SRI LANKA’S ECONOMIC CRISIS:
FROM ECONOMIC COLLAPSE
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INTRODUCTION

Sri Lanka’s economic collapse in 2022, which began in 2019,
marked the most severe breakdown of state capacity and political
legitimacy since its independence in 1948.! The crisis was triggered
by a severe shortage of essential goods, sovereign debt default, and
hyperinflationary pressures. It spiralled into a profound political
mayhem culminating in the resignation of President Gotabaya
Rajapaksa and the collapse of the ruling administration.” The crisis
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generated mass protests across the country, and significantly altered
Sri Lanka’s political landscape.

In April 2022, Sri Lanka unilaterally suspended payments on
its external debt for the first time in its history, effectively declaring
a sovereign default. The exhaustion of foreign exchange reserves,
default on external debt, public funding of loss-making State-Owned
Enterprises (SoEs), acute shortages of fuel, food, and medicine, and
a dramatic contraction of living standards culminated not merely in
macroeconomic dislocation but also in an unprecedented rupture
of political legitimacy.® All this led to mass protests, popularly
termed the Aragalaya in June 2022, which ultimately forced President
Gotabaya Rajapaksa to resign. It marked a rare instance in South Asia
where sustained popular mobilisation directly precipitated regime
change outside an electoral cycle.*

The Sri Lankan crisis has mostly been explained through
material variables such as unsustainable debt accumulation,
fiscal mismanagement, and exogenous shocks like the COVID-19
pandemic, but they fall short when explaining both the timing
and the political consequences of the collapse.® The crisis and its
aftermath, thus, present a crucial case study in how economic distress
intersects with political legitimacy, institutional fragility, and
national identity—dimensions which are central to a constructivist
theoretical interpretation.

From a constructivist perspective in international political
economy, the crisis cannot be understood merely as the outcome of
quantitative indicators such as debt-to-GDP (Gross Domestic Product)
ratios or reserve levels; it must also be analysed in terms of shared
ideas, evolving political narratives, and collective expectations about
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the role of the state and the economy.® Constructivism holds that
policymaking and public legitimacy are socially mediated: economic
agents respond to prices and policy signals but also to norms, stories,
and political identities.” In Sri Lanka, popular narratives about
corruption, elite entitlement, and nationalist economic autonomy
significantly shaped responses to both the crisis and the policy choices
that followed.? This article, through a constructivist political economy
interpretation, argues that Sri Lanka’s crisis must be understood
as a breakdown in shared ideas about economic governance, state
responsibility, and political authority.

ORIGINS OF THE 2022 ECONOMIC CRISIS

The origins of Sri Lanka’s crisis can be traced to a conversion of
structural weaknesses and policy missteps. Existing analysis shows
that Sri Lanka’s long standing and sizeable fiscal deficits, borne of
recurrent expenditure and inadequate revenue generation, ended
up creating a vulnerability that later on worsened due to global
shocks.” Elevated external debt levels and the depletion of foreign
exchange reserves left the country increasingly unable to service its
obligations to external creditors.'” By 2022, foreign reserves had fallen
to insufficient levels, incapable of even financing essential imports,
such as fuel, food, and medicine.' These structural weaknesses were
compounded by specific policy decisions during the late 2010s and
early 2020s. For instance, steep tax cuts introduced in 2019 diminished
government revenue at a time when borrowing costs were rising,
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thereby exacerbating fiscal imbalance.'? The decision to reduce taxes
steeply or eliminate certain taxes simultaneously shrank the tax base
and elevated reliance on debt financing.

Furthermore, macroeconomic mismanagement was not solely a
function of domestic policy choices; the COVID-19 pandemic played
a significant role in precipitating crisis conditions. It delivered a
severe blow to Sri Lanka’s tourism sector, which had historically
been a major source of foreign exchange, while global commodity
price volatility, especially in the fuel and fertiliser markets, strained
the already fragile reserve buffers.® In the absence of adequate
foreign exchange, Sri Lanka’s Central Bank abandoned efforts to
support the Sri Lankan rupee, leading to sharp depreciation and
inflationary pressures.”* Rising inflation, which at times reached
levels of hyperinflation, significantly eroded the purchasing power of
ordinary citizens in the country, which only further deepened public
discontent and undermined living standards.

The economic dislocation quickly evolved into a political crisis.
By mid-2022, mass protests erupted across the island, fuelled not
only by the dearth of essentials but also by a growing perception
of elite culpability. Public anger consolidated around narratives
of nepotism, crony capitalism, and misgovernance, particularly
targeted at President Rajapaksa’s administration, whose government
had overseen much of the contested economic policy in the
preceding years."” These protests were notable not merely for their
scale but for what they demanded: citizens voiced a unanimous
demand for accountability and a reconstitution of political authority.
Constructivist scholarship highlights that such discursive shifts, such
as the reframing of political legitimacy, are critical in understanding
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why and how the established regime lost its authority. For many
observers, the crisis was not a natural disaster but a socially
interpreted failure of state responsibility, which eroded the normative
foundations of governance.

The political fallout was swift. As shortages intensified and
inflation surged, the Rajapaksa government’s credibility plummeted.
It attempted a series of Cabinet reshuffles and interim measures,
none of which arrested the deepening crisis. By July 2022, the
protesters had stormed key government institutions, and President
Rajapaksa fled the country. He was succeeded by then-Prime
Minister Ranil Wickremesinghe, who assumed the presidency amidst
a dire legitimacy deficit.' The political instability demonstrated how
economic distress could rapidly translate into a crisis of governance
and public trust, reinforcing the constructivist claim that economic
policy is inseparable from political legitimacy and public narratives
about justice and competence.

A CONSTRUCTIVIST APPROACH TO THE ECONOMIC CRISIS
AND POLITICAL LEGITIMACY
Constructivism in the international political economy emphasises the
importance of ideas, norms, and social identities in shaping political
and economic outcomes. Unlike purely materialist approaches that
focus on economicindicators orinstitutional constraints, constructivist
perspectives argue that political actors interpret economic conditions
through socially constructed narratives and shared understandings.”
Scholars such as Alexander Wendt argue that political realities
are not solely determined by material capabilities, and, are, instead,
also shaped by collective beliefs and identities.”® In the context of
economic crises, this perspective highlights the importance of public
narratives surrounding governance, responsibility, and legitimacy.
Economic crises often generate competing interpretations regarding
their causes and potential solutions, which, in turn, shape political
mobilisation and policy responses.
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Within domestic politics, constructivist scholars argue that
legitimacy holds a central role in sustaining political authority.
Governments maintain power not only through institutional
mechanisms but also by way of acceptance of their authority by
society.” When public perceptions shift, and political authority
is no longer viewed as legitimate, crises can trigger rapid political
transformation. Economic crises frequently create such moments of
legitimacy breakdown. Mark Blyth argues that economic instability
often produces “ideational contests” in which competing political
narratives attempt to define the causes of the crisis and appropriate
solutions.” These narratives influence public opinion and shape the
political viability of different policy responses.

In Sri Lanka’s case, the 2022 crisis represented not only a fiscal
collapse but also a profound challenge to the legitimacy of the
country’s political elite. The protest movement that emerged during
the crisis framed economic hardship as the product of corruption,
mismanagement, and elite capture of the state.”’ This narrative
reshaped political discourse and played a central role in mobilising
mass protests. A constructivist perspective, hence, provides a crucial
analytical framework to understand how economic collapse translated
into political transformation. Even though structural economic
vulnerabilities created the conditions for crisis, it was the evolving
social narrative and collective expectations concerning governance
and accountability that mediated the political consequences.

STRUCTURAL AND POLICY ORIGINS OF THE 2022

ECONOMIC CRISIS

Sri Lanka’s economic collapse in 2022 was the culmination of long-
standing structural weaknesses in the country’s political economy.
Persistent fiscal deficits, rising external debt, and declining foreign
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exchange reserves created a fragile macroeconomic environment
long before the crisis erupted.?

One of the most significant structural problems was the country’s
reliance on external borrowing to finance economic development.
Over several decades, Sri Lanka increasingly relied on international
sovereign bonds and other forms of external financing to fund
infrastructure projects and government expenditure.”® While this
borrowing facilitated short-term growth, it also created a large
external debt burden that became increasingly difficult to service. By
2021, Sri Lanka’s total external debt had reached approximately US$
51 billion, while foreign exchange reserves had fallen to critically
low levels.* The country’s debt-servicing obligations far exceeded its
capacity to generate foreign currency through exports and tourism.
This imbalance created a severe balance-of-payments vulnerability.

Fiscal policy decisions in the late 2010s further exacerbated these
structural weaknesses. In 2019, the government implemented major
tax reductions aimed at stimulating economic growth. These tax
cuts significantly reduced government revenue and widened the
fiscal deficit at a time when the country was already experiencing
rising debt obligations. Credit rating agencies subsequently
downgraded Sri Lanka’s sovereign credit rating, effectively cutting
off access to international capital markets.” External shocks such
as the COVID-19 pandemic severely disrupted Sri Lanka’s tourism
sector, which had been one of the country’s largest sources of
foreign exchange. Remittances from Sri Lankan workers abroad also
declined significantly during the pandemic, further reducing foreign
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currency inflows.*® As foreign exchange reserves continued to
decline, the government struggled to finance essential imports such
as fuel, food, and medicine. Inflation rose rapidly, and the Sri Lankan
rupee depreciated sharply against major currencies.”’ Also, major
policy responses during this period further undermined confidence.
The abrupt ban on chemical fertilisers in 2021, implemented
without adequate consultation or transition planning, reduced
agricultural output and increased food insecurity. Although framed
as an environmentally progressive and sovereignty-enhancing
measure, the policy’s failure exposed the risks of ideologically rigid
governance.®® From a constructivist perspective, the fertiliser ban
illustrates how moral certainty and nationalist framing foreclosed
adaptive correction, transforming policy error into systemic
vulnerability.

With the scarcity of fuel, electricity, food, and medicine, the
legitimacy of the Rajapaksa administration eroded rapidly. Long
queues, power cuts, and inflation became the norm and turned
abstract fiscal problems into everyday hardship. Protesters
reframed economic suffering as evidence of elite betrayal, collapsing
distinctions between technical mismanagement and moral failure.”
The protest movement that emerged in early 2022 was unprecedented
in its breadth and intensity. Demonstrations cut across class, ethnic,
and regional lines, mobilising citizens who had previously remained
politically disengaged. Notably, the movement rejected party
symbols and formal leadership, framing the crisis as systemic rather
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than partisan. Constructivist theory helps explain this dynamic: once
dominant narratives of leadership competence collapse, existing
categories of political representation lose authority.*

International reactions amplified domestic pressures. Credit
rating downgrades, suspension of external financing, and mounting
multilateral concern reinforced perceptions of state failure. These
external signals reshaped domestic understandings of sovereignty,
forcing a reluctant acknowledgement of interdependence. In April
2022, the government announced that it would suspend repayments
on its external debt, marking the first sovereign default in Sri
Lanka’s history.* The default triggered a broader economic collapse
characterised by currency depreciation, soaring inflation, and
widespread shortages of essential goods. Economic output contracted
sharply during the crisis. Sri Lanka’s economy experienced one of
the most severe contractions in its history, with businesses closing,
unemployment rising, and poverty increasing significantly across the
population.*

The crisis, therefore, reflected the interaction of multiple
structural factors, including unsustainable borrowing patterns,
fiscal mismanagement, and external shocks. However, the severity
of the crisis also revealed deeper institutional weaknesses within Sri
Lanka’s governance system, particularly in relation to transparency,
fiscal discipline, and economic policymaking.

THE COLLAPSE OF THE RAJAPAKSA GOVERNMENT

As economic conditions deteriorated in early 2022, public
dissatisfaction with the government intensified rapidly. The crisis
triggered an unprecedented wave of public protests that became
known as the Aragalaya movement. Demonstrations emerged across
Sri Lanka, particularly in the capital Colombo, where protesters
established large encampments outside government buildings.*
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Unlike previous political protests in Sri Lanka, the Aragalaya
movement brought together a diverse coalition of participants,
including students, professionals, labour unions, and members of
the middle class. Protesters demanded not only economic relief but
also fundamental political reform. Their central demand was the
resignation of President Gotabaya Rajapaksa and the dismantling
of entrenched political patronage networks. The movement was
characterised by decentralised organisation and strong mobilisation
through social media platforms.** Protesters framed the crisis as the
result of corruption, nepotism, and political mismanagement by the
ruling elite. By mid-2022, the protests had escalated dramatically.
Demonstrators stormed the presidential residence and other
government buildings in July 2022, symbolising the collapse of
the government’s authority. Facing mounting pressure, President
Rajapaksa fled the country and subsequently resigned from office.
The resignation of the president marked the end of the Rajapaksa
family’s dominance in Sri Lankan politics, which had lasted for
nearly two decades.® This political upheaval represented one of
the most dramatic leadership changes in the country’s modern
history.

Following Rajapaksa’s resignation, the Sri Lankan Parliament
elected Ranil Wickremesinghe as president to complete the remainder
of the presidential term.* Wickremesinghe’s administration inherited
an economy in deep crisis and faced the immediate challenge of
restoring macroeconomic stability. However, the new administration
faced significant legitimacy challenges. Many citizens viewed
Wickremesinghe as representing the political establishment that had
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presided over the crisis. As a result, political dissatisfaction remained
high even after the change in leadership.

From a constructivist perspective, the Aragalaya movement
reshaped SriLanka’s political discourse by introducing new narratives
centred on accountability, transparency, and democratic reform.
These narratives influenced subsequent political developments and
redefined public expectations of governance.

ECONOMIC STABILISATION AND RECOVERY SINCE

THE CRISIS

Following the political transition in 2022, Sri Lanka embarked
on a programme of economic stabilisation aimed at restoring
macroeconomic stability and rebuilding international confidence.

A key component of this process was the negotiation of a bailout
programme with the International Monetary Fund (IMF). In 2023,
Sri Lanka managed to secure a US$ 2.9 billion Extended Fund
Facility (EFF) agreement designed to support economic recovery
and restore fiscal sustainability.”” The IMF programme required a
comprehensive package of economic reforms. One central element
involved increasing government revenue through tax reforms. Sri
Lanka’s tax-to-GDP ratio had declined significantly in the years
preceding the crisis, undermining fiscal sustainability.* The reform
programme introduced higher income taxes, expanded value-added
tax coverage, and strengthened tax administration. These measures
were intended to restore fiscal discipline and reduce budget deficits.
Debt restructuring was another critical component of the recovery
programme. Sri Lanka engaged in complex negotiations with bilateral
creditors and private bondholders to restructure its external debt
obligations. Successful restructuring agreements were essential for
restoring debt sustainability and unlocking additional international
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financial assistance. The government also initiated reforms targeting
state-owned enterprises, many of which had generated substantial
financial losses. These reforms included adjustments to energy
pricing, governance reforms within public utilities, and efforts to
improve financial management.®

In the 2024 elections, the National People’s Power (NPP) under
the leadership of President Anura Kumara Dissanayake won the
people’s mandate on the promise of a clean government and social
justice, with a two-third majority. They pledged many democratic
reforms, such as drafting a new Constitution, combating corruption,
promoting a clean government and also bolstering accountability,
transparency, and productivity.* Despite the social costs associated
with these reforms, the stabilisation programme gradually
produced positive economic outcomes. Inflation declined from the
extremely high levels recorded during the crisis, and shortages of
essential goods were largely alleviated.* In December 2024, Sri
Lanka completed its bilateral debt restructuring and postponed
repayment to 2028. However, most of Sri Lanka’s external debt is
in the form of international sovereign bonds at US$ 12.5 billion.** By
2025, Sri Lanka’s economy had returned to moderate growth, with
improvements in the industrial, agricultural, and service sectors.*
Tourism revenues and export earnings also began to recover as
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global economic conditions improved. These developments suggest
that Sri Lanka has made significant progress in stabilising its
economy following the crisis. However, recovery remains fragile
and heavily dependent on continued fiscal discipline and successful
debt restructuring. Moreover, the NPP government has largely
maintained the previous administration’s macroeconomic policies
and the IMF-supported stabilisation programmes. Its current
economic agenda reflects a statist narrative focussed on export-led
industrialisation and manufacturing.*

CONTINUING CHALLENGES AND THE LIMITS OF RECOVERY
Despite the progress achieved since 2022, Sri Lanka continues to face
significant structural challenges that could affect the sustainability
of its recovery. One such pressing challenge is the persistence of
high levels of poverty and inequality. The economic contraction
experienced during the crisis pushed large numbers of households
into poverty, and many families continue to struggle with the high
cost of living.* Debt sustainability also remains a critical concern.
Even after restructuring agreements, Sri Lanka continues to carry a
substantial external debt burden that constrains government spending
and limits policy flexibility.* The country also remains vulnerable to
external shocks, including fluctuations in global commodity prices
and environmental disasters. For example, recent climate-related
disasters have demonstrated the potential for environmental shocks to
disrupt economic recovery and increase fiscal pressures.” Institutional
weaknesses in governance remain another major challenge. The
crisis exposed significant deficiencies in economic policymaking,
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fiscal oversight, and public sector accountability. Addressing these
weaknesses will be essential for preventing future crises.

From a constructivist perspective, the sustainability of Sri
Lanka’s recovery will depend not only on economic reforms but also
on the continued evolution of political norms and expectations. The
narratives that emerged during the Aragalaya protests emphasised
accountability, transparency, and democratic governance. Whether
these norms will become institutionalised within Sri Lanka’s political
system will play a critical role in shaping the country’s long-term
political and economic trajectory.

CONCLUSION

The collapse of the economy in 2022 triggered widespread social
unrest and led to the downfall of the Rajapaksa government,
fundamentally reshaping the country’s political landscape. Even
as structural economic vulnerabilities and policy mismanagement
were central to the crisis, the political consequences were defined
by the evolving public narratives surrounding governance and
legitimacy. The protest movement that emerged during the crisis
reframed economic hardship as the product of systemic corruption
and political failure, giving Sri Lanka the current administration,
which has reiterated its governance agenda around anti-corruption,
institutional accountability, and economic restructuring, and
positioned itself as a reformist alternative to the political order that
preceded the crisis.

Nevertheless, governing remains complex. Despite its trans-
formative political narrative, the NPP administration has inherited
a fragile post-default economy and, therefore, operates within
significant macroeconomic constraints. In practice, this has required
maintaining elements of the stabilisation and fiscal consolidation
measures negotiated with the International Monetary Fund, even
while attempting to pursue broader institutional reforms and social
protection policies. This balancing act highlights the tension between
reformist political mandates and the structural realities of crisis
management.

From a constructivist perspective, the long-term success of Sri
Lanka’s recovery will depend not only on economic stabilisation but
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also on the NPP’s ability to construct a credible and inclusive political
narrative that aligns fiscal discipline with social justice. Even as the
current government has not done anything pathbreaking, if it can,
in the remainder of its term, translate its reformist legitimacy into
durable institutional transformation and improved socio-economic
outcomes, it may succeed in rebuilding public trust and establishing
a more resilient political-economic order.
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