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1. Overview 

Under the Central Bank of Sri Lanka Act, No. 16 of 2023, monetary policy in               

Sri Lanka is conducted within a Flexible Inflation Targeting (FIT) framework, 

supported by a flexible exchange rate regime. Under the FIT framework, the 

Central Bank of Sri Lanka (the Central Bank) aims to maintain headline inflation at 

5 per cent (year-on- year) in order to achieve and preserve domestic price stability, 

thereby supporting sustainable economic growth. 

The Central Bank operationalises its monetary policy instruments to steer short-

term interest rates along the desired path, with the view of achieving the inflation 

target. Among the policy instruments of the Central Bank, the Overnight Policy 

Rate (OPR) serves as the main monetary policy signaling tool of the monetary 

policy stance, while Open Market Operations (OMOs) are used to manage liquidity 

in the banking system and guide short-term market interest rates. The Average 

Weighted Call Money Rate (AWCMR), the key short-term interest rate in the 

economy, serves as the Central Bank’s operational target and the monetary 

operations are calibrated to maintain the AWCMR closely aligned with the OPR. 

Changes in short-term interest rates are subsequently transmitted through the 

financial system to the broader economy, influencing economic activity, inflation 

expectations, and ultimately inflation outcomes. 

In line with the FIT framework, the Central Bank operates a flexible exchange rate 

regime, whereby the exchange rate is primarily determined by market forces. In 

this framework, the exchange rate serves as an automatic stabiliser, enabling the 

economy to adjust efficiently to external shocks while supporting the objective of 

maintaining domestic price stability. However, the Central Bank may intervene in 

the foreign exchange market to prevent excessive volatility in the exchange rate 

and ensure orderly market conditions, thereby safeguarding price stability. 



                                                                      MARKET OPERATIONS REPORT | June 2026 

                                                                         CENTRAL BANK OF SRI LANKA     5 
   

In addition to maintaining orderly market conditions, the Central Bank purchases 

foreign exchange to strengthen the Country’s Gross Official Reserves (GOR) and 

meet reserve accumulation objectives, including commitments under the 

Extended Fund Facility (EFF) Programme of the International Monetary Fund (IMF). 

The Central Bank also conducts foreign exchange swaps transactions with banks 

to facilitate the market’s short-term liquidity management and hedging 

requirements, which affect both reserve levels and domestic liquidity conditions. 

Against this backdrop, the Market Operations Report (MOR) – June 2026 provides 

an overview of monetary policy measures, liquidity developments, short-term 

interest rate movements, exchange rate developments, and the Central Bank’s 

money market and foreign exchange market operations during the first half of 

2026. The MOR also includes special feature articles intended to enhance 

stakeholders’ understanding of key topics related to market operations of the 

Central Bank. 
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2.  Highlights 
▪ The Central Bank increased the OPR by 100 basis points to 8.75 per cent1, with 

effect from 26 May 2026, signalling a tightening bias of the monetary policy 

stance, in response to evolving domestic and global economic conditions amid 

rising commodity and energy prices, heightened geopolitical tensions, and 

strengthening domestic demand.  

▪ The domestic money market remained in a surplus liquidity position during the 

first half of 2026, driven by net foreign exchange purchases of the Central Bank. 

However, surplus liquidity moderated during April–June 2026, mainly due to 

Government foreign loan repayments using the reserves, Central Bank’s 

foreign exchange sales, and coupon payments related to the Central Bank’s 

Treasury bond holdings. 

▪ In response to evolving excess liquidity conditions and to support orderly 

money market conditions, consistent with its objective of steering short-term 

interest rates, the Central Bank conducted OMOs from mid-February 2026 

onwards. The Central Bank intensified and calibrated its liquidity absorption 

operations during the latter part of the first half of 2026, primarily to mitigate 

mounting pressures in the foreign exchange market. 

▪ The AWCMR remained broadly aligned with the OPR until mid-February 2026. 

Thereafter, given evolving global and domestic conditions, the Central Bank 

allowed temporary deviations of the AWCMR moving above the OPR, 

particularly following the policy rate increase in May 2026. 

▪ After remaining broadly stable during the first two months of 2026, the Sri 

Lankan rupee depreciated from March onwards similar to peer economies, 

amid adverse external developments, stronger import demand, and capital 

outflows. 

 
1 Standing Deposit Facility Rate (SDFR) and Standing Lending Facility Rate (SLFR), which are linked to OPR with predetermined margins of ± 50 
bps, were adjusted to 8.25% and 9.25%, respectively. 
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▪ During early 2026, the Central Bank strengthened the Country’s GOR position 

through foreign exchange purchases, reaching the highest post-crisis reserve 

level by end-February. However, reserve accumulation moderated from March 

due to heightened foreign exchange market pressures. 

▪ The Central Bank intervened in the domestic foreign exchange market to curb 

excessive exchange rate volatility, facilitate essential energy imports, and 

maintain orderly market conditions, while remaining a net purchaser of foreign 

exchange during the first half of 2026. 

▪ To strengthen monetary policy implementation and market efficiency, the 

Central Bank introduced key reforms to the Statutory Reserve Requirement 

(SRR) framework effective from 1 April 2026. These reforms are expected to 

improve liquidity management, reduce interest rate volatility, and enhance 

monetary policy transmission. Further initiatives planned for 2026 include the 

modernisation of the OMO auction system to enhance efficiency of monetary 

operations and the introduction of a Reference Exchange Rate to enhance 

transparency and deepen the domestic foreign exchange market. 
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3. Monetary Policy Stance and Exchange Rate Policy 
The Central Bank tightened its monetary policy stance in 2026 to safeguard 

price stability. Tightening of monetary policy, along with macroprudential and 

foreign exchange related measures, supported external sector stability. 

▪ The Central Bank maintained an accommodative monetary policy stance 

during the early part of 2026. However, in May 2026, the OPR was increased by 

100 basis points to 8.75 per cent, reflecting a tightening bias in response to 

evolving domestic and global economic conditions. This decision was driven 

by a host of considerations, including rising commodity and energy prices amid 

heightened geopolitical tensions and strengthening domestic demand 

conditions, which increased the risk of inflationary pressures in the economy 

along with sharp depreciation of the exchange rate. The policy rate adjustment 

was intended to contain inflationary pressures, anchor inflation expectations, 

moderate credit and import demand, and to safeguard domestic price stability  

and alleviate pressures on the external sector. 

▪ In line with its monetary policy stance, the Central Bank allowed money market 

conditions to adjust amid a substantial liquidity surplus during 2025 and 2026. 

The Central Bank refrained from injecting additional liquidity through its 

monetary operations, and continued operations to absorb excess liquidity. 

▪ During the first half of 2026, while operating the flexible exchange rate regime, 

the Central Bank intervened in the domestic foreign exchange market to curtail 

excessive exchange rate volatility. Although the Sri Lanka rupee recorded a 

slight appreciation in the early months of the year, it depreciated notably during 

the first half of 2026, reflecting heightened pressures on the external sector. 

▪ Several policy measures adopted by the Central Bank during this period, 

helped   addressing    pressures   in  the   foreign   exchange   market  and   the  

exchange rate.  In particular,  tightening  of  monetary  policy,  introduction  of  
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macroprudential   measures   such  as  stricter  Loan-to-Value  (LTV)  ratios  on  

credit granted for motor vehicles to curb rapid credit expansion and the 

reduction of the mandatory export proceeds conversion period from 90 days to 

30 days, helped ease pressures on the exchange rate while enhancing liquidity 

in the domestic foreign exchange market. 
 

4. Movements in Central Bank Liquidity 
Surplus liquidity in the domestic money market persisted, supported 
primarily by the Central Bank's net foreign exchange purchases, despite 
intermittent declines. 

▪ Similar to 2025, the domestic money market remained in a surplus liquidity 

position during the first half of 2026, with average surplus liquidity amounting 

to Rs. 199.5 billion. Surplus liquidity peaked at Rs. 403.8 billion in early March, 

before moderating to Rs. 82.6 billion by end-June 2026 (Figure 01).2  

 

 

 

 

 

 

 

 

 

 

 
2   Central Bank liquidity refers to the aggregate reserve balances maintained by Licensed Commercial Banks (LCBs) in their settlement 
accounts with the Central Bank. In the context of monetary policy implementation, central bank liquidity also referred to as domestic money 
market liquidity. Surplus liquidity refers to the reserve balances that exceed the required reserves to be maintained under the Statutory Reserve 
Requirement (SRR). 
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Figure 01        Behaviour of Central Bank Liquidity (Jan-Jun 2026) 

Source: Central Bank of Sri Lanka 
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▪  The surplus liquidity position in 2026 was mainly due to the Central Bank’s 

foreign exchange operations, including purchases of foreign exchange in the 

domestic foreign exchange market and execution of foreign exchange buy-sell 

swaps, which led to an injection of around Rs. 262.5 billion, on a net basis. 

Profit transfer to the Government by the Central Bank also contributed to 

surplus liquidity (Rs. 41.9 billion). However, net foreign loan repayments (Rs. 

211.5 billion), coupon payments to the Central Bank on account of its holding 

of Treasury bonds (Rs. 94.4 billion), increase in currency in circulation as 

reflected in net currency withdrawals (Rs. 72.7 billion), and Treasury bond 

maturities of the Central Bank (Rs. 10.8 billion) absorbed liquidity from the 

domestic money market during the first half of 2026 (Figure 02). 

 

 

 
 

 

 

 

 

 

▪ Compared to the previous year, liquidity surplus of state banks declined during 

the first half of 2026 due to Government foreign loan repayments and financing 

requirements arising from undersubscribed auctions for government 

securities. Foreign banks continued to maintain surplus liquidity and placed 

excess funds mainly at the Standing Deposit Facility (SDF),    while   domestic   

private   banks   faced   relatively   tighter  liquidity conditions due to notable 
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Figure 02        Factors Contributing to Change in Central Bank Liquidity (Jan - Jun 2026) 
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credit expansion. Meanwhile, the Standalone Primary Dealers (SPDs) 

maintained a marginal liquidity deficit on average (Figure 03).  

 

 

 

 

 

 

 

 

 

 

 

 

5. Movements in Short-Term Interest Rates 
Short-term interest rates adjusted upward in response to monetary 
tightening, reflecting effective monetary policy transmission during the first 
half of 2026. 

▪ The AWCMR remained broadly aligned with the OPR until mid-February 2026 

before declining below the policy rate due to improved liquidity conditions 

resulting from the Central Bank’s foreign exchange purchases. As surplus 

liquidity moderated during March–May 2026, the AWCMR gradually increased 

and moved above the OPR. Following the increase in the OPR in May 2026, 

money market rates adjusted upward, reflecting stronger policy transmission. 

By end-June 2026, the AWCMR and AWRR increased to 9.23 per cent and 9.25 

per cent, respectively, compared to 8.04 per cent and 8.06 per cent at end-

2025 (Figure 04). 
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▪ Money  market activity remained robust during the first half of 2026. State 

banks continued to be the main providers of liquidity, while increased funding 

requirements of domestic private banks and SPDs contributed to higher 

transaction volumes in both the call money and repo markets (Figure 05). 
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Movements in Overnight Policy Rate and Short-term Money Market 
Rates (2023 - Jul 2026) 

Source: Central Bank of Sri Lanka 

Figure 05   Volumes of Overnight Call and Repo Market Transactions (Jan - Jun 2026) 
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6. Monetary Operations of the Central Bank 
The Central Bank aligned its monetary operations with the prevailing 
monetary policy stance to manage liquidity, steer short-term interest rates, 
and support orderly conditions in the money and foreign exchange markets.  

6.1 Open Market Operations 
▪ The Central Bank calibrated OMOs in line with the prevailing monetary policy 

stance and ease pressures in the foreign exchange market. As the AWCMR 

remained broadly aligned with the OPR, the Central Bank refrained from 

conducting OMOs until mid-February 2026. However, with surplus liquidity 

pushing the AWCMR below the OPR, the Central Bank resumed overnight and 

short-term repo auctions under OMOs to absorb excess liquidity and support 

orderly monetary conditions (Figure 06). 

▪ OMOs to absorb liquidity were not conducted in April 2026 following a sharp 

decline in surplus liquidity caused by foreign loan repayments of the 

Government and coupon payments to the Central Bank on account of its 

Treasury Bond holdings. However, amid renewed pressures in the foreign 

exchange market and heightened market speculation, OMOs were resumed 

from late April 2026. Accordingly, the Central Bank absorbed excess rupee 

liquidity to maintain tighter short-term monetary conditions, resulting in 

market interest rates remaining above the OPR. While these operations 

resulted in short-term interest rates temporarily deviating from the policy rate, 

they helped mitigate pressures in the foreign exchange market. 

6.2 Standing Facilities 
 

▪ The Central Bank provided Standing Facilities to Participatory Institutions (PIs) 

to address residual short-term liquidity needs not met through the market or 

OMOs.  During the first half of 2026, average placements at the Standing 

Deposit Facility (SDF) amounted to Rs. 173.6 billion, reflecting the preference  
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of foreign banks to place excess liquidity with the Central Bank amid continued 

surplus liquidity conditions. As most funding requirements of SPDs and banks 

continued to be met through the money market, average utilisation of the 

Standing Lending Facility (SLF) remained low, at Rs. 16.2 billion (Figure 06).  

 

 

 

 

 

 

 

 

 

 

 

 

6.3 Intra-Day Liquidity Facility 
▪ The Central Bank continued to provide the Intra-day Liquidity Facility (ILF) to 

PIs and other selected participants to support smooth functioning of the Real 

Time Gross Settlement System (RTGS) and efficient liquidity management 

within  the day. During the first half of 2026, total utilisation of the ILF amounted 

to Rs. 62,557.0 billion, with average daily utilisation standing at Rs. 525.7 billion 

(Figure 07). 

 

 

 

 

 

Figure 06   
Open Market Operations and Standing Facilities of the Central Bank                                                   
(Jan - Jun 2026 ) 

Source: Central Bank of Sri Lanka 
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7. Movements in the Exchange Rate   

The exchange rate experienced some depreciation pressures during the first 
half of 2026 amid heightened global uncertainties and elevated foreign 
exchange demand. 

▪ The Sri Lanka rupee depreciated by 7.9 per cent against the US dollar during 

the first half of 2026, with depreciation accelerating from 1.6 per cent in the 

first quarter to 6.4 per cent in the second quarter. Accordingly, the indicative 

USD/LKR spot exchange rate increased from Rs. 309.99 at end-December 2025 

to Rs. 336.66 at end-June 2026, reflecting heightened pressures in the foreign 

exchange market amidst geopolitical tensions in the Middle East, increased 

import-related foreign exchange demand, capital and dividend outflows, and 

subdued conversion of export proceeds (Figure 08). 

▪ The exchange rate remained broadly stable during the first two months of 2026 

with improved liquidity in the domestic foreign exchange market, enabling the 

Central Bank to record substantial net foreign exchange purchases and 

strengthen GOR to a post-crisis high. However, pressures intensified from late  

Figure 07   
Usage of Intraday Liquidity Facility by Participatory Institutions   
(Jan– Jun 2026)    
  

Source: Central Bank of Sri Lanka 
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February amid rising global energy prices and elevated foreign exchange 

demand, resulting in increased exchange rate volatility. Depreciation 

pressures intensified further during the second quarter, although exchange 

rate conditions showed signs of stabilisation towards end June 2026. 

 

 

 

 

 

 

 

 

8. Domestic Foreign Exchange Market Operations of 
the Central Bank 

The Central Bank intervention in the domestic foreign exchange market was 
primarily aimed at curtailing undue exchange rate volatility while 
accumulating reserves at opportune times. 

▪ During the first half of 2026, the Central Bank intervened in the domestic 

foreign exchange market, where necessary, to rebuild foreign reserves in line 

with the IMF-supported EFF programme, strengthen external buffers, mitigate 

excessive exchange rate volatility, and facilitate the financing of essential 

energy-related imports. 

▪ During this period, the Central Bank purchased US dollars 982.2 million and 

sold US dollars 425.9 million, resulting in a net absorption of US dollars 556.3 

million.  These  operations  were  undertaken  in line with net foreign exchange  

inflows  to  the  domestic foreign  exchange  market,  despite  elevated  import  

 

Figure 08   Movements of Indicative USD/LKR Spot Exchange Rate (Jan - Jun 2026) 

Source: Central Bank of Sri Lanka 
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related demand and global uncertainties. 

▪ The Central Bank also entered into new buy-sell swap transactions amounting 

to US dollars 1.4 billion and rolled over US dollars 1.4 billion worth of existing 

swaps with the intension of preserving the GOR level. As maturities amounted 

to US dollars 1.2 billion, outstanding swaps increased moderately from US 

dollars 1.9 billion at end-2025 to US dollars 2.2 billion by end-June 2026. The 

Central Bank also encouraged banks to enter into longer-term foreign 

exchange swap transactions to support a more durable build-up of GOR. 

▪ Supported by net foreign exchange purchases of the Central Bank, the GOR 

level reached a post-crisis peak of US dollars 7.3 billion at end-February 2026. 

Although foreign exchange sales were undertaken thereafter to contain 

exchange rate volatility and meet external obligations, GOR remained at US 

dollars 6.5 billion by end-June 2026 (Figure 09).3  

▪ The Central Bank also continued to monitor the Net Open Positions (NOPs) of 

Licensed Commercial Banks (LCBs) and National Savings Bank to ensure 

compliance with regulatory limits and support the stability of the domestic 

foreign exchange market.4 

 
3   GOR figure includes the People’s Bank of China (PBoC) swap facility equivalent to US dollars 1.5 billion by end-June 2026. 
4 Net Open Position (NOP) is the difference between a bank’s foreign currency assets and liabilities, including off-balance-sheet foreign 
exchange exposures. It measures the bank’s exposure to foreign exchange risk arising from movements in exchange rates. 
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8.1 Activity in the Domestic Interbank Foreign Exchange Market 
Activity in the domestic interbank foreign exchange market moderated during 
the first half of 2026 amid heightened external uncertainties, before improving 
towards the end of the period. 
 

▪ Activity in the domestic interbank foreign exchange market moderated during 

the first half of 2026, amid uncertainties arising from external sector 

developments. Accordingly, the average daily interbank trading volume 

declined by 7.1 per cent to US dollars 75.7 million, compared to US dollars 81.5 

million in the corresponding period of 2025. 

▪ Market activity was relatively subdued from late April to most of May 2026, with 

lower spot market transactions and a shift towards other tenors. However, 

spot market activity gradually recovered towards the latter part of the second 

quarter, supported by improved foreign exchange liquidity conditions. 

▪ Reflecting the overall moderation in market activity, the average daily volume 

of interbank transactions in Spot, Tom and Cash tenors declined by around 7.6 

per cent to US dollars 50.1 million during the first half of 2026, from US dollars    

54.2 million recorded in the corresponding period of 2025 (Figure 10).  
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Introduction 

In an increasingly interconnected world, foreign exchange markets and exchange rates have become 

topics of significant public interest. The exchange rate influences the prices of imported goods, the 

value of foreign inflows and earnings including remittances and export proceeds, competitiveness of 

domestic businesses, and costs of services such as education and travel, among various other 

sectors. 

The foreign exchange market is the global marketplace where currencies are bought and sold. It 

operates continuously across major financial centres and involves participants such as commercial 

and central banks, governments, businesses, investors, and individuals. Given its vital role in the 

global economy, understanding how the foreign exchange market operates and the factors that 

influence exchange rates is essential. 

Determinants of Exchange Rate Movements 

The exchange rate reflects the value of one currency relative to another and is fundamentally 

determined by the supply and demand for foreign exchange. When demand for foreign currency 

increases, the domestic currency tends to depreciate, while greater foreign currency inflows 

generally support appreciation of the domestic currency (Krugman, Obstfeld, and Melitz, 2018).  

Such movements in the exchange rates are influenced by several interconnected economic factors. 

A key determinant is the current account balance, as persistent deficits increase the need for foreign 

financing and raise demand for foreign currency. Inflation differentials also play an important role; 

countries with lower and more stable inflation tend to experience stronger currencies due to higher 

purchasing power and competitiveness, whereas high inflation erodes currency value over time. 

Interest rate differentials, public debt levels, and market expectations further shape exchange rate 

dynamics. In particular, higher interest rates can attract foreign capital and strengthen the domestic 

currency, although this effect may be offset by inflationary pressures or broader economic concerns. 

Exchange rates are also influenced by market speculation, as expectations of depreciation may 

encourage exporters and remitters to delay conversions while prompting importers to increase 

foreign currency purchases, creating a self-reinforcing cycle. Overall, exchange rate movements 

result from the interaction of multiple domestic and global factors rather than any single determinant. 

Foreign Exchange Market and Exchange Rate Dynamics  
 

Feature 
Article 1 
Article  2 
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Sri Lanka’s Current Exchange Rate Policy5 

The enactment of the Central Bank of Sri Lanka Act No. 16 of 2023, formally established the flexible 

exchange rate regime as a key component of the Flexible Inflation Targeting framework. Under this 

framework, the Central Bank does not target a specific exchange rate level, and intervenes solely to 

curtail volatility and augment foreign reserves during opportune times. These operations have 

contributed to a gradual strengthening of the Country’s external buffers. 

Figure F.A. 1: Year End Indicative USD/LKR Spot Exchange Rate (1950 - 2026) 
 

 
 

In the subsequent period, exchange rate movements continued to be influenced by a combination of 

global and domestic factors. In 2025, increased motor vehicle imports, geopolitical uncertainties, 

and temporary weather-related disruptions, including the effects of Cyclone Ditwah, exerted 

pressure on the foreign exchange market. However, stronger workers’ remittances and higher export 

proceeds conversions helped contain these pressures, resulting in only a modest depreciation of the 

Sri Lanka rupee. During the first half of 2026, the Sri Lanka rupee depreciated against the US dollar, 

largely due to heightened geopolitical tensions in the Middle East, increased import-related foreign 

exchange demand, and capital and dividend outflows. 

The Need for a Vibrant Domestic Foreign Exchange Market 

The domestic foreign exchange market plays a critical role in facilitating foreign currency 

transactions and managing liquidity within Sri Lanka’s banking system and ultimately orderly 

behaviour of the exchange rate . It comprises a retail segment, where individuals and businesses 

 

 
 

5For details of the historical evolution of exchange rate regime in Sri Lanka, refer Gunaratne (2011) and Weerasinghe (2018). 
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conduct foreign exchange transactions, and an interbank segment consisting of the Central Bank, 

licensed commercial banks, the National Savings Bank, and authorised money brokers. Despite its 

importance, the market continues to face structural challenges, including fragmented liquidity, 

limited market depth, and periods of one-sided trading activity. In addition, information asymmetries 

among participants affect efficient price discovery and market transparency, occasionally resulting 

in lower trading volumes and temporary imbalances that require Central Bank intervention to 

maintain orderly market conditions. To address these challenges, the Central Bank has implemented 

a range of reforms aimed at strengthening the resilience, efficiency, and overall functioning of the 

domestic foreign exchange market (IMF, 2024). 

Modernisation of market infrastructure has been a key focus of these efforts. The adoption of the ‘FX 

Global Code’ in 2024 established internationally recognised principles and best practices to 

promote a robust, fair, liquid, and transparent foreign exchange market. This was followed by the 

introduction of an ‘FX Matching Platform’ in 2025, which enhanced transparency, improved price 

discovery, and increased market efficiency. These initiatives have already contributed to stronger 

market functioning and resilience. Building on these reforms, the Central Bank plans to introduce a 

Reference Exchange Rate that reflects prevailing interbank market conditions more accurately. The 

availability of a reliable benchmark rate is expected to further strengthen price discovery and support 

the development and efficient functioning of foreign exchange derivative instruments. 
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9. Movements in Deposit Liabilities of Licensed 
Commercial Banks and Statutory Reserve 
Requirement 

The growth in rupee deposits liabilities moderated during the first half of 2026, 
while refinements to the Statutory Reserve Requirement framework 
strengthened reserve management and the effectiveness of monetary 
operations. 
 

▪ The growth of rupee deposit liabilities of LCBs, which are subject to the SRR, 

moderated during the first half of 2026. Growth decelerated from 11.4 per cent 

at end-2025 to 8.6 per cent at end-March 2026 and further to 4.5 per cent by 

end-June 2026, primarily due to weaker deposit growth among state banks, 

despite continued expansion of deposits in domestic private banks.  In value 

terms, rupee deposit liabilities increased from Rs. 13,734 billion at end-2025 

to Rs. 13,995 billion at end-March 2026 before declining marginally to Rs. 

13,832 billion by end-June 2026 (Figure 11). 
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▪ The SRR remained unchanged at 2.0 per cent throughout the first half of 

2026, although required reserves increased in line with the growth in rupee 

deposit liabilities (Figure 12).  

▪ During the period, the Central Bank introduced several refinements to the 

SRR framework, including the introduction of a two-week Reserve 

Maintenance Period starting from mid of the week, phased reductions in till 

cash recognition as a reserve asset, a minimum daily reserve maintenance 

requirement of 75 per cent of required reserves, and a revised penalty 

mechanism linked to the OPR. These measures were aimed at 

strengthening reserve management and improving the effectiveness of 

monetary operations. 
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Table 1: Changes in Components of Required Reserve Calculation   

Category 
Value (Rs. billion) 

End December 2025 
(SRR 2%) 

End June 2026 
(SRR 2%)  

1. Total Rupee Deposit Liabilities 13,734.1 13,831.5 
  1.1. Demand Deposits 949.8 912.8 

  1.2 Time & Savings Deposits 12,719.5 12,855.4 

  1.3 Other Deposits  64.7 63.2 

2. Total Required Reserves  225.5 226.8 

Notes: 

(a) With effect from 01 April 2026, the Reserve Maintenance Period (RMP) was reorganised from two reserve maintenance periods per 
month—the first RMP from the 1st to 15th and the second RMP from the 16th to the last day of the month—to a two-weeks cycle 
comprising fourteen (14) days, commencing on Wednesday and ending on Tuesday, both days inclusive. 

(b) Total Required Reserves is given after adjusting for vault cash/till cash concession. 
(c) Vault cash, or till cash, refers to the physical currency that Licensed Commercial Banks (LCBs) hold in their vaults and cash drawers 

to meet day-to-day customer cash requirements. With effect from 01 April 2026, LCBs are permitted to deduct only 50 per cent of 
the amount of till cash held in excess of 2.0 per cent of average deposit liabilities, subject to a maximum of 2.5 per cent of average 
deposit liabilities (instead of previous 1 per cent level), when calculating the required reserve balance to be maintained with the 
Central Bank. 

 

10. Movements in Currency in Circulation and Reserve 
Money 

Currency in circulation and reserve money increased, reflecting seasonal 

cash demand and in line with prevailing monetary conditions. 

▪ Currency in circulation (CIC) increased by Rs. 72.7 billion during the first 

half of 2026, reaching Rs. 1,641.7 billion by end-June 2026, largely due to 

festive-related demand for currency by the public. The subsequent 

moderation in CIC reflected the return of currency to the banking system 

after the festive period. The movements in the CIC also reflected the 

preference of the general public to hold currency in response to movements 

of interest rates (Figure 13).  
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Introduction 

The Currency in Circulation (CIC), comprising banknotes and coins, remains a vital component of 

the monetary and financial system. While digital payment methods have expanded rapidly in recent 

years, CIC in physical form, continues to play a dominant role in the economies. The movements in 

CIC have important implications for liquidity management and implementation of monetary policy 

by a central bank, hence, understanding and forecasting currency demand remain essential for 

effective monetary policy implementation. 

Currency in Circulation and Demand for Currency 

CIC represents total value of banknotes and coins that have been produced and issued by a central 

bank for use in the economy. However, notes and coins held in the vaults of the central bank, 

including currency returned by commercial banks, are excluded from CIC, as they do not represent 

currency available for public use. Hence, as per Monetary and Financial Statistics Manual and 

Compilation Guide of the International Monetary Fund's (MFSM-IMF), CIC represents balance of 

banknotes and coins in circulation held with general public and financial institutions, and it is 

recorded at face value as a liability to a central bank (IMF 2016). As a key component of the 

monetary base of a country, CIC represents the most liquid form of money, serving both as a 

medium of exchange and a store of value, particularly during periods of low interest rates and 

economic uncertainty. Despite the growing use of electronic payments, cash continues to play a 

significant role in economic transactions. 

Figure F.A. 2: Currency in Circulation (Rs. billion) – 2021 to 2026 
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The public's demand for currency is influenced by a combination of economic, behavioural, and 

technological factors. Higher levels of income, increased consumption, and greater business 

activity associated with economic growth generally raise the demand for cash. Currency demand 

also tends to increase during seasonal periods and cultural events, such as festive seasons. 

Furthermore, in an environment of low interest rates, economic uncertainty, or financial stress, 

individuals tend to hold more cash for precautionary purposes. Movements in CIC in Sri Lanka 

also reflect the influence of these factors (Figure F:A:1). 

Currency in Circulation and Monetary Policy Implementation  

Movements in CIC have important implications for liquidity in the banking system. When the 

public withdraws cash from the banking system, CIC increases while banks' reserve balances 

held at the central bank decline by an equivalent amount. This reduces banking system liquidity, 

leaving banks with fewer funds in their settlement accounts, which may affect their ability to meet 

statutory reserve requirements and extend credit. Conversely, when cash is deposited into the 

banking system, CIC declines and bank reserves increase, thereby improving liquidity conditions. 

Given this inverse relationship between CIC and bank reserves, the central bank must 

continuously monitor movements in CIC as part of its liquidity management operations. Since 

fluctuations in CIC directly affect banking system liquidity and reserve balances, accurate 

assessment and forecasting of CIC are essential for anticipating liquidity shocks, maintaining 

short-term interest rate stability, and ensuring the effective transmission of monetary policy. 

 

Evolving Dynamics of Currency in Circulation 

 

Global trends in CIC have evolved in response to structural, technological, and macroeconomic 

developments.  The expansion of digital payment systems, supported by initiatives such as QR-

based payments and electronic fund transfers, it is expected to gradually reduce transactional 

demand for cash. In addition, emerging forms of digital money, including stablecoins and Central 

Bank Digital Currencies (CBDCs), could further reshape currency demand (BIS 2018, IMF 2023). 

Therefore, with the increasing adoption of digital payment systems, the growth in cash usage is 

expected to moderate over time. Nevertheless, the transition towards a less-cash economy is 

likely to be gradual, reflecting the continued importance of cash as a means of payment.  
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▪ Reflecting the movements in CIC, reserve money which is the monetary base 

of the economy expanded from Rs. 1,796.5 billion at end-2025 to Rs. 1,889.1 

billion by end-June 2026 (Figure 13). 

 

 

 

 

 

 

 

 

 

 

 

Accordingly, digital payment systems are expected to act as a complement rather than a 

complete substitute for cash in the medium term. In the Sri Lankan context, while such 

developments in terms of digital innovations are expected, still CIC is expected to remain an 

important input for monetary policy implementation, particularly due to its impact on liquidity 

conditions in the banking system. 

References 

International Monetary Fund (2016), Monetary and financial statistics manual and compilation 
guide, International Monetary Fund.  
 
Bank for International Settlements (2018), ‘Payments are a-changing but cash still rules’, BIS 
Quarterly Review, March 2018.  

International Monetary Fund (2023), Currency in circulation and cash paradox data, 
International Financial Statistics, International Monetary Fund.  

 

 

1,200
1,300
1,400
1,500
1,600
1,700
1,800
1,900
2,000
2,100

Ja
nu

ar
y

Fe
br

ua
ry

M
ar

ch

Ap
ril

M
ay

Ju
ne

2026

Rs
.b

n

 Currency in Circulation Reserve Money

Figure 13        Reserve Money and Currency in Circulation (Jan - Jun 2026) 

Source: Central Bank of Sri Lanka 



                                                                      MARKET OPERATIONS REPORT | June 2026 

                                                                         CENTRAL BANK OF SRI LANKA     29 
   

11. Government Securities Holding of the Central 
Bank 

The Central Bank's holdings of Government securities declined marginally 
during the first half of 2026. 

▪ The Central Bank’s holdings of Government securities declined marginally to 

Rs. 2,498.1 billion by end-June 2026 from Rs. 2,508.9 billion at end-2025 due 

to Treasury bond maturities (Figure 14). While the current holding reflects 

restructuring of Central Bank’s lending to the Government in the past, the 

Central Bank has not acquired any new Government securities since January 

2024. Accordingly, no permanent liquidity injections were undertaken through 

creation of domestic assets during this period.  
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12. Selected Indicators of Market Operations and 
Transactions  

Domestic Money Market Operations 

Transactions 
Volume (Rs. billion) 

Weighted Average Interest Rate 
(Min-Max) - % 

2024 2025 
As of 

30.06.2026 
2024 2025 

As of 
30.06.2026 

Money Market Transactions 

Call Money (Overnight) 3,183.3  7,279.7  4,958.1 7.99 - 9.24  7.68 – 8.04  7.58-9.23 
Repo (Overnight) 8,960.0  13,510.8  8,211.9 8.01 – 10.00  7.72 – 8.13  7.59-9.25 

Open Market Operations  
Overnight Basis  
Repo -  - 4,687.5 - - 7.38-8.75 
Reverse Repo 6,006.7  1.9  - 8.05 – 9.55  8.14  - 
Liquidity Support Facility -  - - - - - 

Short-Term Basis  
Repo -  - 323.0 - - 7.61-8.75 
Reverse Repo 2,318.1  46.5  - 8.08 – 10.00  8.06 – 8.14  - 

Liquidity Support Facility -  - - - - - 

Long-Term Basis  
Repo -  - - - - - 

Reverse Repo 279.5  -  - 8.85 – 10.77  -  - 

Liquidity Support Facility -  - - - - - 

Outright Basis  
Purchase of T-bills -  - - - - - 

Purchase of T-bonds 12.0  -  - 13.20–13.73   -  - 

Standing Facility (at Standing Rates)  
Standing Deposit Facility 32,516.8  33,686.7  20,656.1 7.501  7.251  8.251  
Standing Lending Facility 1,708.0  1,082.3  1,924.5 8.501 8.251  9.251  

Domestic Foreign Exchange Market Operations 

Transactions 2024 2025 
 As of 

30.06.2026 

Indicative USD/LKR Spot Exchange Rate 

Beginning of the Period 323.99 293.00 309.98 

End of the Period 292.58  309.99  336.661 

Appreciation (+)/Depreciation (-) (%) 10.7 -5.6 -7.9 

Interbank Trading Volume (in US dollars million) 

Spot, Tom and Cash Transactions 11,322.0 13,366.7  5,960.51 

Forward Transactions 5,022.4 6,206.4  3,042.21 

Total 16,344.4  19,573.1 9,002.71 

Central Bank Intervention in the Domestic Foreign Exchange Market (in US dollars million) - Value date basis 

Purchases of Foreign Exchange 3,028.6 2,100.4 982.21 

Sales of Foreign Exchange 183.0 108.0 425.91 

Net Purchases (+)/ Sales (-) 2,845.6 1,992.4 556.31 

1 End period rates 
                            Source: Central Bank of Sri Lanka 

 


