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OuUTLINEDF TODAXS STATIEMENT

Backgroundand Introduction to the Road Map
Key Macroeconomic Developmenis 2010

ggnl%ncial System and Economic Environment in

4. Macroeconomic Outlook and Monetary Policy
Strategyfor 2011and Beyond

5. ProposedFrnancial Systen&ability Policiesfor
2011andBeyond

6. Policies to Strengthemhe Economy in 2011 and
Beyond

7. Concluding Remarks
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THEGLOBARRECOVERS CONTINWINGT DIFFERENT
SPREEDSCROSBEGIONS

.\\’

.

A IMF estimates for growth in GDP
A World economy: 16
2009:-0.6% 14
2010: 4.8% E
2011: 4.2%

A Advanced economies:
2009:-3.2%
2010: 2.7%
i 2011: 2.2%
A Emerging & developing
economies:
2009 2.5%
2010:7.1%

2011: 6.4%

Per cent
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A Thesovereign debt crisis in the
Euro Zone could hinder the
recovery
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GDP Growth for Selected Countries (262910)

Australia
Bangladesh
Canada
France
Germany
India
Japan
Malaysia
Pakistan
Singapore
Sri Lanka
Thailand
United Kingdom

THESRI LANKANECONOM BHOWEBTRONGROWTH

MOMENTUMIN BOmMOM N X
Adat SI OS¢
observed

A Impressive performance iall
key sectors in 2010

A Returned to the high growth
trajectory

A Improved business confidence

A Benign macroeconomic
fundamentals
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United States

ARising riskremiaand falling risk
appetite of investors could also
slowdown the process

= 2009
m2010
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THECENTRABANK SUWCCESSEYIDISCHARGHDSTWO
OVERRIDINGAND VITALRESPONSIBILUTIEROMOM /1 X

ATTAINMENT OF ECONOMIC & PRICE STABILITY

A Low and stable inflatiorat mid-single digit levels for
two consecutive years as a result of appropriate
demandmanagementpolicies and improvementsn
the supplyside

A Lowinterestrates and revived credit flows
A Stability in the exchange rate

A High overalleconomicgrowth together with
macroeconomic stability

THE CENTRABANK SUCCESSEY IDISCHARGADSTWO
OVERRIDINGAND VITALRESPONSIBIUTIEROMOM /1 X

alLb¢9b! b/ 9 hC CLb!b/LI'T {,{
A Stable and soundinancial system maintained
A Introduction of a deposit insurance scheme

A Positiveinvestora SY G A YSY G GKI G { NR
system will remain stable, while many advanced
economies struggle with financial institution failures
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VIEWSOF INTERNATI ONADRGANISATIONSAVEBEEN
POSITIVE

A Remarkable progress has been made in respect of the IMFSBA
programme Sofar, SriLankahasreceived5 tranches,totaling USD1,275
million, out of the total facility of approximatelyUSD2,600 million.

A Alltargetssetfor end Septemberandend December2010achieved

4. International

W&’ Monetary Fu
e Monet iy Fund "Monetary conditions are stable. Interest rates have declined and cradit

June 28, 2010 arowth has shown signs of recovering. The central bank’s policy stance
Press Release No. lrenwié appropriate,

December 28, 2010  fOverall economic conditions remain strong, with GDP likely
Press Release No. 1 to grow by around 7% percent this yearé Performance under

criteriameté o
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INTERNATIONADRGANISATIONSREPOSITIVEN SRI
LANKEX

X® ¢KS D2@SNYyYSyiQa RSOSt
& % described in theMlahinda Chintanais bold and
WORLD BANK ambitious. It is good to be ambitious; it is the
NAIKG GAYS F2NI{NR [yl

r o X damlpleased to be able to announce that

thed 2 2 NI R recenticrgditvideihiness

assessment has been concluded and that Sri

Lanka is nhow eligible for IBRD financiiqg

Fdzy RAy 3 T NP Y-codésSionall y {1 Qa vy

GAYR250d L5! NB &2 dz2NDSa oAt
Dr. NgoziOkonjo-lweala
Managing Director,

The World Bank

) @ec) S Gcont)
J.‘ep Beotans sagh and Colombo, 1% December 2010
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VIEWSOF INTERNATIONADRGANISATIONS

ADB Xd ¢KS SO02y2yvyeé LAO]SR dzLJ
0SIAAYYAYT 2F HAMAXD

X¢KS {201 YINY}SG Aa @AoN
strong confidence among both local and
F2NBAIY Ay@Sad2NAEXD

Xodot 2f AGAOIE &aGloAfAGEYT A
ratings, private sector revival, and
government infrastructure investment
dzy RSNLWAY | &aGNBy3IGKSYSR S
Asia Development Outlook
2010 Update
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ASWE PRESENDURPOLICIESODAYWE AREAWARE
THATTHEWORILCECONOMYS NOTYETON A STABEE
FOOTING

A Our projections are based on realistic assumptions and
intelligent estimates. However, there could be instances
where the best assessments could prove wrong

A Therefore, changes in developments in the global
situation which are different to assumptions may warrant
us to revisit our projections and strategies, and alter them
if deemed necessary

A Such changes, if any, will be communicated, along with
the rationale for such changes
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2. KEYMACGROEGONOWIC
DEMELORMENTS
IN 2010

v § o 8o Sco®
{& | B cphu anud
T CONTRAL BANK OF SAE LA

WE REARE THEPEACE DIVIDENX
A An estimated 8% Economic Growth Quarterly Economic Growth (2008 - 2010)
A Low and Stable Inflation o o5
A Low Interest Rates ’
A Historically High Foreignderves :
A Stable Exchange Rate :
A Hscal Consolidation :
A Declining Unemployment Rate §o g3 8 B3 Eo B3 §8 Ba g0 §u g8
A Rapid decrease in poverty
GDP and Sectoral Performance (Growth Rates)
A & a A Rikcons EmergingMarket 100
/ 2dzy i NBE € &G GdzA 0
A Upgraded Sovereigredit Ratings §6~0
A GDP reaches about USD 50 billion fror‘h“
just USD 24 billion in 2005
R .w”m * 2005 2006 2007 2008 2009 2010 (Est.)
) Genans sggh amd — Industry s Domestic Produc
EINTU A OF W LANRA 14
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SHARPINOREASHE GDPAT QURREN PRIGEAND AT
PURGCHASINBOWERPARITMPRR ADIUSTEPRICES

GDP (at current prices) and PPP based GDP Per capita Income

0 6,000 -

120 -
102.5 5,026
) 922 %25 5,000 - 4,589 47588 :
100 85.2 o 4,274 :
80 - 4,000 -
60 - 49. 3,000 - 2,38
40. 42. 2,01 2,05
a0- 32 2000+ LSS
20 - 1,000 -
. = ; ;
0+ ' ' . i 0+ ! ! T v
2007 2008 2009 2010 Est. 2007 2008 2009 2010 Est.
= GDP at current prices (USD B = GDP per capita (Current Prices/USD Uni
m PPP based GDP at Current Internatioanl Dollar (E m PPP based GDP per capita (Current International Dollar/Un

Source : World Economic Outlook DatabaléF

Price differentials between countries and deficiencies in the compilation of
GDP, especially in relation to néraded goods, sometimes tend to distort the true value
of the economy. PPP based GDP makes an adjustment for such deficiency to some
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COMMENDABLE PEREORMANCE ALLKEYSECTORS

Agriculture: 6.36 annual growthexpected

A Favourablaveather conditions

A Attractive prices

A Improvement in support services

A Continuation of fertilizer support scheme

A Significant contribution from the Northern and Eastern provinces

Paddy Production & Yield (2005- 2010)

5,000 4.60
4,500
4,000 4.40
. 3500 4.20
3,000 <
8 2,500 400 2
< 2,000 3
’§1,500 380 =
g 1000 260
I

2005 2006 2007 2008 2009 2010

= Production Average yield per he




COMMENDABE PEREORMANCE ALLKEYSECTORS

Industry: 8.7%annual growthexpected

A PrOmOl‘ion Of Sma” and Medium Private Sector Monthly Industrial Production

Enterprises . Sooors oo
A Improved infrastructure facilities TS R
A Special programmes - 100 /\\1 e

i &GamataKarmanthag 300 Enterprise E 170 e N\

Programme
. 5 . . 150
i AvadakkinWasanthang FEP PSP PR P S F
i &NagenahiraNavodaya Month

Recovery of domestic and external demand,,, "o"e" eneration (2005-2010)

Increased share of hydropower generation oo
from 40% to 50% ~

A
A
A Rapid expansion in the Construction sector.o
A

£ 4,000
i i . 2,000
Improved domestic business climate 1,000
0
2005 2006 2007 2008 2009 2010
e { @edh) U Bcont) (Proj)
.'u_a'; Beortans ragho amd
NN ot e o e Lanes mHydro  mThermal & Other 17

COMMENDABE PEREQRMANCE ALLKEYSECTORS

Services: 7.9%nnual growthexpected

A All subsectors performed well

A Wholesale and retail trade (7.4%) j;rmes Cutputand Growih (2005-201_2

A Transport and communication (11.9%) 20 2o

A Banking insurance and real estate (7.6%)?; 00 :gg

A Hotels and restaurant (36%) 0 o

A Tourist arrivals increased by 46% (Upto o 200 zor 20 zs 2010 -
November) e Output (Consant 2002 Price:  —— Growh (RHS)

Performance of the Ports (2005-2010) Subscribers to Fixed & Mobile Telephones

58 = 20
3.80 <
54 s
50 33 g g 15
46
280 2 £ 10
42 o ]
38 - o
2.30
3 3 °
30 1.80 5 0
2005 2006 2007 2008 2009 2010 S A S
& & &
I R
mmm Cargo Handling = Container Throughput v

1/4/2011



1/4/2011

DECLINING NEMRLOVMENAND IMPROVINGABOUWR
PR@EU@TlVTTY 2 Unemployment Rate (1990-2010)

A Unemployment rate 2010 Q3:5.2% &1
o

i Infrastructure development projects - 52

i Reconstruction, Humanitarian and

Resettlemenprogrammes 828588888838858838%
i Increased level of economic activity SRR
i Steady increase in foreign employment 330 , OverallLabourProductivity (20052009)

(Rs.'000)
@
el
o

A Overalllabourproductivity has
improved

2005 2006 2007 2008 2009

Unemployment Rates of Advanced and
some emerging Economies -2010 Estd.
199
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EXTERNABECTOREBOUNDEBTRONGLY

A Continuedrecovery of the globaconomy

A Increased earningsom exports

A Revivabf tourism, expansion dfeight and port
relatedactivities

A Substantial increase in expatriate workars
remittances

A Improvedfinancial market conditions
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h> - ¥ eowruin e or v v

6 @ @) ST Gco

10



1/4/2011

EXTIERNADUTLO@HKMPROMEBUBSTANTIALXYD

A Graduatedi 2 W alricétrie ErSerging Market
| 2 dzysiaN@ Q

A Continuation of IMFSBA

A Sovereigmatings upgraded by all ratiragencies
during the year

Rating Agency Current Rating Outlook
S&P B+ Stable
Fitch B+ Positive
-TTAUB0O B1 Stable

e ) s S0 Bcont
b VI T p——
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FOREIGNCARITAINFLOWSONTINUEDO BESIGNIRICANT

A Third international sovereign bond was oversubscribed by more than 6
times

A USDO00 millionsurplus in the Balance of Payments (BOP)
A Gross official reserves reached USBbillion (6.1 months of imports)

A Sri Lanka rupeappreciatedonly gradually as the CentrBankabsorbed
foreigncurrency to avoid excessive rupee appreciation

£
\ /

€ B

\ o
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EXPOREARNING NOREASED

A 13.3% annual growtrexpected

Earnings from Exports 2009-2010
US$ million

Gradual recovery of export demand "

Better investment environment 800

o o Do

Removal of the marine war risk e

premium on reinsurance 000

500

P

Attractive prices a0

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Industrial exports contributed ——2000  —a—2010
significantly

P

A Agricultural exports recorded a healthy
growth

=
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SOUNDEXPORTPEREORMANCBRESPITEHALLEENGING
ORCUMSTANGES

Garments Exports t&JSA

A Despite the withdrawal of the us $m
GSP+ schem&ince August 2010 130 I
and the sluggish recovery in B
external demand, exports to all 100 “
major regions increased, including  «
garments exports. i

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

A Benign macroeconomic conditions
and progressive industry initiatives e 2000 —— 2010
helped to withstand the
anticipated shock

Garments Exports t&cU

Us $ mn
; - . 200
et o ¢ 180 R
s P s v AT N 160
. .'1.’ - i< o , 140
» % 120
[ - :
\ s 100
-
« - 80
‘d 2 60 +
v R Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

----@-o- 2009 —#%— 2010 24
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IMPORTRECOVERRD
A 34.9%growth is projected for 2010
A Significant contribution from Intermediate Expenditure on Imports
gOOdS US$ million
. . 1,300
A Investment goods increased: reflecting theoo
rapid recovery of the economy, and future >
expansion of economic activity 500
800
A Increasedmports of nonfood consumer 700
goods (supported by tax reductions o
A Import expenditure on petroleum O et Apr ey 3 3l Aug Sep Oct o D
products increased by about 46.7% e e

TOURISVMREBOUNDEBHARPLW AOMOM .1 X P
A

o
S
1S3
9
S
<
kel

5

o
i
k]

=}
=z

45.7% increase in tourist arrivals during Jsoyv. (recorded highest
number and exceeded the annual target of 600,000)

61.4% increase in earnings to USD 501 million “
A “ 2

Tourist Arrivals (2008-2010)
80 80 ‘

) - T |

60 2 = .
50 03
40 20 %
30 o B
20 53
10 20 g
0 40 3

a

@
4

Jan08
Mar-08
May-08
Jukos
Sep08
Nov-08
Jan09
May-09
Jukog
Sep09
Nov-09
Jan10
Mar-10
May-10
Juk10
Sep10
Nov-10

3
=

— No of Tourist Arrivals

Growth (%)]
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REMARKABL BNOREASE WORKERREMIMTANCES
A22N]ISNBEQ NBYAGGHlI yOSa SELISOGSR (2
2010, up by 24% from previous year.

Workerso Remit-vao)ces (20048 Higher per capita remittances, due
4500 4100 to better wages and increased
40007 skilledlabour
A Positive sentiment on domestic
environment
A Greater convenience in remitting

3500 4
3000 4

USs$ Mn.

2500 -
2000 4

1500 -

1000

2004
2005
2006
2007
2008
2009
2010 Est

INFLOWT O THESERVICESCCOUNAND WORKERS
REMITTANCESONTAINE DHECURRENACCOUN DERICIX

A Current account deficit 08.8%of Current Account Balance (2005 - 2010)
GDP is expected for 2010

r 0.0

0.
A Deficit in trade account substantially e | - 20
2FFaSG 08 KAIKSNI Aoy N SN
remittances and surplusinthe £ 70 Feo 8
services account 2 o0 80 &
-3500 1 100
A Inflows on account of emerging s 120

services COmputer and 2005 2006 2007 2008 2009 2010
information, BPOS, insurance, and mmm Current Account Balanc:  —— As a % of GDP (Right Ax
business services, increasing

(@]

A22NISNBQ NBYAGGIyOSa G2 AyONBI &S
24%, the highest ever growth, to
USD 4.1 billion

e { @edn Sw Bcod
.'“’; [ p——

."‘,.. T eowru v o6 v Lines 28
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OURRENACCOUN DEFCI MORETHANCOMEREBY
CAPITALAND AINANGIAIACCOUN BURPLELS

A A surplusof USD 2.7 billion recorded in the
Capital and Financial Account

A Foreigrfinancial flows to the government
amountedto USD 3.6 billion

i Longterm project loans

i Capital grants

i Proceeddrom the sovereign bonisue
T Investmentsn Treasury bills andonds

A Foreign inflows to the private sector
continued

A FDl s estimated to be around USD 500
million in 2010, a level lower than
expected, reflecting declining capital flows
globally

A BOP reported an estimated surplus of
approximately USD 900 million in 2010

e { @e S Bcond)
.k"/ Beoana rgghe amd
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4,000
3,000
2,000
1,000

-1,000
-2,000
-3,000
-4,000
-5,000
-6,000
-7,000

USD Mn

4,000 -
3,500 -
3,000 -
2,500 -

c

& 2,000

%}

> 1,500 -
1,000 -

500 -

Balance of Payments (2005 - 2010)

2005 2006 2007 2008 2009 2010 Proj.

m Trade Balance m Current Account Balanc:

Inflows to the Government (2005 i 2010)

2005 2006 2007 2008 2009 2010

BAaLANCEF PAYMENTHIGHLIGHT 8JSDMN.)

Exports

Imports

Trade Balance

Services (net)

Income (net)

Remittances and Transfers (net)
Current Account Balance

Inflows to the Government (net)

FDI/ Inflows to the Private Sector (net)

Overall Balance

(a) Provisional
(b) Estimates

e { @edn Sw Bcod
."": ORI p——

7,085
10,207
(3122
393
(488)
3,005
(212)
2,209
153

2,025,

8,029
13,772
(5,743)
633
(350)
3,608
(1,852)
2,080
486
900

30
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SRI LANKASUCEESSEYLESUETHETHIRDSOMEREIGN

BONDOFUSD11BILILIOX
A The 10 year bond was Sovereign Bond - Amount & Yield (%)

H HMn) %
oversubscribedy over 6 ‘%8“ 825 .
times %00 B 8

o 75
A Anindication of improved 200 7
investorsentiment 2 65
. - . . 0 6
I With the ending ofthe conflict 2007 w00 om0
T Strong macroeconomic m—Amount - =—o=TYield (3)
fundamentals
i Continuation of IMFSBA facility nvestor Mix

A Couponrate declined
significantly

e { @eon Sw Bcond
.ka'l Beoana rgghe amd
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United States ~ ® Europe  mAsia 31

GROSOFAICIA RESERVESEACHE BECOQRBIGHLEVELS . P

A Reserves increased to USD ®i6ion (equivalentto 6.1 months of
imports) by end 2010

US$ bn Months of Imports
8.0

7.0
7.0 + 1 6.0
r 5.0
T 4.0
r 3.0

r 20

r 1.0

0.0

32
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INOREASEBOREIG NEXCHANGEIRLOWEXERTED
PRESSURBN THERUREHFO APRREGIATE

Daily Sri Lanka Rupee/Dollar Exchange Rate Movements

A CBSL purchased foreign

125

currency to avoid excessive 20
rupee appreciation o s

A The Rupee appreciated against the s
US dollar by3.1%in 2010 10

100 -

o . 1-Jan07 1-Jan08 1-Jan09 1-Jan10
Daily Sri Lanka Rupee/Indian Rupee Exchange Rate

Movements

Rs. Central Bank Intervention in the Foreign Exchange
3 Market
UsS$ Mn
350.00
300.00
253 250.00
200.00
150.00
2 e e LN s p e e T 100.00
NN N ®©® X DN DDDDO O O Q 50.00
22T LIEeLFLTE A :
S 538 5538553855838 0.00
S L0 <0 <0 NH IO 9 9 g ¢ © 9 9 9 § o o 9
§ 8 5 5588888 8 & ¢
. O @eon S Bced O
Y .. ¥ S 2 8 2% 33 32 g8 8 3 &8
M :m:w-n‘ S o = < 5 5 I 0 Z 0
WOt i 0 W LAsA = Supply = Absorption 33

ASCAICONSOLIDATICCONTINUER

Budget Deficit (as a percentage of GDP)

A Budget deficit estimated to be

2010
8% of GDP in 2010, down from 2001 2002 2003 2004 2005 2006 2007 2008 2009 F!;:\tl
9.9% in 2009 due to: 00
T Improved revenue collection 29
T Expenditure containment 01
policies 601
. 8.0 - 73 (75 (7.0) (7.0) (6.9) (7.0)
A Debt to GDP ratio fell to an 100
estimated 84% in 2010 120 /009 €9
e { @edn Sw Bcod
.kp’; Bertana sggh amd
ho> ¥ ot o oo W LaveA 34
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IMPROMEMENIN REVENUWEQLEECTIQSONTAINMENDF
RECURRENEXPENDITUREHILEPUBLIGNVESTMENS
MAINTARNEDAT THEDESHREDEVEL

A A growth of 15% was recorded in revenue  Govt. Revenue excluding grants as a percentage of GDP
collection during the first 10 months of
2010 18.0

16.0
14.0

A Almost all the categories of taxes, except igg
income tax and custom duties contributed g

towards this revenue increase o
20
A Total expenditure as a percentage of GDP %0
declined to 18.9% in the first 10 months of 2005 2006 2007 2008 2009 2000 Rev
2010 from 20.3% in same period of 2009 £ Norvax Revenue & Tax Revenue

. . Govt. Expenditure as a percentage of GDP
A Recurrent expenditure declined to 14.2% P P 9

of GDP in the first 10 months of 2010 from
15.8% in the same period of 2009

A Capital investment will be maintained at
6.3% of GDP in 2010

e, O @ S et
B : frane widie enid 2005 2006 2007 2008 2009 2010 Est
SR EINTA AN OF W LA . )
= Canital and Net lendinc u Recurrent

SEVERAINFRASTRUCTUREQIECTAREIN PROGREXS

1 Powerprojects
A NorochcholaiCoalPower PlantPhase 1 : Completed, Phase 2 : 2013)
A UpperKothmaleHydro PowePlant(Completion by 2011)
A UmaOyaHydro PowelProject(Completion by 2015)
A Moragahakandand KalugangaReservoiProject(Commenced)

i Roaddevelopment projects
A TheSouthern Highway Projedt;ompletionby 2011)
A TheColombo- KatunayakeExpresswayCompletionby 2012)
A TheColombo Outer Circular Road Projéctmpletionby 2013)

i Port development projects
A TheSouth Colombo HarbolRroject,(Phase iCompletion by 2012)
A TheHambantotaPort Development ProjecPhase 1 Completed)
A TheOluwil Port Development Proje¢tompletionby 2011)

i Several water supply projects

i Ongoing rural infrastructure development projects
A GamaNeguma
A MagaNeguma
A Smallirrigation Projects
A Kirigammanaprojects
A LighteningSriLanka (Targeted 100% electricity covera

L, O e S0 Bom)
" 4 Beodans ragho sl
=4 EINTLA AA OF W LANRA
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DEVELOPMENTONTINUEBRT A RARIDPACHN 'letE

NORTHERE: EASTERNPROVINCES =
A Rehabilitationand reconstruction of : -
infrastructure facilitiesn the conflict —

affected areas

EAsT= *AWAKENS

A Planned development programmes under;

I Vadakkinwasantham(UthuruWasanthaya
programme. Nearly Rs.300 billion of public
investment has been planned.

V CBSL facilitated over 21,000 loans through PCls

i NagenehiraNawodayaprogramme. Rs.200 =
billion had been allocated for public investment

for the period 20072010

V CBSL facilitated over 20,000 loans through PCls

@ @) S0 Gy
V] Beananas 1388 amd
2 CIATRM QU OF W LANss

STERWERETAKENTO STIRENGTHENIBILIENTERPRISKS

A Establishing the Ministrgf State Resources and Enterprise
Development

A Improving the managementf some majoiState Owned Enterprises

i CEB to operate at breakeven with increased hydropower and low cost coal
power generations

i/t Qa FAYFYOALFET 2LISNYGA2ya | NB (2
i Operational efficiency of SLTB and SLRs need to be improved.
i Financial performance @&riLankarirlines andMihin Air are improving

i Financial stability of state banks have become robust with improved
management and elimination of directéehding

I SLIC andlitro Lanka Ltd. to operate as government owned companies.

.:"" ) @ Qo) SO oo
A‘»e.u Beotana rggho amd
A 7 cowru w00 W LAARA 38
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CENTRABANK EASEDTSMONETAR POLIC BTANEX

A Inflation and inflation outlook

Policy Interest Rates of the Central Bank and
the Average Weighted Call Money Rate

continued to be benign in 2009 - 709650
a.nd 2010 § 14 \M‘{Zm
g2 — 501100 14 5o

A Central Bank further reduced its ~ * : -

policy interest rates in 201®Repo s

rate by 25bpsand Reverse Repo ‘2

rate by 7%ops = Relerse R

. i fC ial ks,

A Weighted average call money rate Trenaury bill yield and Monthly AWPR

continued to remain stable within
the policy rate corridor

A Markgt interest rates continued i ~
to adjust downwards ; ]
5
3
i 9 e S e
‘,'.e_:‘l““‘"%"“‘ 8 £ 3 8 8 £ 3 & 8 & 3 & 8
NS ot awe of W Lass
Monthly AWPR  ——— AWDR T-bill yield (91day) ——— AWFDR

MONETARDEVELORMEN VEEREBBROADL CONSISTENT
WITHTHEMONETAR PROGRAMNMEQRAOMOM N1 X

A Increase in the currency held by
the public resulted in Reserve
Money growing above the target
during the first half

5 330
& 325

A In July, original projections revised:?
incorporating,

310
305
300

i Higher economic growth than initially
expected

I Fiscal data as per the Budget 2010
approved in July

355 -
350 -
345 -

335 -

Al

Reserve Money i Target Vs. Actual (2010)

Mar-10 Jun10 Sepl10 Decl0  Annual Avg

m Targeted Reserve Mone Actual Reserve Mone!

40
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GROWTHN BROADMONEYSURPLDECELERATED

Expansiorof Monetary Aggregates
(Yearon-year Growth)

A Declining Net Foreign Assets (NFA) of

the banking system and Net Creditto
the Government contributed to lower

15.00

monetary expansion o0 178

00 \

A However, by October, growth in credit P
to the private sector picked up to 600
20.3%

(10.00)

Average Weighted Lending Rates (2092010)

%
220

20.0
18.0
16.0

14.0
120
10.0 +

41

HOWEMEREXCESSQUIDITYN THEMONEYMARKET
CONTINUEDO BEHIGH POSINCCONCERNS

A The buildup of excess market liquidity has been partly due
to net absorption of foreign exchange by CBSL, to prevent
undue appreciation of the SL rupee.

A Several instruments were used to absorb excess liquidity
including;
0 Repo using government securities borrowed under the bond
borrowingprogramme
0 Sale of Central Bank Securities
o Foreign exchange swaps
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INFLATIONRENMAINEBWBDYEDURINGTHEY EARX

A Annual average inflation reached 5.9% in December 2010, up from a
25 year low of endyear annual average inflation of 3.4% in 2009.

A Yearon-year inflation in December 2010 was 6.9%
A Core inflation was less volatile and declined to 6.3% on an annual
average basis

Movements in Inflation (2006-2010) Contribution to Inflation (2006-2010)

Yearon-Year 282

===~ Annual Average

s -
8 5
5 5w iy
5
0
5
£5888555588888883893989%
55355535585532885338585833%8
mmmm Food and Non Alcholic Beverage Transport
=== Other — Inflation, y-0-y (CCPI=2002)
4
b 43
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THEPEREORMANGIF THECSENAS 2+ CSE
IMPRESSIVE commg STOCK EXCHANGE

A Priceindices,Market
capitalisation Turnoverand thenumber of
transactions reached recotdvels

Colombo Stock Exchange - Price Indices
9,000
8,000
7,000
6,000

A All SharePrice Index (ASRijossed the
7000 level in October 2010

5,000

Index Points

A AsPhandMilankaPrice IndexNIPI) 2000
increased by aroun@6% and 1000
83.4%, respectively, during the year

o

Jan 2, 08
Feb 14,08
Mar 31, 08
May 15, 08
oct 29, 08
Jan 26, 09
Mar 11, 09
Jun 8, 09
7,

Jun 28, 10
Aug5, 10
Sep 16, 10

% Dec10, 08
3

Jun 27, 08

Aug 7,08
Sep 16,08
Apr 24,09
May 13, 10
oct 28, 10
Dec 10, 10

A There were 10 IPOs during the year, an_ __
were heavily oversubscribed. The IPOs
yielded Rs.5.34 billion

A Market capitalisationincreased to
Rs.2.2 trillion at end December, from
Rs.1 trillion at end 2009
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\ 3. ANANGIAISYSTENAND
N\~ EconomEnvironmEnT
'\ N IN 2010

v § o 8o Sco®
-,—/ CENTRAL BANK OF 5214 ANKA

STABILITYOF THEFINANCIA SY:STENMPRONMED.

A Domestic financial framework kept stable

A Profitability improved along with increased
economicactivity given the improved
macroeconomic environment and growing
investor confidence

A Prudentialand regulatory framework and

the surveillancemechanism further
strengthened

A New Finance Business legislation approved
by the Cabinet of Ministers
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SGNIFICAN RESILIENCAND IMPROVEMENTWERE
WITNESSED

CapitalAdequacy Ratio (%)

A Performance of financial § (19982010
institutions improved, leading *
tO. 126 128 123 119 1, e

104 105

i Improved asset quality
T Higher profitability
i Higher capitalisation levels

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2008010 Sep

A Capltal Adequacy Rat(ﬁ:AR))f " Total Provisions to NPL Ratio, %
banks maintained at 16% o, e o200
66 1 64.5
64
A Bank NPLdeclined to 6.86 &2 609
58 4
gi: 53.0 50
52 4
) e S Btent) 50 " " " " "
»Q}u Beovana sadh and 2006 2007 2008 2000 2010 Nov*
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A FEWNON-BANKFINANCIAINSTITUTIONEHIGH
SUFFERESETBAGKIN 2009, RECOVEREIEADIXY

A Managing agents continued to manage Managing Agents

the weak institutions A Peoples Leasing Company Ltd

. . A Merchant Bank of Sri Lanka
A Panel of Experts continued to advise

companies with liquidity issues Panel of Experts

A Mr. Arittha Wickramanayake

A Guarantee scheme introduced to NithyaPartners

facilitate bank loan facilities to RFCs and General

SLCs Manager, National
Savings Bank

>

A Weak Fls were required to restructure ~ * M- Alith Devasurendra
their balance sheets and propose viable Chairman, Browns

business plans
A All RFCs were required to obtain listings
on the CSE by June 2011.
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BANKMINIMUM CARITALEVEL SNOREASED. P

A Minimumcapital requiremenfor new banks increased an
staggeredasis to reach the following levedy 2014:

i Commercial banks: Rs.5 billion
i Specialised banks: Rs. 3 billion
ALYONBI aSR Ol LMAGEE SELISOGSR
to:

i Enhance contributiomo the new growth sectors of theconomy,and
i Absorbany unexpected losses.

A Required locally incorporated banks to obtain a listing on
the CSE by December 2011 to facilitate raising of capital in
a more transparent manner to improve market discipline
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CREDITGROWTHPICKEP ALONGNITHAN
ENHANCEMENN CREDIQUALITX

A/ NBRAG (2 GKS LINAGIFGS asS0oi2NJ

i Average reduction in lending rates during the
year was around 2% (In 2009: 2.7%)

T Reduction in the rispremia

i Efforts taken to reduce intermediation costs so as
to provide credit at affordable prices

i Central Bank requested all banks to reduce
interest rates, subject to the following maximur-
rates:

0 14%p.a. on Housing loans

0 24%p.a. on Creditard advances

A Gross NPL ratio declined to 6.3% from 8.5%
A Net NPL ratio declined to 2.8% from 4.2%
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STABIEEMACROECONON ENVIRONMENENABEE BOME
RELAXATIOOFPRUDENTIAMEASURESPRILICABLITED
BANKSX

A Considering the reduced risk and the improvement of
assetquality, the generaprovision ofl%against
performing loans and loans in the special mention
category imposed in November 2006 was relaxeed,f
1stOctober 2010

A The generaprovisionis to be reduced oa staggered
basis, by 0.1% each quarter so as to reach @p%d
December2011
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RISKSTHATCOULDARISEFRONMOUT:SOURCERANKING
BUSINESOPERATIONE EREMITIGATEX

A Directions were issued to require
banks to develop comprehensive
and clear policy on
outsourcing, business continuity
management and monitoring, and
control of outsourced activities

A Regulator to carry out assessment i .‘

of outsourcing arrangements by w/
banksperiodically

s
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INTERNATIONALACCERTER SKMANAGEMENT
FRAMEWQRWASGIVIENSRECIARTTIENTIOX

A Preparatory work donéo implementPillar2 underBasel Ik
Supervisory Review Process

BASELI|

Minimtn  Suparvisary
Capital Review D?;::;r:c
Requiremeénts  Procest

Pitar 1 Pillar 2 Pilar 3
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MANDATOR DEROSI INSURANCBCHEMENAS
INTRODUEED

A Scheme expected to:

I Helpmaintain public confidence in the financial system imes of
uncertainty and/or crisis

I Safeguard interests of small depositors

i Discourage unauthorised deposit taking activities

A Alllicensed banks and registered finance companies are member:
A A premium of 0.1%- 0.15% levied on eligible deposits
A A Deposit Insurance Fund managed by the Monetary Board

A Depositorswill be compensated up ta maximunof Rs.200,000
per depositor, beginning 1.1.2012

.;-"- @ @) ST Gco
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FATNES2ND PRORRIETASSESSMENIF KEYBANKSTAFF
EXTEENDED

A Bank officers holding seniand key management
positionsare to be assessdodr fithess andoropriety

A This will ensure that:

i Banksare operated and managed ffiy and proper persons
i Banksoperate in a safe and soumdanner

AMENDMENT SO BANKINGACTPROPOSED

A Proposecamendmentsto the Banking Acwill strengthen
0 KS [/ Sy lchdadity to supérvisedank dominated
financialgroups on a consolidated basis, with particular
attention to:

T Intra-group transactions and exposures
T Risk concentrations

i Corporate governance

i Capital levels

A Regulations are also being framed to regulate mergeis
acquisition®of LicensedBanks
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NEwW ANANCEBUSINES ACTPROPOSED

A 1t will replacethe present dayFinance Companieict. The
new Act will also:

i Provide effective mechanisms tleal withunauthorised deposit
taking

T Enhance regulatory and supervisory powers relatingitance
Companies

- | 8 @eo B0 Brom
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MICRGFINANC BILL FORMULATER

A All microfinancenstitutions will be required
to obtain aregistrationand conduct their
business according to stipulated standards

A This would help prevent:

I Wastage and /or abuse of financial
resources in the micro sector

T Corruption and /or failures in
implementing micro level projects
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) eovana sggho amd
CINTRM QM OF W LANA

29



MASSIVEPUBLICAWARENESSAMPAIGN SONTINUER

PUBLIC WERE REGULARLY WARNED! '

A Danger and riskf
depositing or investing
funds innon-registered
institutions

A Participatingn prohibited
schemes including pyramid \

schemes >

e { @eon Sw Bcond
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PAYMENTAND SETTEEMENTS(STEMBURTHHER
STRENGTHENED

A Licenses were issued to 17 service providers of payment
cards

A Credit card operational guidelines issued

A Secondphase of orsite supervision of LCBs completed for:
T Business Continuity Plans (BCP)
i Disaster Recovery Systems (PRS

S 0 e S ot
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ELEGTRONTRANSACTIONGADEMORECONVENIENT

A SLIPS upgraded to:
i. Provide same day settlement facility B ¢
ii. Accommodate high volume transactions ;
iii. Moveto anonline system

A Provisional approval granted to a mobile operato

to implement a custodian account based mobile
paymentsystem

Mobile payment systemmplementedto facilitate
retail payments

Newguidelines prepared tbe issued shortlyto
facilitate Electronic Fund Transfeystem

Provision of Intreday Liquidity Facilities (ILF)
automated

Real Time Gross Settlement (RTGS) system
upgraded

SIS S SE 9

2 = @ @ S Gt
.'-.efj Beonans g amed

NI pawru aue of W Loves 61

INTEGRITOF ANANCIA ENYIRONMENSAFEGUARDEXD

A MOUs signed by our Financial Intelligence Unit (FIU) with FIUs of
Australia, India, Belgium, Solomon Islands and Bangladesh for sharing ¢
information

A Amendments made to:
i Financial Transaction Reporting Act (FTRA)
i Prevention of Money Laundering Act (PMLA)
i Convention on the Suppression of Terrorist Financing Act (CSTFA)

drafted and comments to be obtained from legal
authorities, internationabrganisations

A Draft rules prepared in relation to KYC/CDD for:
i Money Changers
i Primary Dealers and
i Leasing industry
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CQURRENCMANAGEMENTMPROMEX

A Thirdmoney museurat the
Bank's Southern Provincial Office
opened inMay 2010

A Special Commemorative Cdin
mark the60" anniversary issued

A Conduct awareness programmes |«
on the security features of
currencynotes to identify
counterfeit notes

A Campaign launched to promote
clean note policy

4 Beonana rggb amed
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PUBLIOEBTMANAGEMEN WASFURTHEBTRENGTHENKD

A Improved investor confidence, high liquidity and low
inflation expectations resulted in a downward shift in the
yield curve

A The yield curve extended up to a 10 y&arizon

A Debt/GDP ratio on a downward path

Sri Lanka: Extemal Debt Sustainability Indicators © Secondary Market Yield Curve

. Moderately
Indicator Highly Indebted Indebied Less Indebte

1. External Outstanding Debt / GNP X
2. External Outstanding Debt / XGS

3. External Debt Senvice Payments/ XGS

4. External Interest Payments/ XGS

@
B o
8%
7% T T T T T d

0 1 2 3 4 5 6
Maturity Period (Years)
End Dec 09——End Dec 10

5. NPV/GNP

X | X [ X | X | X

6. NPV/XGS

(a) Based on 2010 provisional data.
Indicators are based on the Manual on Effective Debt Management, UN-ESCAP, 2006
XGS : Exports of Goods and Non-factor senices
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STERFAKENTO UPGRADSRI LANKAS SOVEREIGRATINGX

A Appointed a Sovereign Ratings ExpectedSovereign Ratings
Committee (SRC) with representatives
from government, Central Bank and
business associations to upgrade theg . I

O2dzy i NEQa &a2@SNBAAY
minimum investment grade of BBBr -

h I g h e r 2010 2011 2012 2013 2014
A Appointment of three international vear
sovereign ratings advisors in respect

of the three rating agencies
A In September 2010, three ratings s&p Royal Bank of
agencies gave Sri Lankéaourable _ Scotland
foreign currency rating. Fiteh HSBC
Aaz22ReQa AYDAGSR T a22ReQ BankofAmerica
¢ Merrill Lynch
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FOREIGNEXGHANG FRANSACTIONSREATL FACILITATER

A Exchange Control Department continued to play the role of .

facilitator of foreign exchange transactions e

A Several measures to relax foreign exchange transactions \
implemented
i Permission granted to Sri Lanka residents to: ‘ '

0 Open and maintain bank accounts abroad

o Enter into forward contracts in foreign currency
Margin requirements against advanced payments removed
Suspension of prpayment of import bills lifted
Different foreign currency investment accounts unified

Foreigners permitted to invest ipee denominated>ebentures
issued by locatompanies

U Sri Lankan resident individuatgrporatesand unincorporated bodies
permitted to invest in equity of overseaempanies

U Local companies permitted to borrow abroad
U Insurance companies permitted to invest a part of their asabt®ad

[ ot et ot A
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IMPROMEMENTBY MANAGEMEN DF EMPLOYEES

PrROVIDENFUND

A Size of the fund grew by 17% to »
Rs.885 billion " ita

1 yog A3
A EPF diversified its portfolio in 2010 #* “ U ”
and increased investments were
made in the equity market. Through 05 dW0G IW0T 208 2009
such investments, EPF earned
significant realised and unrealised Growth of the Fund (Rs. Bn)
capital gains 1000

Continued project to assign membe;5zzz
with unique identification number. *

A
A Realtime registration of members
A

Total number of Accounts (Mn)

129

400

2005 2006 2007 2008 2009 2010

began in November 2010.
Initialised electronic imaging of EPF  interest Rate paid to members (%)

=

records & BT R =iy
A More than 2.1 million activenembers & I I I
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FACILITATE DEVELORMENN THENORTHERNMND EASTERN

PROMINGES
A Set up two provincial offices in Jaffna and e ———
Trincomaleeo facilitate creditprogrammes granted (Rsmn)
A strengthened ongoing special credit lines by [EESEEEH A i
allocating additional funds for refinance to  JZEIE 3,103 158
support the resumption of economic SARUSARA 4,200 1251
activities. Abiwurdhi 517 121
A Facilitated the disbursement of loans through s 190 250
PFls under the special loan schemes Development
al gl 1 SYAY 3 b2NUKE | VEEZE 92 110
902Y2YAO | OUAQGAUASEA Fm 21,018 aera "
A Provide support to IDPs to regain lost
economic and social status by providing NoYoHFouseholas BeSTotG
appropriate and adequate facilities, market benefitied (Rsmn)
linkages and knowow. 4,650 1400
A Conducted a comprehensive so@oonomic e e
survey of the Jaffna District to obtain 513 184
postconflict baseline data pertaining to the 5473 810
strengths and capabilities and challenges = EEEELED
faced by the people in the North i A
development
e Post tsunami credit 117 42
o
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FANANCIALUNCLYSIOWASACTIVELPROMOTEDO MOVE
TOWARD BALANCE REGIONADEVELORMENT

A Policy decision to exparmink branch network across the country,
and in particular, in the Northern and the Eastern provinces leadin
to 9.1 branches for every 100,000 individuals (global median is 8.«
branches for every 100,000)

A Banks required to open two branches outside Western Province fc
each branch established in the Western Province

Expansion of Financial Services:

Item 2009 2010
Total North &
East only

1847 1904 214
1876 1972 167

* Excluding Student savings units
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HIGHPRIORIT GIVIENTO COMMUNICATIN®/I THTHEPUBLIX

A Timelyand regular
communicatiorenabledthe
Central Bank to manage market
expectationseffectively

i Publiclectures, seminars and
workshops

I Aseries of lectures at
universities

I Regularelease oinformation

I Immediatepress releases on
policychanges

i Press Conferences and

Interviews conducted on all
matters of importance

S 0 e S ot
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Awarenes®rogrammes

Data Releases

A Educational Seminars 38 , ,
A For Studentsc 16 A Weekly Economic Indicatocs52

A For Teachers, 08 A Monthly Economic Indicators12
A For Business communityl4
A Visits of local and foreign teams t_= g

CBSL fodiscussion

N

A Newspaper Advertisements
(All three languages)490

A Press Releases issued
(including Daily press
releases, Exchange Rates, Ol
Prices , SLIBOR and others)
1722

A Media Conferences/Semin

Media Releases

A Media Interviews 35

A Gazette notifications 15 Web Communications

°’ :o:‘:-;m:‘u A Average visitors to web (per
""‘-,.": T u-’mt-mu day)' 1401000 71

STERFAKENTO IMPROMEHEADBINGBUSINESS
ENVIRONMENX

A High priority given to improving

investment climate for the H
private sector

20M

A22NIR .Fyl1Qa a52
LYRSE¢ LI IOS&a {N "nH
out of 183 countries; Steps
being taken to improve this Areas considered in preparing
ranking to 30 by 2016 the Doing Business Index
1. Starting a business
A/ SyanNrt .yl Lzl |2 Dea"tng z_v'th L fpL
. . construction permits
by Stvep GUIgevtq Doing 3. Registering property
daAySaa AY { NRX | |4 cetingcredi
5. Protecting investors
6. Paying taxes
7. Trading across borders
ot @ g B Buead 8. Enforcing contracts
;.jo__'; s a3ghs s 9. Closing a business
MR eau aae oF W LA 72
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the: Monetary, Policy, Strategy
for 2011 and Beyond

FACTORSMPACTINGAONETAR POLICX

Monetarypolicy isgenerally determinedh the contextof:

A Underlying trends in monetaryaggregates
A Likelydomestic or external shocks
A Expected macroeconomic developments

That is because such trends, developments and
shocks, largely lead to chang@s prices in an economy.
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IN THATCONTEX WHATWOULDBE THEKEYDEVELORPMENTS
THATAREEXRECTHN THEMEDRIUNM TERM

BROADBASEECONOMICGROWTH

A Economic growth to be 8% to 9% over the next few years, with all
sectors contributing to this growth

A Rapid development in agricultuveith increasedproductivity and
mechanisation

A Greater capacity utilization and capacity expansion as a result of th
developmentof infrastructurefacilities

A Significant expansion in the services sector

A Productivity improvement with expansion of Infrastructure, Adoptior
of Technology, Training and Skills Development
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'-°" Beomans ragho amd
&

eI e o W Ly 75

KEYDEMELORMENEXREGTED

INVESTMENT® INCREASE

A Investments to reach above 30% of GDP in the medium term
A Domestic savings to rise and to be at least 22% of GDP
A More foreign resources likely to be available through:

i Inward remittances,

i Foreign direct investments

T Foreign financing inflows to both the government and the private sect:
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KEYDEMELORMENEXRECTRD

GRADUAISTRUCTURMDIUSTMENTI® TAKEPLACHN VARIOUSECTORS
A Some structural issues are being addressed

i Labourproductivity

T Land availability issues

A Morelands beingnade availabléor new investment projects anekpansion

i Revival and better management of loss making key public enterprises
A Government Fiscal Consolidation
A Changing lifestyles and spending patterns with enhanced incomes
A Greater regional and global integration with ICT empowerment
Al 2dzyiNEQ&d YARRES AyO02YS adGl Gddza
AatSIHO0S¢ RADGARSYR
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KEYDEMELORMENEXRECTRD

ENCOURAGINBEVELOPMEN TS THEEXTERNARECTAR

A Exports andmportsexpectedto maintain the upwardnomentum

A Earningdrom services, particularlJourism Ports, ICT, and external and internal
trade expected to recordignificantincreases

A Remittances expected to increase further from the current level of 8% of GDP in
the upcomingyears

A HigherFDI inflowgo reach around 2% of GDP, due to more conducive
environment

A BOP surplus likely to be around 1.5% of GDP

A Internationalreserveso be at a comfortable level of around 5 tav®nths of
imports in the mediunterm

A Exchangeate to remain largely stable with a tendency to gently appreciate
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MORESRECIEICAL DERTAIDEMELORMEN BREEXREGTED
IN@omIM M X

HIGHLEVEIOFFOREIGNNFLOWEXREGTED
A Improving investment climate

Foreian Direct Investments

A Relaxation of exchange controls 1200

1000

A Focused fiscal incentives and
facilitation 800

00

A Long term inflows to the governmen "
projected to be around USD 1.7 billi ™
in 2011 0

A FDlS and inﬂOWS to the pl’iVate sect( ° 2005 2006 2007 2008 2009 2010 Est. 2011 Proj.
expected to reach USD 1.5 billion

A Portfolio investments expected to
increase

@ tons= | INVEST SR LANKA‘X;;{ W
W e i b ! :

KEYDEMELORMEN EXRECTEN 2011X

ENCOURAGINBGEVELORMENTS THEPUBLIGECTAR

A Government announceBiscal Consolidation Policy
Framework will support effective conduct of monetary policy

A More domestic funds to become available to the private
sector at competitive rates

A Reduction of taxes to release more funds for private sector
investments
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KEYDEMELORMENEXRECTAN AOMIM M X

FURTHERVPROVEMENTSN THEFISCAERONT

A Overall budget deficit is expected to decline further to 6.8%
of GDP and to around 5% of GDP in the medium term

A Governmentevenue and grants are expected to increase to
15.6% of GDP

A Expenditureand net lendings expectedo decrease t®2.4%
of GDP

A Government recurrenéxpenditureis estimatedo decrease to
16.1% of GDP

A Public investment is expected to beaintained at6.5% of GDP
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KEYDEMELORMENEBXRECTAN AOM1M M X

BUDGETHON 118 ROQIDN DEVELORINERFFICIENGND PRODUCTIVITY
WILLBEARFRUIK

A Majoremphasison:

i Financial sector

i Small andnedium enterprises (SMEs
i Telecommunications

i Tourism

i Valueaddedexports

i Researctanddevelopment

(0p)

A wSOSyid GIE NBF2N¥& &Kz2dzZ R ISy SNI i

Simplifiedthe taxsystem
Loweredthe taxrates
Broadenedhe tax base
Improvedtax administration
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KEYDEMELORMENEXRECTAN AOMIM M X
NEwCCP|EASEDDN 2006/07 SURVENTO COMENTOFORCK

A More representative price index that reflects most recent changes
in consumption patterns

A Helps formulation and conduct of Monetary Policy

A More realistic index to assess current inflationary pressures as
well as inflationary outlook

A Need to rebase the CCPI every 5 years as consumption patterns
change rapidly
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IN THISSCENARICTHECENTRABANKS CHALEENGEOULD
BETO MAINTAWINFLATI@MT ARQUNIMID-SING EDIGIHT
LEVEL 8N THESHORRAND MERIUNTERM..

A Demand pressures emanating from the new developments will
need to be held in check

A Significant price pressures have to be anticipated and intervention
will be needed to mitigate these pressures through both demand
management and favourable supgide developments

CENTRABANKWILL THEREFORHAVETO CONTINUETO MONITOR
MONETARYAND ECONOMIMEVELOPMENTEL.OSELXND RESPOND

APPROPRIATELY
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MONETARMANAGEMENTN SRI LANKACONTINGESO BE
GUIDEBY THEMONETAR TARGETIN GRAMEWQRX

A Reserve moneys the Operating Target
A Broad moneyis the Intermediate Target
A Monetary Programmeserves as the guide to monetary policy operations

HOWEVER, THE VASIIRUCTURAL CHANGES NOW TAKING PLACE IN’
ECONOMY COULD RESULT IN SIGNIFICANT FLUCTUATIONS IN FINAI
FLOWS AND CHANGES IN FINANCIAL HABITS OFASE®ELE AS
CHANGES IN THE VELOCITY OF MONEY AND MONEY MULTIPLIER.

A In theface ofsuchchangesit will be more challengintp stipulate EXACT
TARGETS for monetaaggregates.
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HENC ETHIHE EXIST INGN\FRAMEWERES 0 BE
SURPEEMENDBY AWMORBEDMNAMIC APRROAC
IF WHEAAREOTO SECUREBA LOWSANIDESTABLE LE
OF INELATION INHT HEAN EARSOMO X OME

Accordinglywe will follow a dual approach:
an Economic Analysiand aMonetary Analysis
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THE ECONOMIGANALY:SI SVOULIDCOMER.

Aggregate demand and potential output
Developments in the global economy
Fiscaldevelopments

Exchange rate movements

External trade and the balance of payments

Developments in capital markets as well as other financial
markets

Labour marketconditions

To T o To To o I>

For this apalysis, rebasing thi@CPbn
| 2dzaSK2f R LYyO2YS
importance
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THEMONETARANALY:SI SVOULIDCOVEKX
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A Impact of various domestic and international shocks on the economy

A The sensitivity of the orgoing Monetaryprogrammeto the above

shocks and the need to adjust it in order to deliver the overall policy

deliverables

A Possible changes in credit growth: Bank credit to the
Government, Public Corporations and the Private sector

A Money market liquidity and its control measures

A Impact of capital inflows, its impact on the exchange rates and money

markets
A Savings and investment patterns

A Developments in the financial system
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THEMONETAR PROGRAMMEOR2011 ENVISAGEBHE

FOLLOWINK

A Anticipated GDP growth of aroun®.5%

A GDPdeflator of 6%

A BOP surplus in 2011 of around USD 350 million

A Net Credit to the Government to be about Rs.42 billion

A Credit to the private sector to expand by about 16%

A BroadMoney andReserveMoney growth tobe at around 14.5%
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ON THATBASIS PROJECTEEXPANSIONN BROADMONEY

IN THEMEDRIUNM TERMWOUILLDBEX

Projected Expansion in Broad Money (% change over previous year)

_ 2010 2011 | 2012 | 2013
o T

GDP Growth

GDP Deflator 6.0 5.5 5.0

Broad MoneyM2b 15.0 14.5 14.5 14.5
(Annual Average)
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IMPLEMENTATIOGF MONETAR POLICYWOULLDBEON A
MULT+PRONGE BPRROACK

A Policyinterest ratesto be used aghe key
policy instrument

A Interest rate corridor approach to be
continued

A Stability in call market rates to be
maintained

A Policy advice and intervention methods
relation to the supply side will be offere(
to the relevant authorities

A Exchange rate stability will be maintaine
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IN IMPLEMENTINGIONETAR POLICYWE WILLCONTINYE
TO SEER/IEWSOF ALL STAKEHOIERERS
Consultative Committeen Monetary Policy will continue, thereby strengthening
the policydecision making process.

A

A Special thanks to the outgoing Chairman, Prof. A. D. V.lder@ratneand
Member, Mr.YohanPerera
A
A

Warm welcome tavir. Mahen Dayanandathe incoming Chairman.

Other eminent members of the Monetary Policy Consultative Committee (MP(
for 2011 will be:

i Mr. SohliCaptaing Chairman, CEIl Plastics Ltd.

i Mr. CubbyWijetungeg Director & Chairman Emeritus, Nestle LaRkaltd.

i Mr. RajaSenanayake Chairman, SKM Holding Ltd.

i Mr. PreethiJayawardang Jt. Managing Directo€hemanextd.

T Mr. AmalCabraak Chairman, Unilevet Sri Lanka

i Mrs.NirmaliSamaratunge CoChairperson & Jt. Managing Directivfackwoods(Pvt) Ltd.

i Mr. SujeewaRajapakse Vice President, Institute of Chartered Accountants of Sri Lanka
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OUR CLOSBOMMUNICATIONVITHALL STAKEHOLDERS

AND THIEPUBILICGNOULIDCONTINUE

Monetary Policy Announcement Dates for 2011

A The public will be kept
informed ofpolicy changes
and the rationale for such
changes to facilitate
informed decision making
by economic agents.

January
February
March

April

<
2

A Our special thanks to media [EEE
for their extensive and iy
in-depth coverage for our R

policies and policy actions September
October

November

December

= 'lo-mowlhqo
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Date of Announcement

11" Tuesday
8h Tuesday
8h Tuesday
19" Tuesday
13" Friday
10" Friday
8h Friday
19" Friday
16" Friday
11 Tuesday
8h Tuesday
20" Tuesday

93

S5.PROROSEPOLICIEFOR
ANANCIALSYSTEVSTABILTTYN
2011 AND BEXYOND
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1/4/2011

THEFINANTCIASECTORVILLBEFURTHHE REMELOREAND
IMPRONMED

A Emphasis will be on:
U Safety
U Stability
U New growth areas
U Innovative financing solutions
U Prudential framework

U Supervisory arrangements and
processes

U Surveillance framework

S O @) SO GoU
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CONTINUOLE SMPROMEMENTSILL BECARRIEDUT BASED
ON THEEISSUESHATSUREACEDUR INGIHEGLOBAL
FINANCIACRISIS

AwSTAyS aaiNBaat uSa/

A Improve supervisory cooperation across ©

regulatory agencies

A Enhance risk identification and early

warning systems

A Reinforce quick liquidity support and

resolution arrangements

A Strengthen financial safety nets
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RISKMANAGEMEN WILLBEGIVIENTOPPRIORITX

A Guidelines will be issued to banks on
Integrated Risk Management

A Integrated risk managementechniques
will be developed to:

i Closely monitorand manage risks

i Ensure availability of adequate
capital within banks and other
financial institutions tomeet
unforeseen risks

A Direction on margin trading of shares by
banks to mitigate exposure to equity
market and to introduce a risk
management system.
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A ROBUSAND ERFECTNGURERYISORMECHANISNN LINE
WITHTHEBASELFRAMEWQRWILLBEIMPLEMENTED

A Implement Internal Capital Adequacy Assessment Process
(ICAAP) and Supervisory Review Process (SRP) under Basel Il
Pillar 2. This will entail:

T Capital allocation enhancement for risks not captured under
Pillar 1

i LRSYGAFTAOIGARZY 2F SELX AOAG NBaA
and the supervisors

A Move towards advanced approaches of Basel ||

A Carry out appropriate reforms in line with Basel |11
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THEADORTIONDF INTERNATIONAACCOUNTING
STANDARD®ILLBEFACILITATED

A AdoptSriLanka Accounting
StandardgSLAS) 44nd45o0n
financial instruments by January
2012 (correspondintAS 32and 39)

A Adoptionof the Sri Lanka
Accounting Standards (SLAGon
related disclosures (corresponding
IFRS ywill also be facilitated
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FANANCECOMPANYSECTORNILL BE MONITOREBRVEN
MORECQLOSELX
A All Registered Finance Companies will be
required to list on the CSE by Jugé11
i Facilitatemobilisation of capitalfunds

i Broad based ownership

i Enhance governance standards and disclosure

P
requirements \" c s E
<o

STOCK EXCHANGE

A RFCs will belassified into twogroups:

- Those which are in full compliance with
all applicable laws, regulations and
directions and those which are not

- The separate groups will be published i
the newspapers on a quarterly basis,
commencing ¥ July 2011.
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NEW MECHANI SN ®/ILLBEDEVISETO MONITORAND
SURERVISHVERSIFIEGROWR VITHFINANCIAINTERESX

A Identify and monitor risks arising
from:

T Inter-connectedness of Financial
Institutions

T Related companies

T Business conglomerates

A Certain groups may have complex
and (sometimes) opaque structure:

_:"'-‘ om:nw
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FOREIGICOLLABORATIOMLLBEINCREASED

A Supervisory culture and practices
will be made consistent with
international standards

A Since there is a increasing presence ?t 4
of international banks in Sri Lanka ~ g}@
and local bank branches outside Sri $
Lanka, Memorandum of m,

Understanding (MOU) with home X

regulators of foreign banks and host .
regulators of local banks in the (: k §-
Asian region, will be developed by

end2012
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MECESTO ANANGE WILLBECONSIDEREASA (BASIC
NEES AND GIVENSRECIAATTIENTIOX

A A factfinding survey will be conducted in early 2011 to
address:

i Knowledgegap ofpeopleon banking and financial
matters

I Suggested remedial measures

A A wide ranging financiditeracyprogramme will be
launched in lagging provinces

A 125 comprehensive financial literacy programmes will be
conducted in 2011
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PUBLICAWARENESSAMPAIGN®ON UNAUTHOREZERNANGE
ACTIVITWILLBECONTINUER

A Listof licensed bank& registered financial institutions will be published regularly

A Risks in investing & depositing in nmyistered institutions and prohibited
schemes will be highlighted as already done

A A Customer Charter will be introduced in order to:

i Educatecustomers of financiahstitutions, of their rights and responsibilities

i Provideguidance to customersf banks & financial institutions, transacting withsuch
organisations and as to what redress is available in the event of a violation of the right:
customers

A Develop mechanisms to provide informationdostomerswho requireinformation
on:
i Processes and documentation involved
i Relevant fees and charges
i Risks and benefits of various products
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FURTHERVPROMEMENT®ILLBEERFECTHAN PAYMENT
SYSTEMTO SAREGUARBUBLIGNTEREST

A Develop higher level of supervision
of service providers

A Issue guidelinet regulate internet
bankingservices and mobile
payments

A Move towards a common ATM
Switch

A Move towards a common Debit Ce
Switch

A Provide for onlineencryption
security for payment cards

J Beonana ragho sl
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STRENGTHERHEAML/CRTFRAMEW@RK

A Existing laws will bemended to
match international standards

A Measures will be taken tbnalise
the legal review process to fulfill the
identified gaps in the existing laws
(FTRA, PMLA, CSTFA relating to

ML/TF) > -
A Capacity of the Financial ’ J
Intelligence unit will be significantly .~ ~7

enhanced
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STERSO IMPROMETHEEFRIQIENCIF BANKSTO LOWER
INTERMEDIATIOROSTX

A ¢KS AyGSNBal &aLIN®doR Ay (2RIF&Qa ol yiA)
is about4.5%.
) ) ) INTERMEDIATION COST
A 1t will be possible to lower thimterest

spread toaround 3.5% 4.0% by end
2011, particularly given the stability in
interest rates

Ba
nk Average Lending Rate

Desirable
level level

A Reduced intermediation costs will need to be
achieved through:

i te
. . o = Borrowing R3
i Operational efficiency Bank Avera

i Reengineeringousinesprocesses
2011 2016

I Costeffective and efficientustomer
services

i Developmentof innovative products
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THECORP@RATBOND MARKE WILLBE FURTHEREVELORED

A So far, Bank loans and equity markets have been
main sources of financing.

A Development of the corporate bond market would
createadeeper increasingly integrated and
competitive financiamarket.

A The deepening of the Corporate Bond market will:
i Improve the ability to balance debt
i Better manage the degree of leverage

T Reduce the impact of shocks arising from e
dependence on any single form or source of
financing

o
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1/4/2011

GLOBAIAND REGIONAEINANCIA LINKSNILLBE
STRENGTHENKD
A5S@St21L) GKS FTAYLFYyOAlLt aSoi2Nna O
changing requirements of the economy, and support the next phase
of economic development of Sri Lanka

A Strengthen linkages with the global economy

A Providethe necessary support arglidance to the Presidential
Commission on Banking and Financial Services, which is to be set up
shortly.

A Graduallyrealise{ NJ&A [pbtshfjalt€d@come aegional financial
hub.
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IN FORMULATINBOLICIEBORTHEFINANCIASECTORNE
WILLCONTINEEOQ SEER/IEWSOFALL STAKEHOLDERS

A The Financial System Stability Consultative Committee (FSSCC) w
continue to contribute towards strengthening the financial system .

A FSSCC for 2011 will comprise the following members:

A Mr.R. NAsirwatham- Chairman

Mr. U Mapag Financial OmbudsmafheFinancial Ombudsman Sri Lanka (Guarantee) Ltd.
Mr. S. NPalihenag Former General Manager, Bank of Ceylon

Mr. M. U. de Silvg SecretaryGeneral, Sri Lanka | y As&oQiation

Mrs. L. KGunatilakag Former Director SNBFI, Central Bank

Mr. Ajith Devasurendra; Deputy Chairman, Browns Group of Companies

Mr. Sanjaya&ulatungag Director,AmbaResearch Lanka (Pvt) Ltd.

Mr. SujeewaMudalige¢ President, Institute of Chartered Accountants of Sri Lanka (JCASL

Mr. Manjulade Silva President, Insurance Association of Sri Lanka

To o Do e T e o D e

Mr. S.Jeyavarmarg, CEO, National Asset Management Ltd.
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6.POLICIESO STRENGTHETHE
ECONOMMN
2011 & HEYOND

\

C

v § o 8o Sco®
-,—/ CENTIAL BANK OF 551 LANKA

VARIOUAGENC FUNCTIONSARRIEDUTBY THE
CENTRAIBANK ON BEHAEPFTHEGOMERNMENWNILLBE
CONSCIENTIOUSMPROVEX

These are:

A Issuing and managing currency

A Managing the public debt

A Facilitatingforeign exchange transactions

Aal ylIr3Aay3a GKS 9YLIX288SaQ t
A Promotingregionaldevelopment
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A NEWCURRENCSERIEW/ILLBELAUNCHEIN FEBRUARAOA1M M

A A new series of currenayotes with
the theme of
development, prosperity and Sri
Lankan dancers will be launched

A Awareness programmesn the &2
security features of new currency
notes will be conducted to combat-— S N &
counterfeiting A, = q

A Under the Clean Notes Policy a (E T
country-wide programme to S ARG
educatethe public on the proper
handling ofcurrency will be
conducted, while soiledoteswill -
be removed from circulation e - e B

\;} !
il
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FOREIGNEXCHANGRELAXATIOMEASURESOBE
IMPLEMENTEWITHEREECFROMEARKZ2011

A Permission for local companies and institutions and individuals
to invest in equity of companies incorporated abroad and
sovereign bonds issued by foreign governments

i Increased level of reserves enabled implementing these measures

T This would help longerm external sector stability
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FURTHEROREIG EXCHAN GRELAXATIOMEASURE®R/ILL
BEIMPLEMENTED AOMIM M X

A Permission for insurance companies to invest up to 10% of asset:
of general fund or technical reserve in foreign assets

I This would facilitate insurance companies to diversify their
investment portfolio and improve long term financibility

A Introductionof Corporate Credit Cards / Tra@ards

A Permission to be granted to transfer funiisNRFC/ RFC accounts
amongbanks and among individuals

A Removal of thenaximum limit on the balance of the Indirect
9 ELJ NIl SNA Q CG2chudta 3y [/ dzNNBy Oeé

A Relaxation of exchange control restrictions on investments in Unit
Trusts
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FURTHEROREIG EXCHAN GRELAXATIOMEASURE®R/ILL
BEIMPLEMENTED BOMIM M X

A Relaxatiorof restrictions on foreign investments in
education, travel agencies and shipping agencies

A Permission to be granted to residents to make payments to-non
residents in respect of purchase of restate

A Permission for Sri Lankan students studying abroad to obtain
loans from banks in the country of study.

A Introducing special foreign currency accounts for
i Travel agents
i Airlines

i Local companies who undertake foreign contracts such as power
projects, building constructions etc. abroad

i Local companies which undertake foreign funded projects in Sri Lanka
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SPECIAFOCUSTOBEON EFRICIENTRESERY MANAGEMENT
TO OBTAINOPTIMUNRESULDS

A TheForeign Reserves Management activities will be
expanded in scope and extent by:

- Implementinga stateof-the-art treasurymanagementystem,
- Multiple-shift working arrangements, and
- Provisionof modern physical infrastructure

A Foreigrreserves in the medium
term targeted to be maintained at g
around 5 to 6 months import
equivalent level

A Accordingly, Gross Official Reserve s
are projected to increase to arounc "%
US$ 10 billion by 2013
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PUBLICDEBTMANAGEMEN WILLBESTRENGTHENEDRTHER

Projections of Outstanding Public Debt

A Debt portfolio willbe further (2010- 2016) (As a % of GDP)
restructured to reduce cost and risks. "

A Steps will be taken to broaden and "

B
an
TS
diversify investor base. 7 -
A Lowering fragmentation to improve ¢ S
liquidity and secondary market w0 I I 6
operations - [

A Ensurea sound regulatory framework. IO RLOIME 20 EMA S e

e
A Improve operation®f the LankaSettle
and Primary Dealer Systems.

A Enhancesecondary market trading of
Government Securities.

Per cent
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MAKEEREECTIMESEOF THELARGEROQLOF

RESQURCRYAILABEEO SRI LANKAX
ACdzyRAy3I TNRY (KS 22NIR . ° ")A B
T International Development Association (IDA)
ACdzyRAy3a FTNRBY ( KcBncéssloNdl R . 1 Qa
window WORLD BANK
T International Bank for Reconstruction and Developme 8 J
(IBRD)

A Continued funding from Asian Development Bank (AD,
A Bilateral sources such as JICA, China, India and Kore
A Appetite of various funds abroad to invest in Sri Lank
A In addition significant inflow of FDIs are expected.
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MANAGEMENDF BEMPLOYEEPRGVIDEN FUND TOBE

FURTHEREVELORED
) ] B YOuIEPrAt:O:n ‘e:’""’"“lm
ALY GNRRdzOS || W, 2
concept '/ ‘
A Project to assign members a R s

unique identification
number will be completed
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DEVELOFHENEWLYPROROSE BENSIONFUNDS

A As proposed in Budgé@011, steps will be taken to
establish the new Employe@s t SyaAzy C
provide post retirement pension benefits to
employees in the private and corporate sector.

A Steps will be taken to implement the proposed
Citizen® t Syairz2y | yR LyadzNY
informal sector, as proposed in Budget 2011.
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REGIONADEMELORMENVILLCONTINEEO FOC DN SIMESX

A Promote Information & Communication
Technology based SMEs

A Facilitate service oriented SMEs in the
hospitality industry

A Conduct entrepreneurship development
trainingprogrammedo fill the knowledge ga
of existing and potential entrepreneurs in tr, J&
regions

A Introduce a new credit guarantee scheme tc
mitigate credit risk to PFIs lending to SMEs
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NEW PROQIECIRRICESO COORDINATACTIVITHERELATEDO
POVERTRERUCTION THEREGION SO BEESTABEISHED

A Further strengthen existing poverty focused credit lines

A9ELI yR I Ol Pabodink-SevergAN&RENH d
Micro Finance Project (PAMP) Il, to address:
T Poverty

I Regional inequality

A Five project offices to be set up in 2011 under PAMP II:

Jaffna,Vavuniya AnuradhapuraMonaragalaBatticaloa
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REDUCINGOMERTEND IMPRONMINGFINANTCIAINOLUSION . P

A Overall focus to link low income people with banking sector

A Conducfinancial literacyprogrammesamong people who
currently are outside the formal financial sector.

A Target of 100 per cent financial inclusion by the y2@it5

A Facilitate best practices to improve productivity and quality of
produce

A Establish market linkages for rural produce to enhance income
of producers

A Central Bank is planning to continue its series of Consumer
Finance and Socio Economic Surveys (CFS)in 2011/2012
covering the entire island for the first time since 1981/82.
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A The identified hubs are:

A We will set up a Working Group to advise the releva

e { @e S Bcond)

SUPRORTHEDEMELORMENIF THEFIVESTIRATEG KMUBX

A Mahinda Chintanag Vision for the Futureenvisages

transforming Sri Lanka into a strategically important
SO02y2YAO OSyGNBz GF{1Ay3
AGNF GS3AAO0 3IS23INIF LKAOLK €

i Naval hub

T Aviation hub

I Commercial hub
i Energy hub

i Knowledge hub

authorities in the actions needed to achieve these
outcomes.
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CENTRABANK OF SRI LANKAIS CEEEBRATINGD YEARS
OFOPERATIONS 2010/2011

A Sincere gratitude for those who
worked with us throughout these 60
years

A L .

Al o2@SliNR aALISOG € ing |
August 2010

H . . £ !
A A series of orations given by v _
prominent persons e ; :

Adeh{ 91/ 9b D2OSNYy2NEQ /2y FTSNB
will be held inFebruary 2011
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OUR GRATEFUTHANKIOX

A Many have toiled with us to enable us to stand here and proudly
speak of our achievements

A HisExcellency, Presideand Ministerof FinanceMahinda
Rajapaksé#or the extraordinary contribution to our country and
our economy

A FormerDeputyMinisters of Financesion.Dr. Sarath
AmunugamaHon RanijithSiyambalapitiyand Hon Chandrasiri
Gajadeera

A The newDeputyMinister of FinanceHon.Geethanjana
Gunawardena

A Attorney General, Hon. Moharieris PC, Auditor General, Legal
Draftsman, Members of the Audiommittee Banksand other
financial institutionsmediaand all other stakeholders in the
financial system for theico-operation and contribution
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OUR GRATEFUTHANKRALSOTAGX

A The Monetary Board memberBy. P. B.JayasundergSecretary to the
TreasuryMrs. Mano RamanathanMr. NimalWelgamaandMr Neil
Umagiliyawho are always at hand to discuss, advise and implement

A Deputy Governoiyr. DharmaDheerasingheDr. D. SWijesinghe Deputy
Governor who retired from the bank 2010andMr. P D J Fernandeho
\évaélappointed as Deputy Governor 2010for their commitment and

edication

A Assistant Governors, Our Representative at the IMF, Heads of
Departments, particularly the Chief Econgmist and Director of Economic
wSaSINOK YR KAa auol¥F F2N G2RIe&c¢
for their hard work and tremendous dedication.

A The Consultative Committees on Monetary Policy and the Financial Syste
Stability for the policy discussions and advise and the Sovereign Ratings
Advisory Committee.

A The Panel of Experts, Managing Agents of troubled Financial
Institutions, officers of the Ministry of Finance and Planning, officers of
other Ministries and institutions and all others connected with our
economy.
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2010HASBEEMNA SIGNIFICANYEARFORTHECENTRAL
BANK

A Our Balance Sheet has reached a TRILLION RUPEE
value

A The Public Debt that we manage exceeds FOUR
TRILLION RUPEES

A The EPF we manage is about NINE HUNDRED BILL
RUPEES

A TheForeign Reserves we manage is over SEVEN
HUNDRED BILLION RUPEES

We are happy that we have delivered value to the
country in all what we have done. But, we will be the
first to admit that there is a lot more to be done.
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-ASALSCBEEI\THEDAWNOFA NEWERAFOR
OURCOUNTRX

A A full year of peace and stability

A The year has provided the space for rebuilding and
reconciliation and excellent platform to launch the
next phase of development

A We have seen a concerted effort being exerted
from all quarters of the economy

A The significant investment in infrastructure is
beginning to bear fruit
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Now, THEPRESIDENAND THE GOVERNMENDF RiI LANKA
HAVESTATEODHEIRNTENTIONO ACHIEVEWOMAJOR
GOALSN THECOUNTR® DEVELOPMENIROCESS
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PER CAPITA INCOMB
US $4,000 BY THE YEAR

2016
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WITH EXTRAORDINARY
ACHIEVEMENTS
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