile is given in Table 1.

Table 1: Profile of the respondents

Code Organisation type Designation Experience
R1 Consultant Organisation  Quantity Surveying Department Head 27
R2 QS Consultancy Firm Director 32
R3 QS Consultancy Firm Director 32
R4 Contractor Organisation =~ Manager Projects Monitoring and 10
Controlling
R5 Contractor Organisation  Chief Executive Officer 20
R6 Consultant Organisation  Chief Executive Officer 20
R7 Consultant Organisation  Director 55
R8 Consultant Organisation  Director 40
R9 Contractor Organisation Deputy General Manager 20
R10  Consultant Organisation  Quantity Surveying Department Head 26
R11  Consultant Organisation  Director 18
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Code Organisation type Designation Experience
R12  Consultant Organisation =~ Managing Director 22
R13  Consultant Organisation  Director 25
R14  Consultant Organisation  Chief Quantity Surveyor 30
R15  Consultant Organisation  Director 35
R16  Contractor Organisation  Chief Engineer 30
R17  Consultant Organisation  Director 23
R18  Consultant Organisation  Chief Executive Officer 18
R19  Contractor Organisation S:trilzlr::el;danager Contracts and 17
R20  Contractor Organisation  Project Manager 18

As shown in the table, semi-structured interviews were conducted with 20 experts
currently practising in the construction industry, covering Directors, CEOs, Quantity
Surveyors, Engineers, and Project Managers. Interviewees were selected based on their
expertise, experience and sound knowledge of the construction industry and the IMF
reform programme and its impact on the industry. Their experience ranged from 10 to 50
years, both in Sri Lanka and abroad. The collected data was analysed using manual
content analysis and NVivo software was used to analyse the data using code-based
content analysis.

4. RESEARCH FINDINGS AND DISCUSSION

The key research findings obtained through expert interviews are presented in this
section. The impact of the economic crisis and the economic reform programme on the
construction sector is analysed in this section.

4.1 CHALLENGES FACED BY THE CONSTRUCTION INDUSTRY DURING THE
EcoNOMIC CRISIS

During the interviews, the experts were requested to explain the challenges they had faced
during the economic crisis. Further, the respondents were requested to identify the

® Name ~c> Files References
= Challenges Faced by the Construction Indust 20 281
g Y
QO A sudden increase in building material prices 20 20
O Construction projects were halted or terminated by the Employer 19 19
COVID-19 affected infrastructure projects 16 16
proj
O Difficult to continue the works due to regular power cuts 19 19
Fuel shortage to continue the projects 20 20
g j
O High rate of bankruptcy 14 14
Import restrictions on construction materials and forced to rely on local materials 19 19
P Iy
Inability of contractors and clients to obtain loans to finance the projects 19 19
¥ proj
QO Insufficient financial reserves to invest or continue the projects 20 20
O Labour wages and staff salaries have increased beyond the normal level 9 9
) Less projects and demand to the contractors due to decline in other sectors 20 20
O Nonrecovery of payments from clients 19 19
= O Other 7 11
O Decreased Consumer Confidence 1 1
Delay in Regulatory Approvals and Permits 2 2
Y g e
QO Difficult to continue the business 1 1
O Exchange rate volatality 1 1
Expensive software licenses due to increased exchange rate 1 1
O Exp g
QO Increased Insurance Costs 1 1
O Increased Legal Disputes and Contractual Issues 1 1
O Lack of innovation and performance 1 1
O JoverniT support espcially subsidies 1 1
S tition due to lower margin bid pricing 1 1
(O Shortage of cash flow affected the payments to other stakeholders 17 17
O staft tunover due to skilled labourers' migration and brain drain 20 20
O The additional cost incurred due to machines and equipment idling 19 19

Figure 2: Challenges faced by Sri Lankan construction industry during the economic crisis
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challenges which have not been listed in the interview guideline. Figure 2 summarises
the challenges faced by the stakeholders.

All the respondents agreed that there is a severe increase in material prices. R1 said, “cost
of imported construction materials such as steel, cement, and MEP components increased
drastically”. R4 added to that, stating “the employers could not afford the escalation
because it was two times the initial cost. Therefore, mainly the locally funded projects,
terminated or suspended”. According to R1, the fuel crisis mainly impacted rural area
projects, especially road projects. “In building projects, a few types of machinery
employed, and we needed the fuel to run the generators, which is more manageable”,
according to RS.

Further, R1, R4, RS, and R8 mentioned that they had several disputes stemming from
insufficient financial arrangements, due to unexpected increases in costs. Further, R8
highlighted that the cost has increased by another 60% due to inflation. Moreover, R4
highlighted that “financial reserves were not enough for the locally funded projects,
whereas the foreign-funded projects continued, due to currency depreciation and the fund
was in foreign currency”’. Moreover, R20 emphasised that “financial institutions were
reluctant to provide loans as Central Bank is not encouraging to provide the loan as the
banking system may get collapsed”, which is the main reason for insufficient financial
reserves. Strengthening this statement, RS said, “construction industry was identified as
a high-risk industry to provide loans during the crisis by the financial institutions”. While
highlighting the payments to other stakeholders, except R2, R9 and R19, all the
respondents mentioned that they have experienced a severe issue paying their suppliers
and labourers. Further, R8 mentioned that “due to the crisis, not a single supplier gave
credit basis material to contractors”. R2, R9, and R19 mentioned that they were able to
manage the payments to some extent due to the mix of projects they had, where they
received the payments for foreign funded projects on time.

R16 highlighted that “there is a 60% reduction in projects due to regular power cuts”
whereas, R20 mentioned that “processes were halted or slowed down because night shift
was not a practical solution due to increased labour charges for overtime”. On the
contrary, R2 mentioned that “we obtained fuel from the government on quota basis.
However, our regular works were disrupted. But we managed based on power cut
schedule and increased the working hours and did night shifts”. Further, respondents
highlighted that the project progress was affected dramatically due to import restrictions
especially elevators according to R8 and R20. Moreover, respondents R2, R5, R7, R12,
R14, and R17 highlighted that most of the SMEs were not bankrupted due to economic
crisis, but they have diversified into other businesses.

Apart from the challenges identified through the literature review, the respondents have
identified a few other challenges. R1 added “delay in regulatory approvals and permits,
decreased foreign investment in construction projects, increased legal disputes and
contractual issues, increased insurance costs, and decreased consumer confidence” to
the list. Further, RS highlighted “companies are tendering at very low margins which will
be an unsustainable level of competitiveness”, R6 mentioned that “the cost of software
licenses was very high due to the increase in exchange rates”, R10 discussed the low
performance and low productivity, R12 mentioned that “difficulty in continuing the
business in the existing level and forced to shrink the business”, R16 stated that “no
government support received and lack of motivation”, R19 included “exchange rate
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volatility and delay in procurement and payment procedures” and R20 discussed the
challenges in restarting the projects after a halt.

4.2 IMPACT OF ECONOMIC REFORM PROGRAMME PROPOSED BY THE SRI
LANKAN GOVERNMENT ON THE CONSTRUCTION INDUSTRY

The objectives of the IMF programme, Public Financial Management Act and Public
Debt Management Act were listed in the interview questionnaire to identify the impact
of each objective on the construction sector. Table 2 summarises the key findings.

Table 2: Impact of objectives of IMF programme on the construction industry

o Impact No
Objectives — -

Positive Negative Both Impact
Restore macroeconomic stability 18 1 1 0
Ensure debt sustainability 18 0 2 0
Protect the poor and vulnerable community from

. S 3 0 2 15
the impact of economic crisis
Emphasize on anti-corruption 19 0 1 0
Governance reforms and ensure financial sector
o 18 0 1 1

stability
Increase real GDP growth rate at 5% until 2027 and 19 0 1 0
8% for the next 15 years
Unemployment is aimed to be reduced to 5% in

9 0 6 5
2025
Establish an export-driven economy in 2040 19 0 1 0
Reduce the government annual financing needs to 1 16 3 0
GDP ratio below 13% in 2032
Reduce the government annual debt service in ) 12 6 0
foreign currency to GDP ratio below 4.5%
Reduce the public debt to GDP ratio below 95% in

0 13 6 1
2032
The current account deficit should not exceed 1% ] s 7 0
of GDP annually
Objectives of Public Financial Management Act 19 0 1 0
Objectives of Public Debt Management Act 18 0 2 0

According to the majority of the respondents, restoring the macro economy will benefit
the construction sector directly, and R1 mentioned that “macro-economic stability tends
to restore investor confidence, which is critical for the construction industry”. However,
R3 argued that “the government never looked at the SME sector. 97.4% is SMEs in Sri
Lanka. Therefore, monopolies survived, oligopoly survived, not the SMEs”. Except for
R1, R3 and RS, all the respondents believed that debt sustainability would boost the
construction sector by attracting foreign investors, whereas R5 argued that “debt
sustainability leads to reduced Capex spending, which has a direct negative impact on
the construction sector”. Except for R1, R7, R16, R18, and R19, the other respondents
mentioned that the protection of poor people will not create any impact on the
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construction sector, whereas R1 argues that “protection of poor people could lead to
funding for low-cost housing projects, providing opportunities for construction firms”.

Moreover, the majority of the respondents highlighted that objectives including
establishing export-driven economy, increasing real GDP growth to 8%, anti-corruption,
and objectives of Financial Management Act will impact positively the construction
sector. Further, R1 and R20 stated that “To meet debt obligations, the government may
cut funding for public sector projects, limiting opportunities for construction companies”.
Moreover, when considering the objective of maintaining the current account deficit
below 1%, R1 stated that “efforts to reduce the deficit may lead to import restrictions”,
whereas R4 agreed with the statement by mentioning “there might be import restrictions,
but yet again in the long run, it will be positive”. Moreover, R1 highlighted that the
reduction in annual debt servicing in foreign currency to GDP ratio will negatively impact
the industry by stating that “fo achieve this target, the government may cut back on
infrastructure spending” and R2 agreed with the statement by stating “leads to a
reduction in construction project investment as construction projects are mostly funded
through debts”. Further, when reducing unemployment, depends on the initiatives taken,
the impacts will differ. If those merely create job opportunities to reduce unemployment,
it may lead to negative impacts as well. However, if unemployment is reduced, according
to R18, “if one is employed, then they have more disposable income, and that will lead to
more construction projects”’. However, the majority of the respondents believed that these
objectives did not directly address the issues in the construction industry.

Further, Table 3 summarises the key findings regarding implemented policies.

Table 3: Impact of the policies implemented on the construction industry

Impact No
Positive Negative Both Impact

Policy Measures

SDFR and SLFR is reduced to 8.5% and 9.5% in

March 2024 19 0 ! 0
STaRR project credit scheme loan limit is increased 0 0 1 19
up to Rs. 400,000
The Saubhagya loan scheme and Domestic
Agriculture Development loan scheme were 0 1 1 18
concluded in 2023
Introduced the Manusavi loan scheme for Sri Lankan ) 7 ) 10
migrant workers
Decided not to introduce new loan schemes 0 9 1 10
Direct issuance of SLDB was suspended 0 6 1 13
The treasury bill limit is increased to Rs. 6,000
e 1 2 4 13
billion
Allowed the importation of a list of goods which
. 19 0 1 0
were temporarily suspended
All individuals above 18 years should register to the
1 6 1 12
IRD
VAT increased upto 18% from 15% 0 19 1 0
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Impact No
Positive Negative Both Impact

Policy Measures

VAT exemption for petrol, diesel, and LP Gas was

removed from January 2024 0 19 ! 0
The VAT registration threshold was reduced to 60 0 17 5 1
Mn from 80 Mn per annum
Restructured 12.55 billion USD international bond

17 0 3 0
debt
Uplift the import restrictions on vehicles 1 2 2 15
Revised the personal income tax 11 1 1
Withholding tax is increased from 5% to 10% 0 15 3
18% VAT is applicable for digital services 0 7 1 12
Taxes on betting, gaming, tobacco and liquor 1 1 1 17
industries will increase from 40% to 45%
VAT exemption for domestic dairy products 0 0 1 19
Stamp duty on leases will increase from 1% to 2% 0 18 1 1

Among the policies implemented, most of the respondents stated that policies included
increasing the loan limit for the STaRR project, VAT exemption for domestic dairy
products, taxes on betting, gaming, and tobacco industries, uplifting the import
restrictions of personal vehicles and conclusion of Saubhagya loan scheme and
Agricultural loan scheme will not create any major impacts on the construction sector.
However, the VAT increase from 15% to 18%, removal of VAT exemption for petrol,
diesel and LP Gas and decrease in VAT registration threshold will directly negatively
impact the construction sector. R2 highlighted that by mentioning, “if somebody is
building a factory or any building, the cost has increased by 3%”. Further, R15 explained
this impact mentioning “if a company is VAT registered those companies will not have
an impact as they collect the VAT component and pay whereas, if the company is not
registered, it is a disadvantage for them. And when it comes to the client's point of view,
they have to pay more money for a project”. In addition, R4 highlighted that “the VAT for
condominium was zero, and when it is increased up to 18% at once, the condominium
projects were totally dropped”.

Moreover, when analysing the impact of a debt restructuring of 12 billion USD, the
majority of the respondents accepted it as a favourable step toward the construction
sector. R10 stated “confusion of insolvency can be, taken out, so that may, encourage the
investments”, whereas R6 argued that “despite the attraction of investors, we have to
continue paying these debts for so many years in the future. That means there is less, to
invest in the country”. The importation of materials that were restricted during the
economic crisis 1s considered a favourable step by the majority of the respondents,
whereas R1 argued that “Increased imports could lead to foreign currency outflows,
reducing the dollar reserves”. Moreover, the increase in stamp duty is also highly
criticised by the respondents, stating that “it increased operational costs, reduced
profitability, especially for smaller contractors” according to R1. Moreover, regarding
the revision of personal income tax, some respondents believed that it would not create
any major impact on the construction sector, whereas others argued that it would
positively impact the industry. R1 stated that it “provides more disposable income for the
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public, potentially improving spending on construction-related goods and services”.
Further, R6 highlighted that “higher disposable income will reduce the pressure on
companies having to increase salaries”. However, R3 argued that “still the tax
percentages are very high. Therefore, the disposable income is very low, which will
decrease the investment in the construction sector. Still, nonpayers are not identified, and
taxes are not collected”.

Therefore, all the experts highlighted that the implemented policies are not sufficient to
address the issues in the construction sector and close attention is required towards the
construction sector.

5.  CONCLUSIONS AND RECOMMENDATIONS

The economic crisis is a significant condition which dramatically affects the major sectors
of a national economy including the construction sector due to their interdependency. The
Sri Lankan economic crisis and declaration of insolvency have created a large impact on
the construction sector. To recover from the economic crisis, a proper economic reform
programme should be implemented. However, as a major contributing industry, the issues
in the construction sector should be addressed, and policy measures should be taken to
improve the industry. Hence, to analyse the impact of the economic crisis on the
construction sector and the impacts of the economic reform programme on the
construction sector, 20 semi-structured interviews were conducted under the qualitative
approach. Since the research is focused on the impact of the economic reforms on
construction sector, the sample included only the experts from construction sector who
has vast knowledge regarding IMF reform programme. Further, the study was limited to
the economic crisis since 2020, IMF reforms in 2022 and their impact on construction
industry. The majority of the respondents highlighted import restrictions, power cuts,
insufficient financial reserves, increased material prices and construction costs, fuel
shortages and staff turnover as the main challenges faced by the industry during the
economic crisis. The respondents emphasised that some of the challenges are still faced
by the industry even after three years. Further, the findings revealed that, some objectives
of the IMF programme including restoring macro-economic stability, ensuring debt
sustainability, establishing export driven economy, and ensuring anti-corruption are
considered preferrable objectives of the IMF programme. However, a few other
objectives including reduction in current account deficit, reduction in annual financing
needs and annual debts to GDP ratio are considered positive objectives from the country’s
economic perspective although those are negative on the construction sector investments.
While analysing the policies implemented, VAT increase is highly criticised by the
respondents and considered as the money collection process to pay the debts rather than
investing in public projects. Therefore, other than the expected positive impacts received
from the objectives of the IMF reform programme, the implemented policies have not
created an evident impact on the construction sector. The majority of the policies have
neither created any impact nor negative impacts whereas very few created positive
impacts. Therefore, the industry expects and requires more policies to be implemented in
the future. Hence, it is recommended the government authorities and the industry experts
to revisit the IMF reforms and customise the policies to address the ongoing issues of
construction industry due to economic crisis. This research findings will be beneficial for
the government to improve the policies in future to encourage the construction industry
to grow which will directly improve the national economy through GDP contribution. As
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the next step, this research will investigate the policies to be implemented in future to
enhance the construction sector.
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