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The Central Bank of Sri Lanka Releases its Annual Report for the Year 2021

In terms of Section 35 of the Monetary Law Act No. 58 of 1949, the seventy second Annual Report of
the Monetary Board of the Central Bank of Sri Lanka was presented today (29.04.2022) to Hon. M U
M Ali Sabry, the Minister of Finance, by Dr. P Nandalal Weerasinghe, the Governor of the Central Bank

of Sri Lanka.
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[Dr. P Nandalal Weerasinghe, the Governor of the Central Bank of Sri Lanka presenting the Annual Report 2021
to Hon. M U M Ali Sabry, the Minister of Finance. Mr. K M M Siriwardana, Secretary to the Treasury, Mr. AR K
Wijesekara, Assistant Governor, Dr. P K G Harischandra, Director of Economic Research, Dr. (Mrs.) S Jegajeevan

and Dr. E W K J B Ehelepola, Additional Directors of Economic Research of the Central Bank were also present.]



A summary of the performance of the Sri Lankan economy in 2021 as reflected in the Annual Report

is given below:

The Sri Lankan economy recovered in 2021 from the pandemic induced contraction in 2020,
albeit with several deeply entrenched structural problems and vulnerabilities inherited over several
decades coming to the forefront, thereby resulting in unprecedented socio-political tensions in early
2022. The economy was already in a fragile state lacking the necessary buffers to withstand shocks,
when it was hit by the COVID-19 pandemic and other multifaceted headwinds that emanated from
the global and domestic fronts. Such vulnerability of the economy can be mainly attributed to the lack
of fiscal space, which was further constrained by the changes introduced to the tax structure in late
2019. Sri Lanka was not an exception in the world in deploying countermeasures to face the pandemic
and safeguard the economy to forestall a lasting economic fallout and scarring effects on livelihoods.
However, given particular vulnerabilities in the economy, the Central Bank had to be heavily involved
in shielding the economy through extraordinary responses, in the form of monetary policy easing,
ample liquidity provision to the markets and the
Government, and adopting several external sector

and financial sector policies, in the absence of

Per cent

adequate policy space in the fiscal sector or an
adequately prompt response from the fiscal sector.

The ultra easy macroeconomic policy package

unveiled by the Central Bank and the Government

B Agriculture [l Industries Services Taxes less Subsidies = GDP

helped the economic recovery in 2021 from the S T e G T

historical contraction recorded in 2020, while also helping cushion the impact of the pandemic on a
broader segment of the stakeholders. Both public and private sectors enjoyed the comfort of low cost
funds for working capital and investment that helped them stay afloat during this difficult time, and
keep industries viable, even witnessing some growth, which in turn ensured uninterrupted provision
of public services, utilities and goods and services to the public as well as other essential supply chains.
However, unprecedented policy responses taken during the peak of the pandemic together with the
inability to withdraw the policy measures due to expected fiscal responses not coming through

adequately, caused a limited space for reversal measures and led to some unintended effects on



macroeconomic stability in 2021, which were
further aggravated in early 2022. Further, the
pressures witnessed on the exchange rate amidst

dried up liquidity in the domestic foreign

US$ million
Rs./USS

exchange market were amplified in 2021 and early

2022, warranting a measured adjustment that was

allowed in the exchange rate in early March 2022,

B Net Absorption = End-month Exchange Rate (Right Axis)

compared to the level that prevailed in the market L
amidst concerns about the adverse impact of any o |
large depreciation of the exchange rate on the society. However, the outcome of the exchange rate
flexibility that was thereafter allowed also in early March 2022, fell short of expectations due to the
large overshooting by market forces, reflecting the significant liquidity pressures that prevailed in the
domestic foreign exchange market as well as the delay in market correction.

Price stability, which was the strongest
pillar for macroeconomic stability over the last

decade or so, was challenged since the second 18

half of 2021 due to the combined impact of global

Per cent

and local supply driven causes as well as the build- ¢y

up of excessive demand pressures on prices, o
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MNow
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primarily caused by the lagged impact of
= CCPI (2013=100) NCPI (2013=100) Inflation - Target Band

extraordinary monetary accommodation,

Sources: Depariment of Census and Stafistics
Central Bank of $ri Lanka

including unprecedented monetary financing that

became required due to the lack of fiscal space. Moreover, the external sector remained on the brink
of a precarious state since late 2021 due to the mounting Balance of Payments (BOP) pressures
reflected in the meagre level of official reserves amidst significant debt servicing obligations along
with the dire need to finance essential imports at a time when the domestic foreign exchange market
remained largely illiquid. Calamities in the power and energy sector, acute shortages of essentials and
raw materials and the spillover effects of these on every nook and cranny of the economy could
disrupt economic activity excessively unless resolved urgently. The actions and policy measures taken
on a piecemeal basis to fix or postpone these severe conditions have proven to be unsuccessful or
created novel issues. Any notable intervention by fiscal authorities to ease these domestic economic
conditions to restore normalcy remained a remote possibility due to historically high public debt

levels, further weakening of fiscal balances and extremely low sovereign rating. As a result, the Central
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Bank took swift measures in early April 2022 to
preempt further deterioration of macroeconomic
stability and to restore price stability through a

significant tightening of monetary policy, among

Per cent

others. These policy initiatives would be imperative

to commence bold structural reforms to revitalise Y Y 3% :pazil9igaaasqgs
s%~os%—os%35£%35£§

mEdlum tO |Ong term macroeconomlc Stablllty, — AWCMR [month-end) — Treasury Bill Yield (91-day) (month-end)
AWDR —  Monthly AWPR Standing Rate Corridor

which remains a necessary condition for long term
(a) As of 8 April 2022 Source: Central Bank of Sri Lanka
inclusive growth.
In this regard, the implementation of several structural reforms is vital at this juncture by the
Government to complement the Central Bank’s remedial policies. Implementing strong fiscal
adjustments, which have been long delayed and

often reversed in the past, will lead to a visible

turnaround in the current complex economic : z
turmoil. Sustainable containment of the budget e 2
15 4 L4
deficit through an wupward level shift to ;7] 53
9 1 -8
government revenue along with the rationalisation 69 [
3 L 12
and prioritisation of government expenditure o —= —= == = 1l
2017 2018 2019 2020 2021 Prov.
would he|p contain the expansion of government B Total Revenue B Recurrent Expenditure G BT
e Current Account Balance == Primary Balance = Overall Fiscal Balance
(Right Axis) (Right Axis) (Right Axis)

borrowing going forward. Further, a N
comprehensive and coherent approach to

achieving and maintaining public debt sustainability is a must to take any step forward in addressing
the current economic problem. These essential fiscal adjustments have to be supported by financially
independent and autonomous State Owned Business Enterprises (SOBEs) by introducing, among
others, cost reflective pricing structures,
institutionalisation of good governance and
accountability mechanisms, notable productivity

66.0

enhancement and service delivery in the overall

60.3
. . Eb'D : 42.5 417 3 103 b
public sector, and strengthening of well targeted :* 5.
& 30
social safety net schemes. While it is necessary to z
10
strengthen legal frameworks to ensure public 0 :

T 1

2017 2018 2019 2020 Rev 2021 Prov.

accountability of state institutions, exercising M Domestic [l Foreign

Sources: Ministry of Finance

eXiSting |ega| powers in pohcy formulation and Central Bank of Sri Lanka
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implementation by relevant authorities would ensure lasting economic welfare in the country. These
changes would ensure increased participation of the private sector with ease, while the public sector
continues to play a facilitator role in the economy.
The persistent twin deficit dilemma
experienced by Sri  Lanka highlights the
importance of addressing the BOP issues on a

sustainable basis. National policies, which are free

USS$ billion

from changing political regimes, formed with the

o & AN o N o
T

support of relevant stakeholders aiming at 0] 0%

-10.3

reducing the external current account deficit and 20 AL 2 2020 22

. Trade Balance Current Account Balance . Overall Balance

budget deficit to a manageable level are
e

imperative in this endeavour. Further, other non

debt creating foreign exchange generating sources need to be explored and established to build-up

official reserves, while reducing the need for external debt financing of the BOP. A conducive doing

business environment and Foreign Direct Investment (FDI) promotions must supplement this external

sector stabilisation package.

Recent events experienced in Sri Lanka reveal how macroeconomic stability, social cohesion
and political stability are intertwined and how the effect of one aspect could spillover to another.
Thus, the overall solution to the prevailing triple plights, i.e., economic turmoil, social unrest, and
political instability, should cover all these elements to reboot Sri Lanka to new heights. The ongoing
efforts to resolve the economic issues, including the suspension of external debt servicing by the
Government for an interim period pending orderly and consensual restructuring of debt obligations,
seeking an economic adjustment programme from the International Monetary Fund (IMF), a
commitment to rationalising government expenditure and enhancing government revenue, and
continuing non aligned political and economic diplomacy, among others, are expected to restore
macroeconomic stability in the period ahead. The overall success of these efforts is conditional on

reassuring social coherence and restoring political stability and an enduring political will, to take this

reform agenda forward.



Snapshot of National Quiput, Expenditure, Income and Employment - 2021

Real g ¥ 2.3 1
Economic
Growth
Rate
%o 3.6
2017 2018 2009 2020 20

Savings and Sovings - Investment Gap

(as a % of GDP)

29.0

267 w7 23 s 258
3z 22 o 39
— L
2017 2018 2019 2020 202

Mational Savings
—+— Mational Savings - Inwestment Gap

Agricuture

F; Kiey driver: Expansion in
Financiol Services

Industry

Kiey driver: Expansion in

Maonufacturing Activisies

Agriculfure 20% 1 5:?
M K=y driver: Expansion in Growing of o

Clleaginous Fruits

Labour Market Indicators

Privote Consumption 10.8% 1
K=y driver: Increose in Expendibune

on Food

Government Consumptlion 3.7% T

Key drivers: Increase in Expendibure
on Defense and Socol Protection

K=y driver: Increose in Gross
Domestic Faed Capital Formation
Met Exports

Ky driver: Increase in Imports in
absolute valus

£
£

-31.6% 1

Exports of Goods and
Services

233% 1

Imports of Goods and
Services

25.7% 1

Fimed

piion of
apitol

et Operating Surplus

64.4%
9 Compensation of Employees 8. 5% 1

@ Gross Operafing Surplus 13.6% 1
@. Met Cperafing Surpls 14.0% 1
@ Mixed Income 11.9% 1
o Consumption of Fired 12.4% 1
Copital

Population

8.273 mn
[2020)

8.581 mn
[2021)

50.6%
{2020}

49.9%
(2021

.-

.

Economically Inactive Lobowr Force
Participation Rate

7.999 mn

(2020

8.114 mn
[2021)

53.7111

[2020)

121,795
[2021)



Performaonce of the Economic and Social Infrostructure
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Movements of Prices and Wages - 2021

Volatile Weigiis
NCPI - 24 0%
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(a) Volatile Food includes rice, meat, fresh fish and seafood, coconut, fresh fruits, vegetables, potatoes, onions and selected condiments
(b) Other food includes food items excluding Volatile Food items

(c) Change of nominal and real wages indicated refers to the percentage change between average of 2021 and 2020

(d) Wages of the formal private sector employees, whose wages are governed by the wage boards



Performance of the Externaol Sector
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Performance of the Fiscal Sector

HEy D Salkmines Central Government Budget 2021
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Monetary Sector Developments
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Performance of the Financial Sector
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Macroeconomic Performance (2017-2021)

Indicator Unit 2017 2018 2019 2020 (a) 2021 (b)
Real Sector (c)
Real GDP Growth % 3.6 3.3 2.3 (a) -3.6 (b) 3.7
GDP at Current Market Price Rs. bn 13,328 14,291 14,997 (a) 15,027 (b) 16,809
Per Capita GDP (d) uss 4,077 4,057 3,848 (a) 3,695 (b) 3.815
External Sector
Trade Balance (c) % of GDP -11.0 -11.8 -9.5 -7.4 -9.6
Current Account Balance (c) % of GDP 2.6 -3.2 2.2 -1.5 -4.0
Overall Balance US$ mn 2,068 -1,103 377 -2,328 -3,967
External Official Reserves USS$ mn 7,959 6,919 7,642 5,664 3,139
Fiscal Sector (c)(e)
Current Account Balance % of GDP -0.7 -1.2 -3.6(f) -7.9 -7.7
Primary Balance % of GDP 0.02 0.6 -3.6 (1) -4.6 -6.0
Overall Fiscal Balance % of GDP -5.5 -5.3 -9.6 (f) -11.1 -12.2
Central Government Debt (g) % of GDP 77.9 84.2 86.9 (f) 100.6 104.6
Monetary Sector and Inflation
Broad Money Growth (M,,) (h) % 16.7 13.0 7.0 23.4 13.2
Private Sector Credit Growth (in M,,) (h) % 14.7 15.9 4.2 6.5 13.1
Annual Average Inflation (i) % 6.6 4.3 4.3 4.6 6.0
(a) Revised Sources: Department of Census and Statistics
(b) Provisional Ministry of Finance
(c) Based on the GDP estimates (base year 2010) of the Department of Census and Statistics. Central Bank of 5ri Lanka
(d) Estimates updated with latest population figures
() Based on the revised GDP estimates for 2019 and 2020 made available on 29 March 2022 by the Department

of Census and Statistics.

(f) According to the Ministry of Finance, the fiscal sector stafistics of 2019 have been restated as announced in the
Budget Speech for 2020.

(g) Includes Treasury bonds of Rs. 13,125 million issued to capitalise SriLankan Airdines in March 2013 (matured on
01 June 2018) and Rs. 78,441 million issued to the Ceylon Petroleum Corporation (CPC) in January 2012 (of which
Rs. 21,778 million matured on 01 January 2017 and the current outstanding is Rs. 56,662 million)

(h) Year-on-year growth based on end year values.

(i) Based on CCPI (2013=100)
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