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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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In 2025, 

the Sri Lankan economy continued to 
BUILD ON THE RECOVERY 
achieved in previous years,

amid HEADWINDS 
from rising trade tariffs, 

geopolitical tensions, and 
the impact of Cyclone Ditwah
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Executive Summary 

Real Sector & Inflation: Real GDP grew by 5% in 2025, marking the second consecutive year of expansion, 
with improved domestic activity. Inflation turned positive from August 2025 after a deflationary phase, driven 
by easing energy price declines and rising food prices

Monetary Sector: Monetary policy remained accommodative, supporting low interest rates and a notable 
expansion in private sector credit

External Sector: The current account recorded a surplus for the third consecutive year, supported by strong 
remittances and services exports. Foreign exchange inflows enabled reserve accumulation, while the rupee 
depreciated modestly under a flexible exchange rate regime

Financial Sector: Financial sector performance improved with strong capital and liquidity buffers and 
enhanced the overall system resilience

Fiscal Sector: Fiscal performance remained strong, with a primary surplus for the third consecutive year, driven 
by revenue-based consolidation. Continued efforts were made to support vulnerable groups while maintaining 
fiscal discipline

Outlook: Continued reforms and policy consistency will help restore macroeconomic stability and build 
buffers. However, 2026 appears to be more challenging, with risks from the ongoing war in the Middle East 
affecting inflation, external conditions, and activity
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Infographic : Snapshot of the Sri Lankan Economy 2025

Sri Lankan economy 
continued to build on 
the economic recovery 
amid multiple shocks



Inflation and Price Developments
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Following eleven consecutive months of deflation, headline 
inflation returned to positive territory in August 2025 and 
gradually accelerated thereafter

• Deflationary conditions deepened in early 
2025, driven by downward revisions to 
electricity tariffs and statistical base effects

• However, from March 2025, deflation began 
to ease due to rising food inflation and upward 
adjustment in electricity tariffs

• As deflationary pressures in energy and 
transport category eased, alongside rising food 
inflation and normalising demand conditions, 
inflation returned to positive territory in 
August 2025 and gradually accelerated 
thereafter

CCPI based Headline Inflation (2021=100)

Year End year (y-o-y) Annual average 

2023 4.0% 17.4%

2024 -1.7% 1.2%

2025 2.1% -0.5%



Annual Economic Review 2025 9

As reflected by the Colombo Consumer Price Index (CCPI), the cost 
of living declined marginally in 2025 compared to 2024

• The estimated average monthly 
consumption expenditure for a 
household,  based on the CCPI, 
decreased marginally by 0.5% from 
Rs. 178,438 in 2024 to Rs. 177,545 
in 2025
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Core inflation showed a gradual acceleration during 2025 while 
remaining at low positive levels

• Core inflation remained at low 
positive levels throughout 2025, 
despite a gradual upward trend 
driven by food and selected non-
food categories within the core 
basket

• This suggests that the pickup in 
demand may have been somewhat 
slower than indicated by other 
economic indicators 

• Early 2026 developments also show 
core inflation remaining at low 
positive levels, indicating a slower-
than-expected recovery in 
domestic demand conditions
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Services and Non-Services Inflation Dynamics

• Services inflation refers to the increase in 
the prices of services over time, such as 
housing rent, restaurant and hotel 
services, education, communication, and 
transport services among others

• Compared to goods prices, services prices 
tend to be less volatile and adjust more 
gradually to supply-side disruptions or 
external shocks, thereby exhibiting greater 
persistence

• Hence, services inflation serves as an 
important indicator of underlying inflationary 
pressures

• Even during episodes of headline deflation 
where non-services deflation prominently 
deepened, services inflation remained 
positive, continuing to exert upward 
pressure on overall inflation

Featured Chart
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Inflation expectations of both corporate and household sectors, as 
reflected in the Inflation Expectations Survey, increased gradually 
during 2025

• For the corporate sector, short-term inflation 
expectations remained below target in early 
2025 but increased gradually from mid-year 
toward the 5% target

• Inflation expectations of the households also 
exhibited a similar upward movement over the 
year but remained at a lower level compared to 
the corporate sector, reflecting their tendency to 
adjust expectations based on past inflation

• Medium- to long-term inflation expectations of 
the corporate sector remained well anchored 
around the inflation target, with only a marginal 
upward adjustment observed towards the latter 
part of 2025
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Recent Update 

Movements of Headline Inflation & Core Inflation Contribution to Headline Inflation (CCPI, 2021=100)

Headline inflation accelerated to 5.4% in April 2026 reflecting the 
spillovers from the ongoing war in the Middle East, particularly 
the significant upward adjustments in domestic energy prices
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Nominal wages of employees in both the private and public sectors 
recorded an increase in 2025 compared to the previous year

• Nominal wages of employees in both the private and 
public sectors increased in 2025, reflecting evolving 
labour market conditions and administrative wage 
adjustments

• Nominal wages of both formal and informal private 
sector employees showed an upward trend 
throughout 2025

• Nominal wages of public sector employees 
recorded a marked increase during 2025, 
reflecting the implementation of the public sector 
salary revision announced in Budget 2025

• Real wages improved in 2025, supported by 
nominal wage increases and relatively contained 
inflationary pressures
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Addressing Data Gaps in Private Sector Wage Dynamics 
using EPF-based Formal Sector Wage Rate Index

• A gradual upward trend in private sector 
wages, with a more pronounced increase 
following the inflationary period during 2022–
2023

Box Article

• A sustained wage growth with some 
moderation was observed during mid-2025, 
followed by a pickup towards the end of the 
year, reflecting changes in economic activity, 
seasonal factors, and wage-setting practices



Real Sector Developments
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• The overall growth was mainly attributable to Industry activities, driven by 
the notable contributions from manufacturing and construction activities

• Services activities also contributed significantly, mainly supported by the 
sustained growth in financial services and transport activities

• Agriculture activities also contributed positively, driven by animal production 
and the growing of coconut

The Sri Lankan economy maintained its growth momentum in 2025, 
recording a real expansion of 5.0%, for the second consecutive year

Item 2025 2024

Per capita GDP 
at Current Market Prices 
(USD)  

5,003 4,546 

GDP at Current Market Prices 

Rs. (Bn) 32,750.84 30,095.83 

USD (Bn) 108.84 99.63 
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From an Expenditure perspective at current prices, Consumption 
and Investment grew, while Net external demand remained 
contracted in 2025

Net External 
Demand 

Investment 
Expenditure 

Consumption 
Expenditure

5.9% 22.4% -61.7%

• Consumption expenditure: Driven by the 
increase in private consumption 
expenditure

• Investment expenditure: Mainly 
contributed by the increase in expenditure 
on transport equipment and construction

• Net external demand: Higher growth in 
goods and services imports than in goods 
and services exports
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From the Income perspective, all income generators contributed  
positively to the growth in 2025

Compensation 
of Employees

Gross 
Operating 

Surplus

Gross Mixed 
Income

5.0% 5.4% 5.1%

As per the institutional sector classification

• Non-financial Corporations remained the 
largest income generator

• followed by: Household, Financial 
corporations and General Government
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Unemployment declined, but structural issues in the labour
market still persist

Mid-Year 
Population*

(y-o-y growth)

-0.7%

Unemployment 
Rate

3.9%

Departures for 
Foreign 

Employment

(y-o-y growth)

-1.1%

Labour Force 
Participation Rate

49.4%

* Provisional. Based on 2024 and 2025 Mid-Year population estimates compiled by the Registrar General’s Department as at 31.03.2026 



Monetary Sector Developments and Policies
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The Central Bank maintained an accommodative monetary policy 
stance that commenced in mid-2023

• The Central Bank reduced the policy rate by a further 25 bps in May 2025, amid low inflation and 
heightened global uncertainties with potential implications for Sri Lanka, marking the only policy rate 
adjustment made during the year

• This allowed market interest rates to gradually adjust downward in line with the eased monetary 
policy stance, while domestic economic activity strengthened and private sector credit continued to 
grow

• Amid improved liquidity conditions and activity in the domestic money market, the Central Bank 
gradually scaled back and discontinued liquidity injections through OMOs in early 2025

• The Central Bank continued to strengthen its monetary policy communication to effectively 
manage the expectations of a broad range of stakeholders

Supported by this reduction, the overall market interest rate structure adjusted downwards 
during 2025

The Central Bank’s monetary easing cycle that commenced in mid-2023 continued throughout 
2025, with one downward adjustment to the Overnight Policy Rate in May

Amid improved liquidity conditions and activity in the domestic money market, the Central Bank 
gradually scaled back and discontinued liquidity injections through Open Market Operations 
(OMOs) in early 2025

Throughout 2025, the Central Bank continued to maintain a flexible exchange rate regime in 
line with the Flexible Inflation Targeting (FIT) framework

The Central Bank continued to strengthen its monetary policy communication to effectively 
manage the expectations of a broad range of stakeholders during 2025
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Overall market interest rates continued to adjust downwards in 
2025, although a modest uptick was observed towards the latter 
part of the year

The overall decline in market 
interest rates was driven by

• The continuation of the 
accommodative monetary 
policy stance

• A low-inflation 
environment,

• Well-anchored inflation 
expectations
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A broad-based expansion in credit across key sectors of the 
economy was observed in 2025, reflecting the ongoing recovery 
in economic activity

• Construction, and Fabricated Metal 
Products, Machinery and Transport 
Equipment sub sectors contributed 
to 15% of annual private sector credit 
expansion

• Wholesale and Retail Trade, and 
Financial and Business Services sub 
sectors contributed to 36% of annual 
private sector credit expansion

• Advances on Pawning contributed to 
12% of annual private sector credit 
expansion

• Credit extended to the Services sector recorded 
the largest expansion

• Within the Services sector, notable credit 
growth was observed in the wholesale 
and retail trade; financial and business 
services; transportation; and education 
subsectors

• Credit extended to the Industry sector was 
mainly driven by the subsectors Construction; 
Fabricated Metal Products, Machinery and 
Transport Equipment

• Personal Loans and Advances also rose 
significantly driven by increased gold-backed 
lending, credit extended for consumer 
durables, and higher credit card related 
exposures

• Agriculture expanded by Rs. 163 bn during 
the year, contributing to around 8% of the total 
credit expansion
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Featured Chart

Rebalancing Domestic Credit: Public vs. Private Sector Dynamics

• In the years preceding the economic 
crisis, the Government increasingly 
relied on financing from the domestic 
banking sector, contributing to a 
crowding-out effect on private sector 
credit

• During the crisis period, the Government 
relied almost entirely on domestic 
sources

• Fiscal consolidation efforts and 
legislative reforms have yielded 
favourable results in the post-crisis 
economy, resulting in moderation in 
public sector credit, which has created 
space for private sector borrowing

• Accordingly, private sector credit-to-GDP 
ratio gradually recovered to 31.2% by 
end 2025. However, it still remains 
below pre-crisis levels
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The Central Bank Act stipulates achieving and maintaining 
domestic price stability as the primary objective of the Central 
Bank

Monetary policy framework

✓ Flexible Inflation Targeting (FIT)
✓ Central Bank to formulate monetary policy and implement 

a flexible exchange rate regime within the FIT framework 
to achieve price stability

✓ As per the Monetary Policy Framework 
Agreement (MPFA), the Central Bank is 
required to maintain quarterly headline 
inflation at the target of 5%
✓ The quarterly headline inflation deviated 

from the inflation target by 2 pps margin  
at the lower side for the last three quarters 
in 2024 and during 2025

✓ Five reports on the target breach (from 
downside) were submitted to Parliament 
through the Minister of Finance
✓ Sixth report was submitted to the Minister of 

Finance in March 2026

Overnight Policy Rate (OPR)

✓ OPR serves as the Central Bank’s primary monetary 
policy instrument to signal its monetary policy 
stance

✓ AWCMR continues to serve as the operating target 
of the FIT monetary policy framework

Transparency and accountability

✓ MPB submitted reports to Parliament/ public as 
inflation target was not met

✓ Coordination council meets quarterly to exchange 
views on matters involving the Central Bank and the 
MOF

✓ Publishes the Monetary Policy Report bi-annually, 
in February and August of each year



External Sector Developments 
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Sri Lanka’s external sector strengthened further in 2025, with the 
current account recording a surplus for the third consecutive year

Despite the widened trade deficit, the 
current account recorded a higher surplus 
in 2025, supported by 

• stronger services account surplus, 

• substantial improvement in workers’ 
remittances, and 

• narrowing of the primary income 
account deficit

2025                       
USD 1.7 bn

2024                       
USD 1.2 bn

Current Account Surplus
2023                      

USD 1.4 bn
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Merchandise exports recorded a notable expansion in 2025, 
reaching the highest annual export level on record at USD 13.6 bn

• Export earnings recorded a 
6.3% growth in 2025 
supported by improved 
industrial and agricultural 
exports

• As a percentage of GDP, 
export earnings in 2025 
amounted to 12.5%
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Merchandise import expenditure increased to USD 21.5 bn in 2025, 
driven by vehicle imports, recording a y-o-y growth of 14.0%

• Imports increased in 2025 
due to the relaxation of 
vehicle import 
restrictions and the 
gradual recovery in 
domestic demand and 
investment activity

• As a percentage of GDP, 
import expenditure in 
2025 amounted to 19.7%
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Featured Chart

Relaxation of Motor Vehicle Import Restrictions and Import Trends

• Motor vehicle import restrictions were 
relaxed in a phased manner, with all 
remaining restrictions on personal 
vehicles removed by January 2025

• The Government introduced several tariff 
and non-tariff measures to moderate a 
potential surge in demand following 
the prolonged restriction period

• Despite these measures, vehicle imports 
increased markedly in 2025, reflecting a 
strong pent-up demand accumulated 
during the years of import restrictions 
and improvements in economic activity

• Consequently, expenditure on vehicle 
imports, including both personal and 
commercial vehicles, rose significantly 
to USD 2.04 bn in 2025, representing 
9.5% of total imports
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The merchandise trade deficit widened to USD 7.9 bn in 2025, 
compared to USD 6.1 bn in 2024

• Merchandise trade deficit widened in 
2025 compared to the preceding year, 
largely reflecting a sharper expansion in 
import expenditure than in export 
earnings

• Sri Lanka recorded its highest trade 
deficit with China, which widened 
significantly to USD 4.9 bn in 2025 from 
USD 4.1 bn recorded in 2024

• Trade deficit with India also widened in 
2025, largely due to the increase in motor 
vehicle imports

• Sri Lanka continued to maintain a trade 
surplus amounting to USD 2.5 bn with the 
United States, mainly supported by 
apparel exports 
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• Services account recorded a surplus of 
USD 3.7 bn in 2025, compared to USD 3.4 
bn in 2024

• Tourist arrivals in 2025 surpassed the 
peak recorded in 2018, growing by 15.1% 
on y-o-y basis

• Tourism earnings registered a marginal 
growth of 1.6% compared to 2024

• Inflows from computer and IT/BPO 
services moderated slightly compared to 
2024

• Services outflows related to travel abroad 
increased while payments for transport 
services declined 

Services account surplus further increased & workers’ remittances 
recorded a historic high in 2025

• Surplus in secondary income account increased substantially in 2025, driven mainly by a sharp rise in workers’ 
remittances to USD 8.1 bn, while recording a historic high in 2025 
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Financial Account remained modest in 2025

2025                       
USD 1,044 mn

2024                       
USD 759 mn

2025                       
USD 1,154 mn

2024                      
USD 845 mn

FDI excl. loans

FDI incl. loans

2025                       
USD -122 mn

2024                       
USD 33 mn

Colombo Stock 
Exchange (CSE) 

2025                       
USD 248 mn

2024                       
USD -179 mn

Government
Securities

Market

Government securities market, including Treasury bills and 
Treasury bonds, recorded a net inflow during the year

On a sectoral basis, FDIs were primarily directed to port 
container terminals, rubber products manufacturing, and textiles 
and garments sectors during the year

Colombo Stock Exchange, including primary and secondary 
markets, recorded a net outflow during the year
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Following two consecutive years of appreciation, the Sri Lanka 
rupee recorded a depreciation against the US dollar in 2025

• Sri Lanka rupee depreciated against all major currencies in 2025, while major currencies exhibited 
mixed movements against the US dollar
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GOR improved to USD 6.8 bn as at end 2025, amid the external 
debt service payments

Buildup of GOR was primarily due to the 

• net purchases of foreign exchange amounting to USD 2.0 bn (on value date basis) by the Central Bank 

from the domestic forex market

• receipt of the fourth and fifth tranches of the ongoing IMF-EFF programme

• emergency financing under the RFI

• financing from the ADB
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Featured Chart

Progress on the IMF-EFF Programme

Sri Lanka expects to receive 6th and 7th 

tranches under the programme 

together with the conclusion of the 

fifth* and sixth reviews

• Total EFF disbursements to date: SDR 1.27 bn (USD 1.74 bn)
• SDR 150.5 mn (USD 206 mn) was disbursed in Dec 2025 under RFI to address urgent BOP and fiscal pressures from 

Cyclone Ditwah
• Achievements thus far include significant fiscal consolidation, improved inflation outcomes, stronger reserve 

position, and structural reforms in governance and cost-reflective pricing

Overall programme is expected 

to conclude in 2027

* The fifth review of the programme, which was due to be completed by December 2025, was deferred owing to the Cyclone Ditwah, to allow for an assessment of its economic impact and the appropriate policy response.



Condition of the Financial System and 
Policies 
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The banking sector continued to expand in 2025, supported by 
the accommodative monetary policy stance and improving 
macroeconomic conditions

• Loans and receivables of the banking sector 
recorded a y-o-y growth of 21.4% at end 2025, 
compared to 4.1% at end 2024

• Stage 3 loans ratio of the banking sector 
decreased from 12.3% at end 2024 to 9.7% at 
end 2025, yet remained elevated compared to 
the pre-crisis level

• Profitability indicators of the banking sector 
marginally declined during 2025, while capital 
buffers remained well above the regulatory 
requirements
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The FCs sector continued its growth momentum, recording a 
significant credit expansion during 2025, while remaining resilient 
with adequate capital buffers throughout the year

• Loans and advances of the FCs sector 
significantly increased by 56.0% y-o-y at end 2025 
compared to a 22.6% growth at end 2024 due to 
growth in finance leases, vehicle loans, and loans 
secured by gold

• Gross Stage 3 loans ratio of the sector declined 
to 6.1% at end 2025, compared to 11.5% at end 
2024

• Total CAR of the sector declined to 18.7% at end 
2025, compared to 21.3% at end 2024
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In 2025, the equity market sustained strong performance amid 
intermittent declines from external uncertainties and reduced 
foreign flows

• The equity market ended 
2025 with strong gains, as the 
ASPI grew by 41.9% and the 
S&P SL20 by 26.6%
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During 2025, the Central Bank continued to introduce prudential 
policy measures to improve the resilience and stability of the 
financial sector

Further, Circular No. 04 of 2025 on “Relief Measures to Assist Individuals and Businesses affected by the 
Recent Cyclonic and Flood Disasters” was issued to provide relief measures to the individuals and businesses 
affected by the cyclone and flood related disasters

The Central Bank continued its macroprudential surveillance to take pre-emptive measures to identify, assess, 
mitigate and continuously monitor systemic risks that threaten financial system stability 

o Framework for the designation of Domestic Systemically Important Banks (DSIBs) was reviewed, and 
five Licensed Banks (LBs) were designated as DSIBs in April 2025

o In July 2025, revisions were introduced to the Loan to Value (LTV) caps applicable to credit facilities 
granted in respect of motor vehicles and the limits were further tightened in November 2025

Improving  technology risk management and resilience of LBs was one of the key focus areas of the Central 
Bank in 2025. Accordingly, Circular No. 02 of 2025 on “Reporting of Information Technology and 
Cybersecurity Incidents of LBs” was issued with a view to strengthening the operational resilience of LBs

The Sustainable Finance Roadmap 2.0 was launched in May 2025, representing a significant milestone in 
advancing sustainable finance within Sri Lanka’s financial sector



Annual Economic Review 2025 43

The Central Bank introduced a range of regulatory measures to 
ensure smooth functioning of the financial system

With the aim of improving risk management practices of the Finance Companies(FCs), the Central Bank 
issued directions on liquidity risk management framework requiring companies to focus on critical 
components of the framework

Further, a direction on maximum interest rates on deposit and debt instruments was issued to FCs, to 
promote sustainable business practices when soliciting deposits and issuing debt instruments

The Central Bank implemented several policy measures to promote the adoption of digital payments, 
including reduction of maximum per transaction fees, expanding maximum per transaction value and 
enhancing global connectivity through partnerships

The resolution provisions were extended to all FCs through an Order issued under Section 57 of BSPA, by 
ensuring both LBs and FCs are subjected to a standardised resolution regime



Annual Economic Review 2025 44

Financial Infrastructure of the country continued to function 
efficiently, supporting the Stability and Resillience of the Financial 
System during 2025

Resolution Framework: Continued to operationalise and strengthen the resolution framework established 
under the Banking (Special Provisions) Act, No. 17 of 2023

Digital Payments Growth: Digital payment usage increased significantly, reflecting a shift from traditional 
payment methods

AML/CFT/CPF Compliance: Financial Intelligence Unit (FIU) continued compliance with international 
AML/CFT/CPF standards, while financial sector integrity and resilience were maintained

Legal Reforms: Engaged in legal reform initiatives to strengthen financial system stability

Financial Consumer Protection: Continued strengthening of the Financial Consumer Protection framework 
through policy and supervisory initiatives



Fiscal Sector Developments
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Stronger fiscal discipline and sustained reforms improved fiscal 
performance in 2025

Primary balance recorded a notable surplus for the third 
consecutive year

The current account balance recorded a surplus

          

The overall budget deficit narrowed significantly
               

Primary surplus as a % of GDP

2024: 2.2 (Rs. 649.6 bn)         2025: 5.4 (Rs. 1,755.8 bn)

Overall budget deficit as a % of GDP

2024: 6.8 (Rs. 2,039.9 bn)          2025: 2.3 (Rs. 744.9 bn)

Current account balance as a % of GDP

2024: -4.3 (Rs. 1,309.1 bn)         2025: 0.7 (Rs. 217.0 bn)
    for the first time since 1987

Primary Balance = Government Revenue and Grants – Government Expenditure excluding Interest Payments

Current Account Balance = Government Revenue and Grants – Recurrent Expenditure
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Government revenue increased significantly in 2025, supported 
by stronger tax collection and reforms

• Supported by revenue enhancement 
measures, government revenue recorded 
a y-o-y growth of 35.2% in 2025, 
reaching Rs. 5,449.4 bn, while revenue as 
a share of GDP increased markedly from 
8.2% in 2022 to 16.6% in 2025

• Higher tax collection mainly from vehicle 
import related taxes

• Tax reforms were further reinforced by 
the efforts of the Inland Revenue 
Department (IRD) and Sri Lanka Customs

• Number of registered income taxpayers, 
both corporate and non-corporate, 
increased
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Government expenditure moderated in 2025, supported by 
ongoing fiscal consolidation and expenditure rationalisation

• In nominal terms, total 
government expenditure and net 
lending increased marginally by 
1.6% in 2025 compared to 2024

• Recurrent expenditure declined by 
2.0% in 2025 compared to 2024 

• Interest expenditure, the largest 
component of recurrent 
expenditure, declined by 7.0% in 
2025 compared to 2024

• Capital expenditure and net 
lending recorded a notable 
increase of 26.2% in 2025 
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Central government debt declined to 91.6% of GDP by end-2025, 
from 95.5% in 2024

• Reduced net issuances of government 
securities compared to the previous year

• Foreign debt increased in 2025 due to 
domestic currency depreciation against the 
US dollar and the receipt of foreign loans

• Successfully completed most of the external 
debt restructuring during 2025

• Issued dollar-denominated bonds to the 
domestic market in December 2025 
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Macroeconomic Outlook
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Global Economic Environment and Outlook

The escalation in geopolitical tensions in the Middle East could have significant implications for 
the Sri Lankan economy through several channels, particularly if the war persists for a prolonged 
period

Recent resilience in the global economy amid trade policy shifts and rising geoeconomic 
fragmentation is being challenged by the intensification of the current Middle East war that 
began in late February 2026

Renewed geopolitical tensions following the onset of the current Middle East war could 
significantly affect global economic prospects, depending on the war’s severity and duration, 
while heightening global uncertainty across multiple dimensions

As geopolitical tensions in the Middle East escalate, the global disinflation trend could be 
halted, potentially causing renewed inflationary pressures. Against this backdrop, the global 
monetary policy stance in 2026 is likely to be more cautious than in 2025, particularly if 
uncertainty surrounding geopolitical developments persists
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Baseline Quarterly Headline Inflation Forecast 
(CCPI, y-o-y, based on projections in March 2026)

Source: Central Bank Staff Projections Source: Central Bank Staff Projections

Baseline Quarterly Real GDP Growth Forecast
(y-o-y, based on projections in March 2026)

** The inflation target (5%) was agreed under the Monetary Policy Framework Agreement (MPFA) signed between the Central 

Bank and the Minister of Finance in October 2023.

Inflation Outlook and Growth Prospects

Note : The projections discussed here are based on information available as of the conclusion of the monetary policy round in March 2026. Amid the fluid nature of the prevailing crisis in the Middle East and its wide ranging spillovers across both 

global and domestic economic activity, the present macroeconomic outlook remains subject to elevated uncertainty. Accordingly, any significant changes in underlying conditions could lead to notable deviations from these projections.

Baseline Quarterly Real GDP Growth Forecast
(y-o-y, based on projections in March 2026)
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The monetary policy decision-making process will remain data-driven and forward-looking, with close 
consideration of evolving domestic macroeconomic conditions and potential spillovers from global policy 
shocks and uncertainties

Monetary Sector Outlook

The growth momentum of credit to the private sector is likely to continue, although spillovers from the 
Middle East war could weigh on this outlook

o Overall credit growth is expected to be relatively moderate in 2026, with a likely slowdown towards the 
latter part of the year

Credit to the public sector by the banking system is expected to moderate, supported by the continuation 
of fiscal consolidation, accompanied by major structural reforms, including the restructuring of SOBEs

Government is likely to rely more on alternative domestic financing options amid limited access to external 
financing, necessitating the maintenance of adequate financial buffers to withstand both global and 
domestic shocks

The Central Bank will continue to communicate its policy decisions promptly to the public through various 
channels, but will also assess the effectiveness and the public understanding of its messages
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Merchandise trade deficit is projected to widen in 2026 as import growth outpaces exports, though it is 
expected to remain at sustainable levels in the near to medium term

External Sector Outlook

Services account is expected to grow over the medium term

Primary income account deficit is projected to narrow in 2026, largely reflecting reduced interest 
payments following the external debt restructuring

In the secondary income account, workers’ remittances, which recorded notable growth rates in recent years, 
are expected to maintain at least moderate growth in the near- to medium-term

With above developments, following three consecutive years of current account surpluses, Sri Lanka’s current 
account is expected to remain at sustainable levels going forward

Financial account is expected to record continued inflows in 2026 and medium term, supported by 
investor confidence from IMF-EFF continuation and the debt restructuring completion

Maintaining a market-determined exchange rate and building reserves is paramount to external sector 
stability

Although these factors are expected to support external sector resilience over the medium term, the external sector outlook 
will remain contingent on evolving global challenges, which may necessitate building adequate buffers and, timely and 
well-targeted policy interventions to mitigate possible adverse effects



Annual Economic Review 2025 55

Financial Sector remains stable supported by robust credit growth, improved asset quality along with 
strong capital buffers even amidst rising global uncertainties linked to geopolitical tensions

Financial Sector Outlook

The Central Bank continues to monitor and stays vigilant to detect early signs of potential imbalances and 
excessive buildup of risks to financial stability

Even though, the asset quality of both banking sector and FCs sector improved during 2025, sustaining credit 
quality in these sectors may be challenging, given potential delays in recoveries and increased impairment 
requirements following the impact of Cyclone Ditwah as well as possible pressures on the repayment capacity 
of households and corporates arising from spillovers of the ongoing war in the Middle East

A broad set of legal and policy initiatives will continue to be advanced to strengthen and safeguard financial 
stability 
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Government is expected to remain committed to prudent fiscal management and revenue-based 
fiscal consolidation measures

Fiscal Sector Outlook

The proposed amendments to the Inland Revenue Act, No. 24 of 2017, scheduled for 2026, are 
expected to further strengthen revenue mobilisation

Institutional reforms, structural reforms in State-Owned Enterprises (SOEs)  and improvements in 
public sector efficiency, with a greater emphasis on digitalisation and technological integration across 
government institutions

The fiscal sector outlook remains subject to several downside risks stemming from the evolving global 
and domestic environment
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Featured Chart

Recent Economic Shocks in Sri Lanka: Uncertainty is the 
New Normal

• Increasing frequency and 
intensity of economic 
shocks have increased 
uncertainty, weakening 
growth, policy 
effectiveness, and 
decision-making capacity

• Building adequate and 
efficient fiscal and 
external buffers, crisis 
preparedness and safety 
nets is essential to 
enhance economic 
resilience and protect 
vulnerable communities
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Looking ahead, sustaining the growth momentum will 
depend critically on strengthening economic 

diversification, enhancing competitiveness, and raising 
productivity. In an increasingly volatile and shock-prone 

environment, the capacity to respond with timely, 
well-calibrated, and credible policy actions will be central 
to preserving macroeconomic stability and ensuring a 
resilient, inclusive, and sustainable growth trajectory 

for Sri Lanka

Concluding Remarks
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