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• Historical Context
• Current State of the Sri Lankan Economy
• Role and Mandate of the Central Bank of Sri Lanka
• Inflation and Price Stability and the Conduct of Monetary Policy in Sri Lanka
• Exchange Rate Management
• Foreign Reserves and External Stability
• Central Bank Independence and Accountability
• Common Misconceptions
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Historical Context
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Economic Growth
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Average growth during 2013-2022 remains at 1.9%, compared to the 
average growth of 5.2% during the period from 1980-2012

Sri Lanka has not been able to sustain the pace of growth witnessed immediately after the economic 
liberalisation in 1977 as well as at the end of the internal conflict in 2009

Real GDP Growth Rate - Annual

Source: Department of Census and Statistics
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Inflation
Year-on-year Headline Inflation (based on CCPI)
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Inflation Average: 1977-2009 Average: 2010-2021

Average: 2022-2024 Average: >2025

Source: DCS
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Government Revenue
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Primary Balance
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Historical Twin Deficit
Budget Balance and External Current Account Balance (as a % of GDP)

• Current Account Balance: Difference between country's total receipts and total payments from transactions in goods, services, primary 
income (such as interest and dividends), and secondary income (such as remittances) with the rest of the world

• Budget Balance: Difference between government’s Revenue including Grants and Expenditure
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Foreign Direct Investment (without loans) and  Gross Foreign Borrowings 
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Sri Lanka Rupee Movements Against the USD
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Current State of the Sri Lankan Economy
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Economic Growth
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Sectoral Contribution to Y-o-Y GDP Growth (at Constant Prices)

Taxes less Subsidies Services

Industries Agriculture, Forestry and Fishing

GDP growth

Positive growth momentum has been sustained since Q3 2023, with the economy recording 
growth of around 5% in both 2024 and 2025

Source: Department of Census Statistics

y-o-y Real GDP Growth 2025 Q4 2025 Annual
Agriculture 2.1% 1.4%
Industry 7.3% 7.8%
Services 3.1% 3.3%
GDP 4.8% 5.0%
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Inflation
Inflation accelerated in recent months, reflecting the impact of upward adjustments to domestic energy and fuel prices 
amid the ongoing conflict in the Middle East
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The Overnight Policy Rate (OPR) was 

increased by 100 bps in May 2026, after 

around 800 bps reduction since June 2023

Rationale for the tightening of monetary 
policy:  

• Pressures on the external sector

• Elevated inflation forecast

• Potential second-round effects on 
headline inflation from energy and 
fuel price adjustments 

• Continued expansion in private 
sector credit, fueling import demand

• Risk of de-anchoring inflation 
expectations 

Latest monetary policy tightening is expected to arrest demand-driven inflationary pressures, thus also supporting to 
anchoring inflation expectations of  the economy 
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External Sector Performance
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Categories that contributed to the overall increase in import expenditure in April 2026
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Fuel

2012 2024 2025 2026

Category Apr-25 Apr-26 Growth
%

Jan-Apr
2025

Jan-Apr
2026

Growth
%

Fuel 354.7 886.2 149.9 1,411.4 2,167.7 53.6

Crude Oil

Value : USD mn 60.8 108.1 77.7 288.7 299.1 3.6

Refined Petroleum

Value : USD mn 268.9 734.6 173.2 993.3 1,754.3 76.6

Coal

Value : USD mn 24.9 43.4 74.2 129.4 114.2 -11.7

External Sector Performance

Highest in history 

Breakdown of Fuel Expenditure
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External Sector Performance
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Sri Lanka recorded 2.36 mn tourist arrivals for 2025
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*Workers' remittances may include other remittances, such as those received following Cyclone Ditwah
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2025
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Jan-Apr 2025
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USD 8.1 bnWorkers’ 

Remittances

Jan-May 2026
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2
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Exchange Rate Movements 
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09 Jun 2026

Movements in Peer Country Currencies 
against the US dollar

Regional peer currencies have also 
experienced some depreciation 
pressures following the onset of the 
Middle East conflict  

• Higher import expenditure, particularly fuel and 
vehicles

• Lower foreign exchange inflows, particularly from 
tourism

• Speculation by the market participants
• Possible delay in the conversion of export earnings in 

anticipation of a depreciation of the rupee
• Importers increasing orders and foreign exchange 

purchases to hedge against the expected depreciation
• Foreign investment outflows from the government 

securities market and the Colombo Stock Exchange

Reasons for recent depreciation pressures
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Market Interest Rates

Interest Rate End 2025
(%)

Current 
level#

(%) 

Change in 
thus far 

2026  (bps)

AWCMR* 8.04 9.18 +114

91-day Treasury bill ** 7.74 9.84 +210

1 Year Treasury bill ** 8.45 10.02 +157

Weekly AWPR*** 9.07 10.00 +93

Monthly AWPR 8.87 9.75 +88

Lending Rate 11.48 11.87 +39

New Lending Rate 10.69 11.53 +84

SME Rate 11.53 11.85 +32

New SME Rate 11.12 11.93 +81

Deposit Rate 6.78 6.86 +8

New Deposit Rate 6.29 6.87 +58

*Latest data point – AWCMR as of 9 June 2026
** Latest data point –Yield in T-bill auction held on 3 June 2026

***Latest data point –Weekly AWPR as of 5 June 2026
#Note: All monthly rates are as of April 2026 except for Monthly AWPR, which is as at May 2026

In line with policy tightening, overall market interest rates continued to adjust upward
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Domestic Credit

Monetary policy tightening, complemented by macroprudential measures on gold-backed and vehicle loans, is 
expected to moderate private sector credit growth in the period ahead

Growth in domestic credit has been primarily driven by the continued expansion in private sector credit, while Net 
Credit to Government and Credit to Public Corporations have recorded net repayments in recent periods amid 
improvements in fiscal discipline
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Key Fiscal Balances (Rs. bn)

Driven by continued revenue based fiscal consolidation measures, fiscal sector performance further strengthened, with 
all three key fiscal balances improving following the implementation of fiscal reforms

Fiscal Sector Performance
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Government Revenue vs Expenditure (Rs. bn)

Source: Ministry of Finance, Planning and Economic Development

Sustained revenue enhancing measures, fiscal reforms and expenditure rationalisation significantly increased government 
revenue and constrained government expenditure, narrowing the budget deficit

Fiscal Sector Performance

1,461
1,694 1,840 1,932 1,899

1,373 1,464

2,013

3,074

4,091

5,486

2,290 2,334
2,573 2,693

3,338
3,041

3,522

4,473

5,357

6,131 6,230

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Total Revenue Total Expenditure

-2,460

-2,282

-2,040

-745



Role and Mandate of the Central Bank of     
Sri Lanka
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1. Primary Objective:  

Price stability is a situation in which the general level of prices in an economy changes only 
gradually over time, so that inflation remains low and predictable, creating a conducive 
environment for sustainable economic growth

Achieve and Maintain Domestic Price Stability

Price stability is achieved through the conduct of monetary policy of the CBSL

2. Other Objective:  Securing Financial System Stability

Financial system stability refers to effective functioning of the financial system and the 
absence of disruptions to the financial system 

Objectives of the Central Bank
As stipulated by the Central Bank Act (CBA), No 16 of 2023
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Evolution of the Central Bank Objectives

Objectives at the beginning
• Stabilisation Objectives

1. Stabilisation of domestic 
monetary value of the Rupee

2. The stabilisation of the 
international value of the Rupee

• Development Objectives
3. The promotion and maintenance 

of a high level of production, 
employment and real income in 
Sri Lanka

4. The promotion of productive 
resources of Sri Lanka

1950

• Common for central banks 
established in that period to 
have multiple objectives 

Streamlined the Objectives

2002

• Some of the previous objectives 
were in conflict with one another

• Internationally, a consensus has 
been developed that price 
stability should be a central 
bank’s principal object

• Removed the  exchange rate 
stabilisation objective

• Stability of the financial system is 
crucial in preventing economic 
crises in a country, thus 
recognising it also as a core 
objective

Revised and Current Objectives
• Primary objective:

Achieve and maintain domestic price 
stability

• Other objective:
Secure financial system stability

2023

• Ensures that the Central Bank will be 
committed to delivering low and stable 
inflation 

• Experiences have shown that the 
economy performs well when inflation 
is low and is expected to be low

• Low and stable inflation helps to keep 
stable levels of interest rates 

• Such an environment allows an 
economy to achieve its growth 
potentialConflicting objectives have led to high inflation episodes thereby 

undermining macroeconomic stability 



Inflation and Price Stability and the 
Conduct of Monetary Policy in Sri Lanka
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Sri Lanka’s Monetary Policy Regime

• As the economy became more liberalised, and in the absence of sufficiently diversified sources of foreign exchange inflows, 
sustained exchange rate targeting became difficult and costly, especially during periods of economic shocks. This prompted the 
move away from the exchange rate targeting

• Since economic liberalisation, Sri Lanka has experienced both low and high inflation periods over time due to various domestic 
and external shocks, underscoring the importance of low and stable inflation for economic stability

• A credible monetary policy framework plays a critical role in achieving and maintaining low and stable inflation

Monetary Targeting

Flexible Inflation 
Targeting (FIT)

Legally enabled 
Full-fledged FIT

Economic
Liberalisation in SL

Enhanced 
Monetary Policy 

Framework
Open Economy

Monetary policy modernisation 
initiatives began in the 2000s

Source: DCS
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Flexible Inflation Targeting Framework

Mandate for 
Price Stability

AccountabilityIndependence

Enables 
anchoring of 
INFLATION 

EXPECTATIONS 
effectively…

Flexible inflation targeting means that monetary policy aims at stabilising both 
inflation around the inflation target and the real economy, whereas strict 
inflation targeting aims at stabilising inflation only, without regard to the stability of 
the real economy – also referred to as "Inflation Nutter"
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Parameters under the Flexible Inflation Targeting

The inflation target is set by 
agreement between the Central 

Bank and the Ministry of Finance

“Minister and the Central Bank shall sign 
a monetary policy framework agreement 
with regard to setting out the inflation 
target to be achieved by the Central Bank” 
(Section 26- 27 of CBA)

Headline inflation as measured by Colombo 
Consumer Price Index

Quarterly headline inflation at 5%

Flexible Inflation Targeting Framework

Who sets the Inflation Target? Choice of Inflation Metric?

Numerical Target (Point or Range)

The inflation target is to be reviewed 
every 03 years
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Why Flexible Inflation Targeting?
• Since the late 1980s, several countries have adopted respective inflation targets as their nominal 

anchors for monetary policy, underpinned by the theoretical and empirical support for low and 
stable inflation being essential to sustain high growth

• Varied country experiences show that this policy framework yields significant benefits in terms of,
‐ Reduced inflation volatility
‐ Reduced impact of shocks
‐ Anchoring of inflation expectations

• Inflation target, as an anchor…
 … is simple, easily communicated, and therefore,
   is well understood by the public at large

• Low and stable inflation expectations contribute to desirable macroeconomic outcomes
– More predictable spending and investment; reduced wage-price spirals; greater effectiveness of monetary policy and 

low interest rates; improved economic stability; protection of purchasing power
– Ultimately these outcomes help sustain healthy growth episodes, supporting overall welfare improvement

Flexible Inflation Targeting (FIT) requires the implementation of  a flexible exchange rate regime in 

line with the FIT framework
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Monetary Policy 
Transmission 
Mechanism

Central Bank 
policy decisions 
are transmitted 
to the broader 
economy via 

multiple 
transmission 

channels



Exchange Rate Management
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Exchange Rate Policy: Flexible Exchange Rate Regime

• The Central Bank of Sri Lanka Act recognises Flexible Inflation Targeting (FIT) 
as the monetary policy framework and requires the implementation of a 
flexible exchange rate regime in line with the FIT framework

• Under the flexible exchange rate regime, the exchange rate acts as a shock 
absorber and the Central Bank reserves the right to intervene in the market, as and 
when it is deemed necessary, to prevent excessive exchange rate volatility in the 
short-term and to build up the country’s international reserve position in the 
medium-term

Price Stability
Flexible 
Inflation
Targeting (FIT)

Flexible 
Exchange
Rate

Shock
Absorption

External Sector
Stability
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How Can a Flexible Inflation-Targeting Central Bank Manage the 
Exchange Rate?
• Policy rate: the tool it controls directly

− Main instrument under FIT
− Influences borrowing, saving, credit, and 

demand
− Used primarily to keep inflation low and 

stable

• Exchange rate: a market-driven price
− Determined mainly by exporters, 

importers, banks, investors, and 
households

− Not normally fixed or directly set by the 
central bank under FIT

• How the central bank can influence it
− Indirectly: Interest rates and credibility affect 

demand for domestic currency
− Directly: FX intervention can smooth disorderly 

market movements

• The key constraint
− Domestic liquidity can be managed using domestic 

currency
− FX intervention requires foreign reserves, which 

are finite

− A central bank can create its own currency, 
but it cannot create foreign reserves
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Why Exchange Rate Flexibility Matters?
• Acts as an automatic shock absorber, 

allowing the exchange rate to adjust in response 
to external and domestic economic shocks 

• Facilitates balance of payments adjustment, 
helping restore and maintain external sector 
stability

• Reduces the need to use foreign exchange 
reserves to defend a predetermined exchange 
rate level

• Strengthens the Central Bank’s monetary 
policy independence

• Promotes a deeper and more liquid foreign 
exchange market by allowing market forces to 
determine the exchange rate

• Strengthens market confidence and supports 
foreign exchange inflows through a 
transparent and market-based exchange rate 
mechanism
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Foreign Reserves and External Stability
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Management of Gross Official Reserves

Note: GOR include the PBoC swap facility, which is subject to conditionalities on usability

• Central Bank is responsible for managing the 
international reserves of the country, in 
accordance with internationally accepted best 
practices and policies approved by the Governing 
Board

• Augmenting international reserves is essential to 
strengthen external buffers, enhance the country's 
resilience to external shocks, bolster market 
confidence, and ensure adequate foreign exchange 
liquidity to meet external obligations

Strategy to build up reserves is mainly through,

– Purchasing foreign exchange during periods of 
excess market liquidity without disrupting 
market functioning

– Obtaining foreign funding from multilateral and 
bilateral partners

*Intervention data from 2010 -2019 is based on trade date and from 2020 onwards is based on value date
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Central Bank Independence and 
Accountability
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The Central Bank is Accountable to Parliament and the Public
• The Governor of the Central Bank, the members of the  Governing Board and the Monetary 

Policy Board and every Deputy Governor of the Central Bank shall, at the request of the 
Parliament, be heard by the Parliament or any of its committees once in every four months, 
regarding the functions of the Central Bank

• Submission of a detailed report to the Minister of Finance and make the report publicly 
available, if it does not harm the public interest, when Monetary Policy Board (MPB) anticipates 
economic disturbances

• Within four months after the end of each financial year, CBSL shall publish the Annual 
Economic Review and present it to the Parliament through the Minister

• Submission of Inflation Breach Report to Parliament, if the Central Bank fails to meet the 
inflation target for two consecutive quarters

• Publication of Monetary Policy Report bi-annually

• Publication of Financial Stability Review

• Submission of Annual Financial Statements, audited by the Auditor-General, to the Minister

The Central Bank is unique among public institutions in having accountability explicitly 
embedded as a core element in the legislation



Common Misconceptions



42

• No central bank has economic growth as its primary statutory mandate. 
Rather, central banks contribute to sustainable economic growth by 
maintaining price stability and preserving macroeconomic and financial 
stability

Stability is essential for growth

I. Misconceptions about the Central Bank's Role in Economic 
Growth

• The Central Bank of Sri Lanka cannot drive growth and only facilitate 
growth by maintaining stability. That is why a country that needs to grow 
faster, needs to have an independent Central Bank that should be able to 
maintain stability in both prices and the financial system. This is the 
foundation for growth
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II. Misconception: Exchange Rate Depreciation Raises External Debt?

Government External Debt as at end March 2026
USD  37,468 Mn | Rs. 11,810 Bn 

(Exchange Rate : LKR/USD 315.20)

• A depreciation of the Rupee does not increase the country's 
foreign currency debt obligations in dollar terms and vice 
versa 

• Debt sustainability depends on the ability to service debt 
obligations

• Government’s foreign debt servicing capacity ultimately depends 
on the country's capacity to generate forex inflows

• Artificially stable exchange rate would discourage foreign 
inflows through exports, tourism, remittances, and investments

• Though exchange rate depreciation increases the government’s 
debt servicing costs in rupee terms, it also increases 
government revenue through trade related taxes increasing its 
debt servicing capacity

• Attempting to defend an unsustainable exchange rate can 
deplete foreign reserves and weaken the country's debt 
repayment capacity

If Exchange Rate was at: LKR/USD 330.00)
USD  37,468 Mn | Rs. 12,364.44 Bn

Tax Revenue on Foreign Trade Vs. Exchange Rate 
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III. Misconception: Exchange Rate Depreciation is Always Harmful
Reality: Currency depreciation does not necessarily harm the economy. Exchange rate movements have different 
effects on different stakeholders in the economy

• Depreciation makes a country's exports cheaper and more competitive 
in international markets

• Although currency deprecation may negatively affect importers, it would 
be beneficial for the exporters, tourism service providers and 
households that receive remittances

• Even when exports use imported inputs, exporters typically add value
locally through labor, logistics, and services. Currency depreciation 
increases the rupee value of that local value-added. 

• Depreciation makes imported goods relatively more expensive, 
encouraging consumers and businesses to switch to domestically 
produced alternatives where available

• Currency depreciation helps the economy adjust to foreign exchange 
shortages by encouraging exports and discouraging non-essential 
imports

• For countries like Sri Lanka, a flexible exchange rate can help preserve 
foreign reserves and reduce the need for painful economic adjustments elsewhere.  

Movements in Peer Country Currencies 
against the US dollar
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• In view of minimal usable foreign exchange reserves, the Monetary Board of the 
CBSL made a recommendation to the Government to consider a debt standstill

• The decision to announce a debt standstill was taken by the then President, subject 
to subsequent Cabinet approval, and was formally announced by the Ministry of 
Finance

[The announcement of debt standstill helped to preserve much needed forex to finance 
essential imports while delaying the debt service payments of over 

USD 2.0 bn due for commercial and bilateral creditors in 2022]

IV. Misconception: CBSL Announced the Debt Standstill in 
April 2022?

Sri Lanka avoided a hard default by pre-announcing a 
debt standstill in April 2022 and enabled debt 

restructuring efforts
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Foreign Currency Debt Service Payments of Government and Central Bank*

Government (a)(b)(c )(d) Central Bank Gross Official Reserves

a) Government debt servicing projections during 2026-2032 are based on forecast from PDMO received on 09 Jan 2026 and the Lazard forecast received on 05 February 2026
b) Projected ISB debt servicing from 2026 onwards is based on Lower Upside Case Scenario without activation of the Coupon Step-Down on the Governance-Linked Bonds
c) This includes CPC restructured debt related debt service payments
d) Excluding SLDBs and FCBUs debt servicing

*Updated based on the data available as at 02 June 2026

Debt service obligations remain manageable in the period ahead

Debt restructuring

V. Misconception: Will there be Another Debt Crisis in 2028?
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V. Misconception: Will there be Another Debt Crisis in 2028?

Strengthened reserves and improved debt metrics have placed Sri Lanka on a debt sustainability 
path under the IMF program, significantly reducing the risk of another sovereign default in the near 
term
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V. Misconception: Will there be Another Debt Crisis in 2028?
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As per the Debt Sustainability Analysis (DSA) of the IMF (Staff Report for V and VI Review) :

• The projected debt-to-GDP ratio at end-2032 declined to 86.7% from 88.5% in the IV Review (compared to the DSA target of 95%)

• The average GFN to GDP ratio in 2027-32 declined to 12.6% from 12.7% in the IV Review (compared to the DSA target of 13%), and 

• The average FX debt service to GDP ratio in 2027-32 declined to 3.3% from 3.6% in the IV Review (compared to the DSA annual ceiling 
of 4.5%)

DSA 
indicators 
have been 
improving 
over time 

Source : IMF Staff Report for V and VI Review 
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VI. Misconception: There is No Coordination Between the 
Central Bank and the Government

✓ Effective monetary and fiscal policy coordination is 
strengthened through continuous collaboration between 
the Governor and the ST on key macroeconomic issues

✓ Under the CBA’s Flexible Inflation Targeting framework, the 
inflation target is set jointly by the Government and the 
Central Bank through coordinated and thorough assessment

Various other fora that strengthen the monetary-fiscal 
coordination

• Financial System Oversight Committee (FSOC)

• Financial Sector Crisis Management Committee 
(FCMC)

• Public Debt Coordinating Committee (PDCC)

• IMF-EFF Coordination

In terms of Section 83 of CBA No. 16 of 2023, 

• Coordination Council is established to coordinate fiscal, 
monetary and financial stability policies, and share 
information and exchange views on recent macroeconomic 
developments, outlook, and risks

• Composition: 

• Governor (Chairman)

• Secretary to the Ministry of Finance

• Secretary to the Ministry of Economic Policy 
(if different from MOF)

• Since its establishment, a total of 10 Coordination Council 
meetings have been held

• In addition to the Coordination Council meetings,                
a technical-level meeting is conducted prior to the 
Coordination Council meeting to facilitate policy-level 
discussions



Thank you
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