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Post-war growth 
acceleration 2010-
12

Slowdown 2013-16

Growth has slowed down
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Off the charts:
Vietnam: 12,000!

China:    2,700

Export growth has been very slow
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Leading to recurrent balance of payments crises
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Over 3 
percentage 

points of 
export growth 
is from new 
products!

Why no export growth? No new exports

Source: CID calculations, based on COMTRADE data

Country

Value of new export products
Number of 
new export 

productsPer capita 
(USD)

Total value 
(USD billions)

Vietnam 545 50.4 48

Thailand 326 21.8 70

China 245 331.6 76

Malaysia 149 4.7 10

Costa Rica 139 0.7 6

Philippines 12 1.2 11

Sri Lanka 5 0.1 7

Indonesia 3 0.8 4

New export products, 2000-2015
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Countries often first diversify into garments, 
followed by electronics and then machinery
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Over time, the market share of garments tends 
to peak as growth in other industries picks up
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…but sometimes countries get stuck in the 
garments phase
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…this is what has happened in Sri Lanka



Immigration is very low

10

Number of nationals per immigrant in 
selected countries

Source: United Nations International Migrant 
Stock 2015.



FDI has been 
very low 

Sri Lanka has seen 
little FDI over last 20 
years. 

And no sustained 
increase in FDI after 
the conflict. 
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Are these things related?

• Low GDP growth
• Low export growth
• Balance of payments problems
• Low transformation of the export basket
• Low immigration
• Low FDI

12



What is the 
secret of 
growth?





According to the latest World Development 
Indicators

15

• GDP per capita at purchasing power parity in the world is:
• Burundi 777
• Ethiopia 1,734
• Bangladesh 3,335
• India 6,571
• Sri Lanka 12,552
• Panama 23,009
• Canada 44,644
• Singapore 87,832



























What do you do when your tooth hurts?



What do you do when your tooth hurts?

Search the web and fix it 
yourself?



What do you do when your tooth hurts?

Search the web and fix it 
yourself? …or look for a dentist









Division of knowledge now



Who has more knowhow?

























The

Theory of Economic 
Development…











Diversification and ubiquity - 2009
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…Turkey
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Colombian departments
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And Districts in Sri Lanka

Diversification vs. Ubiquity



Complements, not substitutes

• Like tea and sugar or like tea and coffee
• Anesthesiologists working alone

58

www.maxpixel.net



How does 
knowhow 
move?

59



Diffusion of industries
Moving knowledge into brains is hard work...

60



It is much easier to move brains: 
Diffusion through mobility

61



Different mechanisms of 
diffusion 

• Labor mobility between firms
• Immigration
• Diaspora networks
• Foreign Direct Investment
• All of these have one thing in common: human mobility

62



Example 1: DETROIT

All successful car 
firms in Detroit came 
out of OIds Motor 
Works



Example 2: SILICON VALLEY

Silicon Valley consists almost exclusively 
of Fairchild Semiconductor renegades



Photo Credit: Lear 21 at English Wikipedia

Structural Change



Source: Statistisches Bundesamt: 20 Jahre Deutsche Einheit

Collapse of East German manufacturing

Re-industrialization

Former West Germany

Former East Germany

-60%



Ricardo Hausmann & Frank Neffke: The workforce of pioneer plants

Share of workers hired 
from West Germany 

Reindustrialization of East Germany
The workforce of manufacturing pioneers in the East



Reindustrialization of East Germany
The workforce of manufacturing pioneers in the East

Ricardo Hausmann & Frank Neffke: The workforce of pioneer plants

Share of workers hired 
from West Germany 



II. Diffusion of knowhow between firms 
across countries
Example 3: The garment exports of Bangladesh 
(Klepper and Mostafa, 2011)



Bangladesh

http://www.atlas.cid.harvard.edu/

?



The garment industry of Dhaka
(Klepper and Mostafa 2011)

M. Noorul Quader,
founder Desh Group

• 1979: Desh sends 126 Bangladeshi workers for 
a 6 month intensive training in Korea

• 1988: 56 spin-off companies by Desh workers

&



Bangladesh

http://www.atlas.cid.harvard.edu/

?



Bangladesh

http://www.atlas.cid.harvard.edu/



Migration and 
return-migration

74



The tricks that other countries use 
to attract knowhow

75

• The Silicon Valley does not pretend to build excellence with domestic talent 
only.

Source: Silicon Valley Competitiveness and 
Innovation Project - 2017 Report



Foreign expertise 
through 
immigration

• Singapore: 46% of 
population is foreign 
born;

• Hong Kong: 40% of 
population is foreign 
born.

76

Hong Kong Skyscrapers in 2014. Wiki Commons

Singapore
https://www.flickr.com/photos/132646954@N02/39113016601



Many companies in SL were started by immigrants, 
or with connections made while living abroad



Accessing the 
expertise of your 
diaspora

• Bangalore and 
Hyderabad: Indian 
diaspora networks help 
spur strong home tech 
base.

78

ilabs Centre 2010, Hyderabad, India. Wiki Commons

Infosys, Headquarters Bangalore, Nikhil Kulkarni for Wiki Commons



Knowhow inflow 
through FDI

• Vietnam: 25 years of 
+6% FDI inflows as a 
share of GDP.

79

Saigon center. Wiki Commons 2011



5% of Albanian 
labor force

Ljubica Nedelkoska & Ricardo Hausmann: Albanian return migration in the Greek crisis



So Albanian unemployment is up 
and wages are down?

Photo credit: Lendingmemo (from www.flickr.com)

4%

1%

Hausmann & Nedelkoska (2016)



Technological change

Photo Credit: Clare Masson, USAID Albania, https://blog.usaid.gov/



“US” VS. “ THEM”



P a n a m a :
O n e  o f  t h e  t o p - t e n  f a s t e s t  g r o w i n g  e c o n o m i e s  b e t w e e n  2 0 0 5 - 2 0 1 5

Gross domestic product per capita
(constant US$ 2005)



P a n a m a :
G r o w t h  h a s  b e e n  d r i v e n  b y  a  m o d e r n  e x p o r t a b l e  s e r v i c e  s e c t o r

Export of services per capita (US$ million)



Panama :
The modern service sector is skill-intensive



Ley de Sede de Empresas 
Multinacionales (Law 44) attracted 
more than 120 regional 
headquarters

Special Economic Zones

Ciudad del Saber
Technology Park (2000)

Panamá-Pacífico
Industrial Park (2007)



Immigration regulations keep know-how locked into MNC and SEZ and prevent the diffusion 
of know-how and technology spillovers

• 27 occupations legally restricted to immigrants

• List of 50 countries considered national security concerns subject to (“Authorized visa”)

• 10% cap of foreigners in the payroll (out of the SEZ and MNC)

Restrictions to potential Immigrants

Restrictions to Knowledge diffusion

• Years spent on MNCs under Law 44 and SEZ do not count for residence purposes

• Visas revoked the moment the expat ceases to work in the MNC

• Expats dependents do not have work permit

• Firms moving on from innovation to commercialization risk being expelled from City of Knowledge



P a n a m a  w a n t s  t o  b e  l i k e  H o n g - Ko n g  a n d  S i n g a p o r e , b u t  s e e m s  
u n w i l l i n g  t o  s u p p o r t  t h e  l e v e l s  o f  i m m i g r a t i o n  o f  t h e s e  c o u n t r i e s



H i g h  w a g e - p r e m i u m s  t o  f o r e i g n e r s  a c r o s s  a l l  i n d u s t r i e s /  p r o f e s s i o n s  
i n d i c a t e  t h a t  t a l e n t  i s  o n e  o f  t h e  m o s t  b i n d i n g  c o n s t r a i n t s  t o  g r o w t h

Wage-premium to foreign workers



Re s t r i c t i o n s  t o  h i g h - s k i l l e d  i m m i g r a n t s  a n d  k n o w l e d g e  d i f f u s i o n  a r e  
n o t  h e l p i n g  t h e  P a n a m a n i a n  w o r k e r s

Immigrants flows and Panamanian wages
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Example: Can Sri 
Lanka grow its ICT 
sector by itself?

92



Sri Lanka’s ICT sector 

is not large

• Sri Lanka’s share of ICT 

services exports in GDP is 

only about 1%;

• Singapore, Hong Kong and 

India, all managed to grow 

their ICT exports by 

accessing knowhow from 

abroad.

Source: GDP from WDI 2018, ICT services exports as reported by 

Statista 2018: https://www.statista.com/statistics/638564/ict-service-

exports-asia-pacific-by-country/ 93

ICT service exports as a share of GDP in 

Asia and the Pacific



Sri Lanka pays low 
wages in the sector 
• Wages in the sector are low 

because the sector is kept small 
and uncompetitive.

Source: Economist Intelligence Unit 2011. Mercer HR 
Consulting 2011, Watson Towers 2011. A.T. Kearney 
analysis

Note: Compensation includes base salary plus benefits, 
tax, and bonuses; estimates are used when data is not 
available.

94

Annual salaries of IT programmers



Although IT 
professionals earn 
high wage premiums 
in Sri Lanka …
• Despite wages of IT 

professionals being low in 
international comparison, they 
are high compared to other 
professionals in Sri Lanka;

• This, together with high 
employment rates of students 
from IT majors in Sri Lanka 
suggests that IT professionals 
are in short supply.

95

Wage premiums by occupation in Sri 
Lanka

Source: Nedelkoska, O’Brien and Stock (2018). 
https://srilanka.growthlab.cid.harvard.edu/blog/does-sri-lankan-
economy-need-more-university-graduates



The University 
System produces 
few STEM 
graduates

• We estimate that it 
would take another 
decade for the 
university system to 
significantly expand the 
offer for STEM students.

96

Source: University Grants Commission Sri Lanka
Note: Includes Universities and HEIs established under the Universities Act

Recent STEM Graduates (2016) in other 
countries:
• China: 4.7m
• India: 2.6m
• Indonesia: 206,000

Source: World Economic Forum as cited in
https://www.statista.com/chart/7913/the-countries-with-the-most-
stem-graduates/



Sri Lanka is net 
exporter of STEM 
workers
• In spite of low numbers 

of STEM graduates …
• On average, 23% of the 

Engineering and Science 
graduates and 20% of 
the Computer Science 
graduates leave Sri 
Lanka each year to work 
aboard;

• The low inflow of 
foreign STEM workers to 
Sri Lanka does not 
compensate for the 
outflow.

97

Inflows and outflows of Sri Lankan STEM 
workers

Source: Sri Lankan emigration data from the Ministry of Foreign Labor 
(2005-2015 averages). Foreign workers data from the Sri Lankan 
Bureau of Investment (BOI) (2006-2016 averages). 



How attracting foreign workers 
can help grow the sector, grow 
wages, and discourage 
outflows

98



Employment multipliers play important role

• For each new job created in the IT sector, 4 other local jobs are 
created outside the sector
– through supplier (input-output) linkages;
– through spending on local services. 

• Every foreign-born worker in the United States with a U.S. 
STEM degree creates 2.62 jobs for U.S.-born workers

99



High tech jobs breed more high tech jobs

• High-tech companies prefer to cluster near other high-tech 
companies. 
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Still, hiring foreign professionals in Sri 
Lanka is difficult

• As foreign (BOI) investor you can hire foreign professionals, but:
• Spouses are not allowed to work (at least not without ministerial 

permission);
• Cannot choose a different company in Sri Lanka;
• Cannot aspire permanent residence, let alone citizenship.

• As non-BOI company, it is much harder
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Comparative 
study findings
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What can Sri Lanka learn from the immigration 

systems of other countries in the region? 

• CID Harvard conducted a comparative study, reviewing the immigration 

regimes of six countries in Southeast Asia and the Pacific: Malaysia, Hong 

Kong, Singapore, Indonesia, Thailand, and Vietnam. 

• Main findings: 

– Immigration reform should be a part of an overall effort to attract knowhow, 

talent, skills, and diversified FDI.

– Countries can and do use immigration policies as an active tool to attract the 

workers, investors and entrepreneurs that the economy needs to grow and 

thrive.

– More economically advanced countries have more sophisticated immigration 

systems: they allow for more nuanced distinctions of visa categories, and have 

transitioned from systems that strictly authorize the entry of foreign workers, 

talent, and capital, to systems that promote their entry.
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Singapore: A role model for Sri Lanka?

• Singapore’s immigration system embraces a number of organizing 
principles that Sri Lanka could “borrow” for its own system.

• For workers:
– Variety of employment visa categories (from unskilled and semi-skilled 

foreign workers to visas for trainees, managers and professionals);
– Dependents’ permits allowing dependents to seek employment;
– Path to permanent residency and citizenship;

• For investors/employers:
– Investor visas
– Entrepreneur visa

• For talent:
– Start-up talent work permit (enhanced EntrePass scheme)*
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Some recommendations resulting from the 
comparative study

• Streamlining and simplifying procedures. 
• More visa categories. Visas for investor, entrepreneur, talent, 

innovators, professionals, artists/performers, training
• Path to Permanent residence. Not only for former Sri Lankans
• Dependents’ rights. Allow dependents to live freely, enroll in 

educational institutions, and work
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How to move forward?

• Sri Lanka may have the talent and the people for the current 
economy, but does it have the talent and the people for the 
economy it wants to have?

• To get there, Sri Lanka will need to open up for more inflow of 
foreign know-how the way all prosperous countries have done 
already. This means more FDI, more return diaspora and 
higher inflow of foreign workers.

• Sri Lanka can use the current reform: Immigration Reform, 
BOI’s Investment Promotion Strategy to expand its access to 
foreign knowhow.
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Thank you!!
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