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Section 80(3) of Central Bank of Sri Lanka Act, No. 16 of 2023

“The Governor of the Central Bank shall ensure

that the Central Bank shall, within a period of

four months after the close of each financial

year, publish, and lay before Parliament
@ through the Minister, a report approved by
“““““““““““““““““““““ the Governing Board, on the state of the
economy during such financial year
emphasising its policy objectives and the
\ condition of the financial system. The report
shall include a review and an assessment of

the policies of the Central Bank followed

during such financial year”
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The Sri Lankan economy continued to
recover steadily in 2024, following its
deepest economic downturn

experienced two years ago

The road to recovery was difficult, but notably faster
compared to most debt-distressed countries

Reforms backed by the IMF programme continued,
political stability was restored, and external debt
restructuring reached near completion

These supported the country’s exit from restr:cted
default rating |
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RECOVERY OF THE SRI LANKAN ECONOMY
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At the height @ 2024

crisis

E Inflation (ccri y-o.y, %
69.8 -1.7

Sep 2022 ond year
GDP GI'\OW"'I'l {y-o-y, %)
7.3 5.0

2022

al

000 Per Capita GDP (uso)
U8y a2 4516

Interest Rate (awer, %)

% 29.7 8.9

Week 4, Nov 2022 ond year

Private Sector Credit
Growth (y-o-y, %)
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Recovery of the Sri Lankan Economy

At the height ® 2024

crisis

Gross Official Reserves
fwith PBOC swap, USD bn)

1.7 6.1

end year
NPL/Stage I
Loans Ratio* ¢

136 12.3

Sep 2023

ond year

Central Government
Debit** (% of GDP)

114.2 96.1

e end year

Government Revenue
and Grants % of GDp)

8.3 13.7

2021

Overall Fiscal
Balance % of Gop)

-11.7 -6.8

2021

* Data after 2020 are based on SLFRS- based reporting
**Please refer the footnotes of table 1.21 AER 2024
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Recovery of the Sri Lankan Economy

Real GDP Growth
{Y'D'Y! %l

Inflation
(CCPI, annual average, %)
46.4

-7.3
2018 2020 2022 2024 2018 2020 2022 2024 2018 2020 2022 2024 2018 2020 2022 2024
Exchange Rate Private Sector Credit Growth NPL/Stage lll Loans Ratio* Gross Official Reserves
(end year, Rs./USD) 363 (end year, y-o-y, %) (end year, %) (end year, USD bn)
128 12.3
15.9 6o 16
1 00 7 7_6 ) 60 ]
-0.6 2015 2018 2021 2024 2018 2020 2022 2024

2018 2020 2022 2024 2018 2020

Government Revenue and Grants

(% of GDP)
13.7

2018

2020 2022 2024

2022

Overall Fiscal Balance
(% of GDP)

N\

Interest Rate Per Capita GDP
(end year, AWPR,%) (USD)
5.0 - 4516

4,082

2024 *Data after 2020 are based on SLFRS-based reporting

Central Government Debt**
(end year, % of GDP)

114.2

104.7

96.1

100.0

-6.8

9.0 -8.3

-10.7 L 784

-11.7

2020 2018

**Please refer to fooinotes of table 1.21 of AER 2024

2020 2022 2024
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Inflation and Real Sector Developments




Inflation followed an overall decreasing trend during 2024 and
reached deflationary levels towards the end of the year

Vs

~
Movements in Headline and Core Inflation (CCPI, y-o-y) Contribution to CCPI-based Headline Inflation(y-o-y)
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. . . . . Miscellaneous Goods and Services
* Frequent electricity tariff reductions contributed more to s Alcoholic Beverages, Tobacco and Narcotics
o . o o . Recreation and Culture
the decline in headline inflation s Clothing and Footwear
[ Communication
mmm Furnishing, Household Equipment and Routine Household Maintenance
° H . [ Health
* Other contributing factors: e s cation
- Moderation of global commodity prices mm Restaurants and Hotels
[ Transport
- Strengthening of the Sri Lanka rupee e Housing, Water, Electricity, Gas and Other Fuels
.. [ Food and Nc_)n AlCOh?lIC Beverages Source: Department of Census and Statistics
- Statistical base effect L Y-0-Y Headline Inflation Central Bank of Sri Lanka )
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The general price level exhibited an overall declining trend in 2024

° . . . ° ° ( \
* Prices of food items exhibited an overall declining trend Figure 1.2: CCPI vs. Headline Inflation
* Decline in volatile food prices )0 - .
* Decline in prices of imported food items 200 | 0
 Prices of non-food items also exhibited an overall 190 | 60
declining trend 180 1 50
%170 - - 40
+ Downward revisions to cost reflective administrative prices 2.0 L,
 As reflected by the annual average change in CPls, cost 150 1 20
of living exhibited a marginal increase in 2024 140 10
compared to 2023 130 0
. . - . ]2{:} Ll 1 1 1 1 1 I 1 1 1 T 1 I 1 I ']0
« The ongoing temporary period of deflation will help §YS8§98838883333338%
ease the cost of living as well as the cost of production 3T A2 T A28 3782323
CCPI (2021=100) - Index Value
to some extent Headline Inflation (CCPI, y-o-y) (RHS) (a)

Inflation expectations of both corporate sector and household sector followed an overall
declining trend during 2024, aligning with realised inflation
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Sri Lankan economy rebounded with a 5.0% real growth rate in
2024, following two years of contraction

(e A

Figure 1.8: Annual Real GDP Growth Rates (a) [ ,
5 Aggregate Demand at Current Market Prices

10

5 - 2 IS'0 Economic Activity mmm_
° 0 1. Domestic Demand 28,011.5 30,683.4 102.2 102.6

© o 23 1.1 Consumption 21,270.3 22,623.0 77.6 75.7
10 1.2 Investment (Gross Capital Formation) 6,741.2 8,060.3 24.6 27
1 2. Net External Demand 5917  -784.8  -2.2 2.6
20 2020 2021 2022 2023 2024 3. Total Demand (GDP) (1+2) 27,419.8 29,898.6 100 100

\

. Agriculture . Industry . Servicess = = GDP

(a) Based on the GDP estimates (base year 2015)
N y,

« Overall growth stemmed from industry, led by manufacturing and construction revival
» Service sector also grew strongly, driven by sustained gains in transport and accommodation
+ Domestic demand grew, driven by growth in consumption expenditure and investment expenditure
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The Population and Labour force participation rate declined, while
the Unemployment rate reduced in 2024

\.

Table 1.5: Household Population, Labour Force
and Labour Force Participation (a)

ltem 2023 | 2024 (b)
‘Household Population '000 Persons 17,306 17,551 (c)
0t e e
R e e
Unemployet;il 398 367 (c)
)
Labour Force Participation Rate (d) | 48.6. 47 .4
Male | 68.6 67.4
Female | 31.3I 29.8

(a) Based on information available as of 28 March 2025 | |

-

aan | I

Unemployment
Rate

ol |

Labour Force
Participation Rate

* Total population of Sri Lanka as per Census of Population and Housing 2024 - 21.763 Mn
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22.0 Mn
in 2023

Mid-year

[21.9 Mn in J
: 2024
Population

son )

Departures for
Foreign
Employment

Annual Economic Review 2024 | 10



Monetary Sector Developments and Policies /
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Monetary policy stance remained increasingly accommodative in 2024

A relaxed monetary policy stance was pursued in 2024
due to;

* Subdued inflation

« Well anchored inflation expectations
« Continuation of tight fiscal measures
. Strong external sector performance

Reduction in Policy Interest Rates
2024

March

around

25 bps 50 bps

50 bps

* This is in addition to 650 bps reduction in 2023
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Increased emphasis on
Monetary Policy
Communication

v'Social media platforms

v'User friendly and straightforward
communication material

v'Improving the usual channels of
communication

v'Improving awareness of
stakeholders

. Y Statutory Publications and Report
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Accommodative policy stance was reflected in market interest rates

? \
Market interest rates continued their downward momentum * Liquidity in the domestic money market increased
significantly in 2024 *
Deposit Rates Lending Rates 18 - _ 300
28 + AWDR  AWFDR AWNDR AWNFDR 28 T —— [fvf::‘lf‘ullay:l 17 J
26 - 16 - 200
24 | 15 -
Y L 100
22 4
13 - c
20 - =S Lo =2
12 g
18 4 11 4
" - L 100
16 - 10 A
14 - 9 I -200
8
12 A -——
7 . - T - - T . . . - . . ~L -300
10 & & 8 ¢ 8 &8 3 3 &3 &8 & &8 & ¢
——— AWPR (Monthly] —— AWLR S 5 5 2 4 3 £ & E 3 & i & %
8 AWNLR S AWNSR 2225822 2 2 3 482 2 32
o | T AW OPR — — — SDFR
mllc::l cJ:m Iml-cr-;--:--;--;-;-*r-cr-q--r-n--n- AWCMR — — = SLFR
P § g {; 8 Eg 3 ‘}g}; @ E gg TEe {; }{; b c;}{; g 3 {g Average Liquidity for the Reserve Maintenance Period (RHS)
BEZ2EE 75028882 2853038834 Overnight Liquidity (RHS)
N J U J

* Please refer annex for acronyms

Yields on government securities declined in 2024, in line with the notable improvements in fiscal
performance, easing of monetary policy and the gradual dissipation of risk premia
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Credit extended to the private sector recorded a notable expansion in 2024

( N\ [, S\
Monthly Change in Credit Volume vs Quarterly Change in Sectoral Credit vs
Growth of Credit (y-o-y) Growth of Sectoral Credit (y-o-y)
200 - 100 4 % Share Umer[IIE:Ei; - 15
300 4
150 A 10
200 4
100 - - 5 Agriculture &
100 { gric 12.6%
Fishing
50 -+ .E o4 I
5 o
g 0 2100 .
' Services 12.3%
_Em 4
-50
=10
=300 4
-100 Personal Loans
-400 4 - -13 1 1 .3%
150 58 8 8 3 4 & 4 and Advances
2 5 x g &2 5 x 4
B  Aoricutture and Fishing B nousiy
. Servicas . Personal Loans and IndUStry 8.4%
. Monthly change ~——— Y-0-Y Growth (RHS) ) Advonces
T-o-% Growth of Total Credit (RHS)
\\ VAN J

Credit expansion has been across all the key economic sectors
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The dynamics of the credit to the public sector by the banking system have

changed recently

Ve

Figure 1.15: Annual Change in Credit to Public Sector
by the Banking System *

2024
2023 (a)
2022
2021
2020
2019
2018
2017
2016
2015
2014

-2,500

-1,500

-500 500
Rs. bn

1,500 2,500

S B NCG - Central Bank NCG - LCBs B Credit to SOBEs - LCBs

J

* Qutstanding foreign currency debt of the CPC was absorbed into the
Central Government debt in 2023

]Es?ﬁ
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NCG by the Central Bank declined notably by
Rs. 602.7 bn in 2024, due to

« Offloading of Treasury bills held by the Central
Bank

* Reduced reliance on the Standing Lending Facility
of the Central Bank by participatory institutions

In contrast, NCG by LCBs recorded an increase of
Rs. 587.8 bn during the year

Credit to State Owned Business Enterprises

(SOBEs) by LCBs declined by Rs. 113.1 bn in
2024,

* primarily driven by net repayments from major SOBEs
amidst the improved financial performance of such
entities
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The Central Bank Act (CBA) stipulates achieving and maintaining domestic
price stability as the primary objective of the Central Bank

=3
Vol
Wy VEARS

Monetary policy
framework

v" Flexible Inflation
Targeting (FIT) with
flexible exchange rate
regime

v Central Bank is required
to maintain quarterly
headline inflation at
the target of 5%

o
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Transparency and
accountability

v" Monetary Policy Board
to submit a report to
Parliament and make
available to the public if
inflation target is not met
for 2 consecutive
quarters

v Coordination council
meets quarterly to
discuss matters involving
the Central Bank and the
Ministry of Finance

v Publishes the Monetary

Policy Report bi-
annually -/

o

Overnight Policy
Rate (OPR)

v Central Bank shifted to
a single policy interest
rate mechanism from its
dual policy interest rate
mechanism in 2024

v AWCMR continues to
serve as the operating
target

v' At present OPRis
8.00%

~

)
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External Sector Performance
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The merchandise trade deficit widened in 2024 compared to 2023, yet
remained lower than recent historical averages

r

Composition of Exports

0.4%

21.7%

2024
USD 12.8 bn

77.9%

. Industrial Goods
. Agricultural Goods

. Mineral and Other Goods

Export growth of 7.2% (y-o-y),

supported by

* the recovery in garments,

+ over performance of petroleum
exports

~\

Composition of Imports

(&

18.4%

7~

2024
USD 18.8 bn

63.2%

. Consumer Goods
. Intermediate Goods

. Investment and Other Goods

Import growth by 12.1% (y-o-y), due to

increased economic activity,
relaxed import restrictions
favourable global price dynamics

USA

UK
Germany
Netherlands
ltaly

Other Countries
Oman
Malaysia
UAE
Singapore
India

China

-5

(4 N\
Bilateral Trade Balances

I 2023
| 2024

-4 -3 -2 -1 0 1
USD bn

» Total trade with India - USD 4.8 bn
» Total trade with China - USD 4.6 bn
» Total trade with USA - USD 3.4 bn

©

YEARS
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2024: USD 6.1 bn

Trade

Deficit

2023: USD 4.9 bn

Q1 2025: USD 1.5 bn
Q12024: USD 1.2 bn
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The services account surplus recorded a notable increase in 2024

( )
Services Inflows and Outflows * The surplus in the services account

rose to USD 3.4 bn in 2024,

7 Trovel Travel s167 compared to USD 3.1 bn in 2023
Air fransport Sea Transport » This growth was driven by strong
inflows to key services sectors,
Sea transport IT/BPO including tourism, sea transport,
and computer and information
Trade-related services Air transport

technology (IT)/business process

Trade-related outsourcing (BPO) sectors

Gowt. goods and services )
services

 The tourism sector continued its

) ) Consulting )

Manufacturing services services momentum further by recording

’ - 2.05 mn tourist arrivals in 2024,
Consuling services Construction 355 compared to arrivals of 1.49 mn

Telecommunication l 123 recorded in 2023
IT/BPO _ 199
Services

| . » Earnings from tourism in 2024 are

Other services Other services 237 estimated at USD 3.2 bn, compared
to USD 2.1 bn in 2023, recording a
Outflows (USD mn) Inflows (USD mn) y-0-y growth of 53.2%
Source: Central Bank of Sri Lanka

& 8 o O Jiond
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The external current account recorded a sizeable surplus in 2024 for the

second consecutive year

-

Monthly External Current Account Statistics

1,250 ,

750 {

250 ;

c

=

@ -250 |

)

-750 {

12507 o . ¢ v o+ x
S U T S O
§8 5 55 53

. Trade Balance

Primary Income Account (net)

Current Account (net)

L

Aug-24

-t < < < W wn
SR I T s

- > 5} c 0
% Y @) 5] [=] @
v O -z a =

Services Account (net)

Secondary Income Account
(net)

Source: Central Bank of Sri Lanka
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Current account recorded a
surplus of USD 1.2 bn in 2024

2023 2024
USD mn USD mn
(revised) (provisional)
-4,900 Trade Balance -6,069
3.053 Services Account 3,435
(net)
5.834 Secondary Income 6,439
Account (net)
1,439 Current Account 1,206

(net)
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The exchange rate recorded an appreciation for the second consecutive year
despite intermittent volatility

Daily Exchange Rate Movements Exchange Rate Appreciation / Depreciation Central Bank Intervention

e

370 ~ | |
1 1 l , 2
X . | 20
I 1 1
10 |
1 I 1
320 1 1 1 1
1 I I 0
I 1 c 0
o
4 I | 7 10 8
S 270 *
P Dep. ! App. '  App. ! Dep.* /¥ ] =
I |
44.8% | 12.1% | 10.7% , 2.3%
1 ] I -30 - 2
220 A ! ! !
I I I 40 4
1 I I 3
! ! ! -50
! I l 2 2 - o @3 wen®o 9 o oq @ g 4lg 2 = 9@ x 0o~ ©oe o o ooy
A S:83ckcccsgesgssecct SRRR38_8_¢kkggkeEXR
o = = o o = c o o = c o 1 =
8 2 2 8 &8 2 3 8 &8 2 3 8 8 2 Depreciation Appreciation Net Absorption
* As at end of Apl’ll 2025. Source: Central Bank of Sri Lanka

Source: Central Bank of Sri Lanka Source: Central Bank of Sri Lanka

« Central Bank intervened in the domestic foreign exchange market, purchasing record levels of foreign exchange in
2024

» Both currency depreciation and appreciation have their own merits and demerits

« Under the flexible exchange rate arrangement, the exchange rate movements would be determined largely by
demand and supply conditions

‘e‘ & o) O Aion®
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Post crisis, Gross Official Reserves (GOR) have recorded a V-shaped recovery

Gross Official Reserves and Net International Reserves

7,642

6,122

4,392
c
E
[m]
vy
2
1,898
2019 2020 2021 2022 2023 2024
B cor —— NIR (RHS)

Source: Central Bank of Sri Lanka

The reserve adequacy sharply
improved in 2024 compared to the
crisis period
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52

Reserve Adequacy: Months of Imports Reserve Adequacy: as a % of Short Term Debt

) ~0 I~ [eo] o
— — — — —
o o (=] o o
(o] (o] ™ (o] (o]

. GOR without PBoC Swap
Months of Imports with PBoC

Swap (RHS)

2020

Months of Imports

— o~ ™ <

o o o I

o o o o

~ ~ ~ ~
PBoC Swap

_ Months of Imports
without PBoC Swap (RHS)

Source: Central Bank of Sri Lanka

At end April 2025 (Provisional)

« GOR=USD 6.3 bn

USD bn

2015
2016
2017

B GOR without PBoC Swap

- GOR without PBoC Swap as
a % of Short Term Debt (RHS)

* Reserve Adequacy: Months of Imports = 3.9
» Reserve Adequacy: as a % of Short-Term Debt = 123%

(based on short term external debt at end Dec 2024)

120
-------------------------------- 100
+ 60 £

40

[eo] o L] — o™ o) =T

— — (] [} o™ ] [a]

(] (=] o (=] o (=]

o™~ (o] o] o™~ (o] o] o™~
PBoC Swap

—— GOR with PBoC Swap as a
% of Short Term Debt (RHS)

Source: Central Bark of 5ri Lanka
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Fiscal Sector Performance
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All fiscal balances improved notably in 2024

Key Fiscal Balances ( % of GDP )

2020 2021 2022 2023 2024 Pro. * Primary balance - Surplus of Rs. 650 bn (2.2%
of GDP)
2.2
- - Maintaining a positive primary balance is

essential for fostering fiscal and debt
sustainability and preserving hard-earned
macroeconomic stability

« Current account - Deficit declined to
Rs.1,309 bn (4.4% of GDP)

« Overall budget balance - Deficit declined to
Rs. 2,040 bn (6.8% of GDP)

10.7) (10.2)
(11.7)

B Current Account Balance B Primary Balance  m Owerall Fiscal Balance

Source: Ministry of Finance, Planning and Economic Development
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Beoriiens B o Annual Economic Review 2024 | 24

CENTRAL BANK OF SRILANKA

YEARS



The momentum of rigorous revenue enhancements and expenditure
rationalisation measures continued in 2024

Figure 1.23: Composition of Government Figure 1.24: Composition of Government Recurrent

Revenue - 2024

Expenditure - 2024

VAT
32.5%

Interest Payments
50.4%

_Pensions
7. 4%

Aswesuma
3.5%

Transters to
Households

21.3%

Income Taxes

25.
5:5% Fertiliser

Iln_ %o%me Transfers to Subsidy

Public Institutions 0.7%
Profits and ond Corporations

Excise autég%f Ilj"ﬁge"ds 1.8% Other

: 9.6%
PAL Other Goods
I I; '2-% Other and Services
mPort LT8R 1.6% 6.6%
Other Taxes — Tax Revenue Salaries and
12.1% 91.9% Waoges
20.0%

Source: Ministry of Finance, Planning and Economic Development Source: Ministry of Finance, Planning and Economic Development

A e —y

The Government revenue and recurrent expenditure grew by 32.2% and 13.6%, respectively, in 2024 (y-o-y)
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The central government debt as a percentage of GDP improved

. » Central government debt to GDP ratio
0U|Si'(ll'ldll‘lg Central Government Deb'* declined, driven by nominal GDP growth and
appreciation of the Sri Lanka rupee on foreign
currency debt

28,696 28,739 .
27 000 - R i | Hg * The Government continued to rely on domestic
; L 11 sources to finance the budget deficit
22,000 - 107 , ,
c 103 & * In 2024 Sri Lanka nearly completed its debt
< 17,000 - - 99 O restructuring process, ending its debt standstill
o 95 Bg status
12,000 - - 91
- 87
7,000 - - 83  International rating agencies upgraded the
79 country’s sovereign credit ratings in December
2,000 A - 75 2024
2021 2022 2023 2024 Pro.
" Domestic [ Foreign  — Debt/ GDP (RHS) FitchRatinos CCC+' Caa1 MooDys
RD 8 Ca

Sources: Ministry of Finance, Planning and Economic Development

Central Bank of Sri Lanka

* Please refer page 53 of AER 2024 for more information regarding outstanding central government debt compilation
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Financial Sector Policies and Performance

Y/
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The financial sector performance continued to improve in 2024,
supported by improved macro financial conditions

bvﬂls

Banking sector stability was maintained
with both capital and liquidity buffers being
preserved above the regulatory thresholds,
while maintaining compliance with
prudential requirements

The Finance Companies (FCs) sector also
remained resilient during 2024 with
adequate capital and liquidity buffers

The financial infrastructure of the country
continued to operate smoothly, facilitating
stability of the financial sector
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Share of Total Assets of the Financial System in 2024
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Banking sector continued to maintain stability

-

of the Banking Sector

2023 (a) 2024 (b) Change (%)
Share Share
o [P [

Table 2.3: Composition of Assets and Liabilities

Assets
 loans & Receivables 11,0208 540 11,4737 517 26 41
e e oy el o
Others (c) 20737 102 16182 73 45 -22.0
e o S D
e aios 515 vews w10 s e
Borrowings 13974 69 12800 58 253  -8.4
" Capital Funds 17655 87 20432 92 105 157
e F a2
Total Assets/Liabilities 20,394.4 1000 22,1757 1000 50 87
g J
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Loans and receivables grew by 4.1% in 2024,

reversing the 2.6% contraction in 2023

Deposits of the banking sector which
represented 81.0% of total liabilities and equity,
recorded a growth during 2024

NPL/ Stage lll loans ratio of the banking sector
marginally declined to 12.3% at end 2024
compared to 12.8% at end 2023

The banking sector’s profit after tax rose to Rs.
309.7 bn, boosting Return on Assets (ROA) and
Return on Equity (ROE) to 2.6% and 15.6%,

respectively
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Finance Companies recorded a significant expansion in 2024

~

[ Figure 2.4: Total Loans and Advances (Nef) - |
Product Wise
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Loans & advances grew by 22.8% in
2024

Credit quality improved as the Gross
NPL ratio fell to 11.3%

Liquidity level of finance companies
remained well above the stipulated
minimum

Profit after tax rose to Rs. 59.7 bn
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Legal and regulatory frameworks of the financial sector were further
strengthened in 2024

« Enactment of the Banking (Amendment) Act in 2024, was a
milestone in strengthening the legal framework, governing the
licensed banks

« Enhanced macroprudential surveillance by the Central Bank to PARLIAMENT OF THE DEMOCRATIC
identify potential systemic risks and strengthen financial stability SOCIALIST REPUBLIC OF
SRI LANKA

« Introduction of a range of regulatory measures on risk management

and corporate governance
BANKING (AMENDMENT) ACT, No. 24 OF 2024
- Establishment of Business revival units in Licensed Banks to support

MSMEs

« Continuation of efforts to enhance financial literacy, promote
financial inclusion, and foster digital transformation in the financial !‘K
sector *

CENTRAL BANK OF SRI LANKA

28 March 2024 CIRCULAR No. 02 of 2024

« Gradual assignment of Public debt management functions carried out _
. 5 GUIDELINES FOR THE ESTABLISHMENT OF BUSINESS REVIVAL UNITS IN
by the Central Bank to the new Public Debt Management Office LICENSED BANKS

(PDMO)
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Macroeconomic Outlook
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Inflation is prc;iected to turn positive by mid-2025 and stabilise
around the 5% target over the medium term

- Headline Inflation Projections h
(CCPI, quarterly average, y-o-y, %)
75 T T T T . . . . . . .
60 The Central Bank’s independence
45 L and greater transparency & public
accountability in monetary policy
30 -
making would be instrumental in
15 F maintaining price stability
0
15 ' S
22/v23/1 10 mvo240 1w vo251 10 moivo2ei1 10 v
\_ I 50% cl 70% Cl 90% Cl Realised Inflation )

Source : Centra | Bank Staff Projections
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With the restoration of macroeconomic stability, the Sri Lankan

economy is expected to maintain its positive growth momentum over
the medium term

é Projected Quarterly Real GDP Growth A
20 .(y-.o-y.' %.)
Though possible headwinds from the
© global economy could weigh on the
; economic outlook, timely proactive
and reactive policy measures are
10 | | expected soften any adverse impact
-20 R
22/V23/11 100 v 24/ 100 Vo251 1 movo2ei1 1t v
wm 50% Cl 70% Cl 90% Cl Realised Real GDP Growth

Source: Central Bank Staff Projections j
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Macroeconomic Outlook

* The Central Bank will continue to adopt a data-driven approach to monetary policymaking

* Yields on government securities to remain normalised and domestic market interest rates to remain stable at
low levels

+ Expansionary momentum in credit to the private sector by the banking sector to continue

« Trade deficit is expected to remain at manageable levels in the medium term
« Services account is anticipated to strengthen further while primary income deficit is likely to narrow in 2025

«  Workers' remittances are expected to increase steadily in 2025 though lower growth in Middle Eastern
economies due to low oil prices could impact remittances in the medium term

» External sector stability is expected to be bolstered by maintaining a market-determined exchange rate and
building reserves

* Theresilience of the financial sector is expected to strengthen further in 2025, with macroeconomic recovery,
policy actions, and reforms

« Exposures of banks to State-Owned Enterprises would gradually reduce

« AML/CFT framework will be strengthened in preparation of the third Mutual Evaluation (ME) in 2026
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Post-publication updates on the US tariff changes

No formal announcement on reciprocal tariff of the US was made at the time of finalising this Report

Channels through which the possible increase in tariffs could affect Sri Lanka were briefly discussed in
the Report

Reciprocal tariff of 44% applicable on Sri Lanka’s exports to the US was announced on 02 April 2025 and
came to effect on 09 April 2025. Subsequently, this high tariff was paused for 3 months. Accordingly,
the universal tariff of 10% is currently applicable to Sri Lanka

Sri Lanka commenced negotiations with the US authorities. First round of negotiation between Sri Lanka
and US authorities already happened and the negotiations continue

Positive signs are emerging lately on easing trade uncertainties
? Vo 3 o) ®® Vio®
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Impact of the US tariff changes to the global economy is expected to

be high

/
Growth and Trade
= The IMF projects global
economic growth to

slowdown to 2.8% in
2025

» The WTO has reduced the
global merchandise trade
volume projection for
2025 to -0.2%

* |ncreased trade
uncertainty and global
fragmentation may lower
investment, reduce
market efficiency, distort
trade flows, and disrupt

N/,

supply chains

o J

Inflation and Monetary

Policy Normalisation
» Uncertain inflationary impact
of Tariffs
= Monetary policy implications
may be determined by the
country specific implications
= Consequences of Higher-
for-Longer Interest Rates
- Increased fiscal,
financial & external
risks
- Shifts in capital flows &
global imbalances
-  Tightened global
financial conditions
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Source: Baker, Scont R.; Bloom, Nick; Davis, Ssephen ). via Federal Reserve Economic Data

Note: The index value has increased further up to 543 index points by
March 2025
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Sri Lanka’s exports could have negative implications due to their high
exposure to the US market

(¢ \
Trade between Sri Lanka and the USA (USD mn) Composition of Sri Lankas Exports to USA - 2024

-2017* 2018* 2019* 2020* Frivral iyl sy

Tea
Exports 2,909 3,085 3,141 2,500 3,108 3,321 2,769 2911 Other 2%
Food beverages I"T:; L CoconutoProducts
Share of Exports %  25.6 25.9 26.3 24.9 249 253 23.2 22.8 &tobacco 2%
Other
Imports 492 519 542 495 511 378 504 443 Agricultural
Machinery
Share of Imports % 2.3 2.3 2.7 3.1 2.5 2.1 3.0 2.4 3% T

;rl:aedsta'a“ce With 5 417 2,566 2,600 2,006 2,597 2,942 2,265 2,468

/\ 3%

Textiles and
Garments

/ 65%

Source: Sri Lanka Customs

Rubber
products
11%

* Period of President Trump Presidency

g J

Export sectors such as garments, textile articles, rubber
products, coconut products, iron and steel articles, toys, etc.
could be at risk due to high exposure to the US market

@ B o) @» Rio®
B6vEINE LSHHW 6uEIl

\eans Annual Economic Review 2024 | 38
2.t LY CENTRAL BANK OF SRILANKA



AR

Concluding Remarks
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The economic downturn, the
hardships that the citizens have undergone
during the recent crisis, and the accumulated
economic vulnerabilities offer no room for
further policy errors

Sri Lanka’s economic prosperity in the
period ahead will largely hinge on the
preservation of hard-earned macroeconomic
stability and the implementation of
appropriate growth-oriented reforms
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TO-DO LIST for the country’s progress towards sustained stability and
long-term economic growth

Unwavering commitment to the ongoing macroeconomic adjustment and growth-enhancing
structural reform

- Continued prudence in policymaking and further strengthening of external and fiscal buffers
- Improving the performance and resilience of the external sector

- Embrace foreign investments in productive and foreign exchange-generating sectors

- Assuring a fair and secure business environment for investors

Structural economic transformation, particularly through technology adoption, digital inclusiveness
and skill enhancement

Fostering private sector participation through consistent policies, legal, regulatory & institutional
support
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Featured Charts

1.1. Trends in Domestic Fuel Sales and Prices
1.2. Importance of Cost Reflective Pricing for Utilities

1.3. Monthly External Current Account Statistics

1.4. Financing of the Pre-Crisis Current Account Deficit and Post-Crisis Dynamics of

the Financial Account ANNUAL ECONOMIC REVIEW
2024

N\ |

1.5. Improving Sri Lanka’s Reserve Adequacy Indicators
1.6. Post-Crisis Turnaround of International Reserves
1.7. Exchange Rate Dynamics Under the Flexible Exchange Rate

1.8. Government Revenue, Expenditure and Key Fiscal Balances
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Importance of Cost Reflective Pricing for Utilities
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 Sri Lanka’s untargeted utility subsidies

strained state finances and crowded out

investments

» Though untargeted energy subsidies

provided short term reliefs to the public
and businesses, ultimately, they had to
bear accumulated cost later in the form
of high prices for energy, taxes and overall

inflation

Deviation from the cost reflective
pricing mechanism for utilities is not
beneficial for the Government or

businesses or the publicin the long run
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Financing of the Pre-Crisis Current Account Deficit and Post-Crisis
Dynamics of the Financial Account

( )

Financing of Current Account Deficit * Prior to the crisis, Sri Lanka's current

7 account deficits were largely financed

Z' through foreign loans and investments
§3 « But declining inflows from 2020 to 2022
”c:" 14 led to significant reserve drawdowns

;  Post-crisis external sector stabilisation

5 | led to surpluses in 2023 and 2024,
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

contributing to reserve accumulation and

. Increase (-) / Decrease . Increase (-) / Decrease (+) in
i Banking Sector and Other Assets . : , .
(+) in Reserve Assets "f’ strengthening the banking sector’s foreign
Direct Investments . Portfolio Investments
. . . assets
Other Investments Special Drawing Rights
—&#— Current and Capital Account (net)  ==== Financial Account (net)
S J
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Box Articles

1. Refining External Sector Statistics: Key Insights on Services Trade ()

2. Recent Banking Sector Reforms to Strengthen Resilience ANNUAL ECONOMIC REVIEW
2024

3. Transition to a Single Policy Interest Rate Mechanism \\

4. Monetary Policy Accountability and Inflation Targets
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Transition to a Single Policy Interest Rate Mechanism

-
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Figure B 3.2: OPR, AWCMR and Standing

Facility Rates
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The Central Bank introduced the Overnight
Policy Rate as the primary monetary policy
tool for signalling and implementing its
monetary policy stance

This would,

v
v

v

simplify monetary policy communication

enhance the efficiency of monetary policy
transmission

lower the uncertainty in policy direction

facilitate informed decision making with greater
confidence

help accurately price financial products
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Refining External Sector Statistics: Key Insights on Services Trade

B oo Svics on Merchandie ond Serviess Bxpors ]}
The Central Bank developed the International g
Transactions Reporting System (ITRS) to enhance e SR - -
the accuracy and granularity of external sector : ' :
statistics I i I I I
The ITRS collects and classifies cross-border o
transactions based on actual foreign exchange e -
. . . B Merchandise Exports Earnings from Tourism B Services Exports Excluding Earnings from Tourism
inflows and outflows reported in the banking
SyStem [ FlgureBl .2: Statistics on Services Account Other than Tourism Inﬂr.ms and Outflows
The ITRS enabled the Central Bank to report |
monthly services trade statistics A
More frequent and accurate reporting of current "
account statistics offers valuable insights for g |
po I icyma ke rs 2022 2023 2024

B inflows Outflows Net
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More Data for Annual Economic Review 2024 is accessible
through the Central Bank website

Scan the QR code to
access the full
report...
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Annex

AWDR
AWFDR
AWNDR
AWNFDR
AWPR
AWLR
AWNLR
AWNSR
AWSR
AWCMR
CBA
OPR
PBOC
SDFR
SLFR

Average Weighted Deposit Rate

Average Weighted Fixed Deposit Rate
Average Weighted New Deposit Rate
Average Weighted New Fixed Deposit Rate
Average Weighted Prime Lending Rate
Average Weighted Lending Rate

Average Weighted New Lending Rate
Average Weighted New SME Lending Rate
Average Weighted SME Lending Rate
Average Weighted Call Money Rate
Central Bank of Sri Lanka Act

Overnight Policy Rate

The People's Bank of China

Standing Deposit Facility Rate

Standing Lending Facility Rate
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