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T he conduct of fiscal operations during the first nine months of 2009 
faced several challenges in the domestic and external fronts. In the 
domestic front, major challenges were the higher expenditure on 

intensified military activities, providing urgent needs of Internally Displaced 
Persons (IDPs) in the Northern province, continuing resettlement, reconstruction 
and rehabilitation activities in the Eastern province, slowing down in domestic 
economic activities, the decline in foreign reserves and high interest payments 
in respect of domestic borrowings, particularly during the first half of 2009. In 
the external front, the major challenges were the decline in imports  and the 
difficulty in raising funds in the world capital market. The fiscal operations 
during the first nine months reflected a lower performance in revenue collection, 
an overrun in recurrent expenditure and lower than expected performance 
in public investment. The performance during the first nine months and the 
outlook for the balance period of the year indicate that revenue collection in 2009 
would be below the revised target.  Meanwhile, the annual recurrent expenditure 
would exceed the revised target mainly due to expected higher expenditure on 
interest payments and salaries and wages while public investment would be 
maintained at the anticipated level in the revised budget since the government 
would continue with the capital expenditure, particularly on the rebuilding of 
the Northern and Eastern  provinces. With these developments, maintaining 
the overall budget deficit within the revised target will be a challenging task. The 
sluggish performance in revenue, the overrun in recurrent expenditure and lower 
foreign financing  have led the government to depend heavily on domestic bank 
borrowings to finance the budget deficit during the first half of 2009. However, 
with the increase in foreign investment in Treasury bills and Treasury bonds 
after the end of the conflict, the financing mix will be changed. 
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Fiscal Policy Direction and Measures 

•	 The	government	introduced	several	measures	to	
broaden	the	tax	base,	while	providing	necessary	
incentives		as	development	measures	for	specific	
sectors,	 and	 improving	 tax	 administration. 
These measures included the rationalisation of 
income taxes, Value Added Tax (VAT) system 
and import duties, the introduction of the Nation 
Building Tax (NBT), the revision of excise tax 
and Special Commodity Levy (SCL) rates and 
increase of the Ports and Airports Development 
Levy (PAL). However, considering the decline 
in external demand and its impact on the 
domestic economic activities, selected tax rates 
were revised downward to ease the difficulties, 
especially in the industrial sector.

•	 The	 income	 tax	 system	 was	 rationalised	 by	
introducing	 several	 measures.	 Broadening 
personal income tax slabs, extending the tax 
holiday period from 5 to 7 years for the income 
from new or upgraded cinema, revising the 
withholding tax rate applicable on interest 
on deposits, increasing the annual maximum 
Economic Service Charge (ESC) liability for 
large businesses and  limiting the exemption 
of income tax from employees providing 
professional services to any person or partnership 
if such employees are paid in foreign currency 
were among these measures. 

•	 Several	measures	were	introduced	to	rationalise	
the	 VAT	 system.	  The general VAT rate was 
reduced from 15 per cent to 12 per cent.  With 
this change, the ability to claim the input tax of 
VAT paid at the rate of 20 per cent on luxury 
items was reduced from 15 per cent to 12 per 
cent and the concessionary VAT rate of 5 per 
cent was abolished. Normal VAT registration 
threshold was increased to Rs. 650,000 per 
taxable period or Rs. 2.5 million per annum, 
while the maximum limit of the registration for 
optional VAT was increased to Rs. 3 million per 
annum. 

•	 A	 number	 of	 measures	 were	 introduced	 to	
rationalise	 import	 duties	 and	 excise	 taxes.	
Import duties on some specific items were 
increased in line with the decline in commodity 
prices in the international market. A specific 
import duty rate was introduced on importation 
of milk powder instead of the SCL. Excise taxes 
on cigarettes and liquor were increased while an 
excise tax was imposed on Liquefied Petroleum 
gas (LP gas). 

•	 Several	other	tax	revenue	enhancing	measures	
were	 also	 introduced.  Accordingly, the PAL 
rate was increased to 5 per cent from 3 per 
cent while charging a concessionary rate of 
2 per cent on some categories of petroleum 
products, organic chemicals and medicaments, 
and selected categories of machines. The existing 
cess rates were revised on selected items, such 
as rubber, ayurvedic preparations and electric 
accumulators, while cess was imposed on several 
new items, including safety glasses, parts of 
footwear and Sorghum grains. The NBT which 
was introduced in February 2009, and is payable 
by importers, manufacturers as well as service 
providers. It was increased from 1 per cent to 3 
per cent with effect from May 2009.

•	 The	Presidential	Commission	on	Taxation	was	
formed	in	May	2009	as	proposed	in	the	Budget	
2009	with	the	objective	of	studying	the	existing	
tax	 system	 and	 proposing	 suitable	 measures	
to	 enhance	 tax	 revenue	 within	 the	 existing	
system.	The main functions of the Commission 
are to review the current tax policy and to make 
recommendations on a comprehensive approach 
to improve the tax system by  strengthening tax 
collection, improving tax audits and enforcement, 
and simplifying the tax system. In its proceedings, 
the Commission is assisted by tax experts. An 
Interim Report of the commission was to be 
submitted by end October 2009. The report 
will contain proposals for broadening the tax 
base, including further rationalisation of income 
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tax holidays under the Board of Investment for 
consideration in preparing the budget 2010. 

•	 The	 government	 announced	 a	 proactive	
stimulus	package	of	Rs.	16	billion	by	end	2008	
to	provide	assistance	to	those	parties	who	were		
most	affected	by	the	increase	in	the	cost	of	living	
and	to	the	industrialists	who	were	affected	by	
decline	in	the	demand	with	the	global	economic	
recession. The package included reduction in 
the prices of petrol, diesel and kerosene, units 
on the supply of petrol for three wheelers, with 
a subsidy of Rs. 20 per litre, for an amount 
not exceeding 4 litres per day and 75 litres per 
month; reduced LP gas prices; provision of a 50 
kg mixed fertiliser bag at Rs. 1,000 for tea small 
holders and the implementation of  subsidy 
schemes for manufacturers who are engaged in 
the rubber industry. Under the package, it was 
also proposed to reduce recurrent expenditure 
of the government to find a part of the funds 
required to accommodate the stimulus package, 
by way of reducing the administrative expenses 
of H.E. the President, Hon. Prime Minister and 
all Ministers.

•	 The	government	 introduced	 several	measures	
to	 rationalise	 recurrent	 expenditure	 and	
streamline	 capital	 expenditure	 in	 the	 face	 of	
domestic	economic	issues	originating	from	the	
global	 financial	 crisis. Accordingly, in Budget 
2009, relevant authorities were requested to 
reduce their recurrent expenditure by 2 per cent 
from the amount indicated in the Appropriation 
Bill while 10 per cent of the expenditure 
allocated for fuel, water and electricity was 
frozen. In addition, some limitations were 
imposed on releasing domestic funds for capital 
expenditures.

•	 The	 Cost	 of	 Living	 Allowance	 (COLA)	 of		
the	 public	 sector	 employees	 and	 pensioners	
was	 increased.	 The	 COLA of public sector 

employees was increased by at least Rs. 1,000 per 
month, while COLA of pensioners was increased 
to Rs. 2,000 per month with a monthly increase 
of Rs. 560.  Measures were introduced to award 
the  Widows’/Widowers’ and Orphans’ Pension 
entitlement for the members of voluntary armed 
forces, to enhance the relief measures granted to 
persons who suffered from terrorist acts while 
they were on duty, and to revise the amount of 
pension payments for disabled orphans.

•	 Special	 attention	was	 paid	 to	 enhance	 public	
investment	by	expediting	the	implementation	
of	 mega	 infrastructure	 development	 projects	
while	 also	 paying	 greater	 attention	 to	
rural	 infrastructure	 development	 projects. 
Construction work on  mega projects, including 
(i) power projects, such as Kerawalapitiya 
Combined Cycle Power Plant (Phase II), 
Norochcholai Coal Power Plant and Upper 
Kothmale Hydro Power Plant. (ii) road 
development projects, such as Southern Highway 
Project, Colombo - Katunayake Expressway, 
National Highway Sector Project and Road 
Sector Assistance Project (iii) port development 
projects, such as the Colombo Port Expansion 
Project and the Hambantota Port Development 
Project (iv) water supply projects, such as 
Jaffna Peninsula Water and Sanitation Project 
and Ruhunupura Water Supply Development 
Project was continued. Rural infrastructure 
development projects,  including Gama Neguma, 
Maga Neguma, Small Irrigation Projects and 
Kirigammana projects were also continued.

•	 With	the	complete	liberation	of	the	Northern	
and	 Eastern	 provinces,	 the	 government	
took	 several	 measures	 to	 face	 the	 challenge	
of	 developing	 basic	 infrastructure	 facilities	
in	 the	 	 affected	 areas.  For the development 
of the Eastern Province, the Nagenehira 
Navodaya programme was continued and large-
scale development and welfare programmes 
were implemented in this area under various 
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ministries. For the development of the 
Northern province, the government has already 
prepared the Wadakkil Wasantham programme 
in consultation with all stakeholders. The 
ministries are presently focused on implementing 
resettlement, rehabilitation and reconstruction 
activities in the Northern province under the 
180-day expeditious development programme. 
In line with the 180-day programme, a two 
year medium term programme is also being 
implemented to develop houses, roads, hospitals, 
schools, and other infrastructure in the affected 
areas.

•	 The	Public	Enterprises	Reform	Programme	was	
continued	in	2009	through	structural	changes	
in	 selected	 public	 enterprises	 to	 make	 their	
operations	 more	 vibrant	 and	 commercially	
viable. Accordingly, the Hingurana Sugar 
Industry was recommenced with the new 
name of “Galoya Plantations Limited” under  a 
Public Private Partnership (PPP) arrangement. 
Measures have been taken to liquidate Lanka 
Salusala Enterprise and resume its operations 
with a new business plan   as a new entity called 
“Laksalusala”. Introducing Voluntary Retirement 
Schemes (VRS), to reduce the excess staff have 
also been implemented in public enterprises, 
such as, the Building Materials Corporation, as 
a cost reduction measure. 

•	 Sources	 of	 financing	 the	 budget	 deficit	 were	
further	 diversified	 in	 2009	 by	 introducing	
several	 measures	 in	 the	 debt	 management	
front. Accordingly, rupee denominated Treasury 
bill and Treasury bond markets were opened up 
for the Sri Lankan diaspora and the migrant 
workforce with the objective of mobilising 
external commercial resources through non-
conventional external markets. As a debt 
management strategy, maximum efforts were 
made to issue the bulk of new Treasury bonds 
with longer-term maturities. Initial steps were 
taken to develop a basic risk model to evaluate 
risk level associated with different possible 
scenarios of borrowings.  To mitigate the high 

rollover risk of the debt portfolio, certain series 
of Treasury bills were retired before maturity 
and they were converted into Treasury bonds. 
Further, awareness programmes were conducted 
for investors to inform them of new investment 
opportunities available after the liberation of the 
Northern and Eastern provinces. Island-wide 
investor awareness seminars and advertising 
campaigns through electronic and printed media 
were also carried out to promote government 
securities. The stability in the Primary Dealer 
(PD) system was strengthened  by ensuring a 
sound regulatory framework for PDs. Steps 
were taken to implement a PD diversification 
programme to minimize market risk and to 
ensure financial  sector stability by maintaining 
PD system stability. It is expected to expand 
the intermediaries in the government securities 
market by allowing Licensed Commercial Banks 
(LCBs) to become PDs, without having dedicated 
capital. With a view to further popularise  
investments in Sri Lanka Development Bonds 
(SLDBs), profits and income derived from 
certain transactions in SLDBs were exempted 
from income tax. 

•	 In	 July	 2009,	 Sri	 Lanka	 obtained	 a	 Stand-
by	 Arrangement	 (SBA)	 facility	 from	 the	
International	Monetary	Fund	(IMF),	with the 
objective of improving external reserves and 
strengthening the fiscal consolidation process 
while maintaining financial and monetary 
stability. 

Government Budgetary Operations 

Revenue

•	 Government	revenue	increased	by	12	per	cent	
to	 Rs.	 522.0	 billion	 mainly	 due	 to	 increases	
in	 income	 tax	 and	 non-tax	 revenue	 in	 the	
midst	 of	 a	 decline	 in	 imports	 and	 slowdown	
in	 the	 domestic	 economic	 activities,	 during	
the	 first	 nine	 months	 of	 2009	 compared	 to	
the	 corresponding	 period	 of	 the	 previous	
year. During this period, the tax revenue 
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increased by 9 per cent to Rs. 457.0 billion from  
Rs. 419.9 billion recorded in the same period of 
2008. Non-tax revenue increased significantly by 
about 42 per cent to Rs. 65.0 billion.  However, 
as a per cent of projected GDP for 2009, the 
total government revenue during the first nine 
months accounted to  10.6 per cent, unchanged 
from the same period in the previous year. 

•	 Income	 tax	 revenue	 registered	 a	 19	 per	 cent	
increase	 during	 the	 first	 nine	 months	 of	 the	
year,	contributing	to	avert	the	declining	trend	
in	 the	 revenue	 collection	 to	 a	 certain	 extent. 
This performance was achieved in the midst of 
granting exemptions and concessions for specific 
development activities such as Nagenahira 
Navodaya. The ongoing efforts to broaden the 
tax base and to improve tax administration 
contributed mainly  to achieve this growth. Tax 
collection from ESC as well as from withholding 
tax on interest also contributed largely to this 
increase.

•	 The	revenue	collection	from	VAT	declined	by	17	
per	cent	during	this	period.	VAT collection on 
domestic economic activities grew by 8 per cent 
while import related VAT collection declined 
significantly by 42 per cent. The revenue  from 
import related VAT declined mainly due to the 
sharp drop in imports, including motor vehicles 
during this period. Further, the reduction of the  
general VAT rate from 15 per cent to 12 per cent, 
granting of  exemptions for certain items and the 

slowdown in domestic economic activities also 
partly contributed to this lower performance 
in VAT revenue collection. Meanwhile, VAT 
refunds were declined by 33 per cent over the 
corresponding period of 2008.

•	 Revenue	from	excise	taxes	increased	slightly	by	
3	per	cent	during	the	first	nine	months	of	2009	
compared	 to	 the	 same	period	 in	 the	previous	
year.	Decline in international trade due to  the 
global economic slowdown and the sharp drop 
in import prices had a negative impact on the 
revenue collections from excise taxes. However, 
the revenue from excise tax on liquor recorded 
a marginal increase of 5 per cent due to the 
scaling up of tax rates, despite the drop in the 
production of  hard and malt liquor by 5 per 
cent and 0.2 per cent, respectively, mainly due to 
the government policy measures taken under the 
Mathata Thitha programme. Due to the upward 
revision of excise tax rates on cigarettes, revenue 
collection on cigarettes also increased by 12 per 
cent during the first nine months of the year 
over the same period of 2008.  However, excise 
tax revenue from motor vehicles dropped by 74  
per cent due to lower import of vehicles. 

•	 Revenue	 collection	 from	 import	 duties	
increased	 significantly	 by	 43	 per	 cent	 during	

Table 6.1
  Economic Classification of  Government Revenue

2008
(Prov.)

2009
Jan- Sep. 

(Prov.)

Rs. billion

 Tax revenue  585.6   779.1   657.8   419.9   457.0 
      Income taxes  126.5   166.7   149.7   92.0   109.7 
      VAT  203.6   221.9   186.7   150.4   125.3 
      Excise taxes  89.9   135.0   114.8   71.0   73.4 
      Import duties  63.8   90.6   60.3   41.8   59.8 
      Other taxes  101.7   164.9   146.3   64.6   88.8 
 Non tax revenue  69.6   75.9   69.9   45.8   65.0 
 Total revenue  655.3   855.0   727.7   465.6   522.0 
      

Source : Ministry of Finance and Planning

(a) Revised estimates by the Ministry of Finance and Planning in July 
2009.     
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(a)    Revised estimates by the Ministry of Finance and Planning in July 2009.
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the	 first	 nine	 months	 of	 2009. This was 
supported mainly by upward revisions of existing 
import duty rates on some items, such as tiles, 
air conditioners, maize, wheat flour and edible 
oil and imposition of import duties on certain  
items, such as pepper, nutmeg and semi-finished 
products of iron. 

•	 Among	the	other	taxes,	relatively	high	increases	
were	recorded	in	the	revenue	from	the	cess	levy	
(26	 per	 cent)	 and	 SCL	 (40	 per	 cent)	 during	
the	 first	 nine	 months	 of	 2009	 compared	 to	
the	 corresponding	 period	 in	 the	 previous	
year. Scaling up of SCL applicable to essential 
commodities on par with the declining trend in 
international market prices, the upward revision 
of cess rates applicable to selected items and the 
imposition of cess on certain new items have 
been attributed to these increases. Meanwhile, 
the newly introduced NBT generated Rs. 16.0 
billion in revenues during this period.

•	 The	 non-tax	 revenue	 collection	 increased	
significantly	by	42	per	cent	during	the	first	nine	
months	of	2009	over	the	same	period	of	2008. 
This was mainly due to the increase in revenue 
collection from profits and dividends during this 
period.

•	 According	 to	 the	 revised	 estimates	 prepared								
by	the	Ministry	of	Finance	and	Planning,	 	 	 in	
July	 2009	 total	 government	 revenue	 in	 2009			
would	 be	 	 Rs.	 727.7	 billion	 (14.8	 per	 cent	
of	 GDP),	 reflecting	 a	 shortfall	 of	 about	 Rs.	
127.3	billion	compared	 to	 the	original	 target	
of	 Rs.	 855.0	 billion. The decline in revenue 
is expected from VAT (Rs. 35.2 billion), 
import duty (Rs. 30.3 billion), PAL (Rs.13.0 
billion), excise taxes (Rs. 20.2 billion), cess 
levy (Rs. 4.5 billion) and non-tax revenue  
(Rs. 5.9 billion) while increases are expected in 
the revenue from SCL (Rs. 2.7 billion) and NBT 
(Rs. 22.0 billion). However, the total annual tax 
revenue is projected to increase by 12 per cent in 
2009 to Rs. 657.8 billion while non-tax revenue 
is expected to increase marginally to Rs. 69.9 
billion, compared to the previous year. 

Expenditure

•	 Total	 expenditure	 and	 net	 lending	 during	
the	 first	 nine	 months	 of	 2009	 amounted	 to		
Rs.	 844.7	 billion,	 indicating	 a	 19	 per	 cent	
increase	over	 the	same	period	of	 the	previous	
year. As a per cent of GDP, it increased to 17.1 
per cent during this period compared with the 
16.2 per cent recorded in the same period of the 
previous year. 

•	 Recurrent	 expenditure	 increased	 by	 26	 per	
cent	to	Rs.	661.5	billion	during	the	first	nine	
months	 of	 2009	 compared	 with	 Rs.	 524.1	
billion	 during	 the	 same	 period	 of	 2008.	This 
increase was mainly due to the increase in salaries 
and wages (20 per cent), pension payments (17 
per cent) and interest payments (63 per cent). 
The expenditure on salaries and wages increased 
mainly due to the new recruitments to the                                                                                                                               
defence sector,  and other government ministries 
and institutions. High interest rates that prevailed 
in the domestic market and the significant amount 
of domestic borrowings during the latter part of 
2008 and the first quarter of 2009 were the main 
reasons for the significant increase in interest 
payments. However, the favourable impact of the 
significant reduction in market interest rates  at 
present would be reflected in interest payments 
in 2010. Meanwhile, expenditure on the fertiliser 

Table 6.2
Economic Classification of Government Expenditure

2008
(Prov.)

2008
Jan- 
Sep.

Rs. billion

2009
Approved
Estimates

Revised
Estimates(a)

2009
Jan - 
Sep. 

(Prov.)
Item

Recurrent expenditure 743.7 823.5 812.1 524.1 661.5
   o/w Salaries and wages 239.1 268.4 261.3 170.9 204.8
          Interest  payments 212.5 250.4 269.1 154.7 253.4
              Foreign 30.3 32.0 32.1 21.7 23.1
              Domestic 182.2 218.4 237.0 133.0 230.3
          Samurdhi relief payments 10.0 10.9 9.5 7.8 8.3
          Pensions 74.9 86.0 83.0 53.6 62.6
          Fertiliser subsidy 26.5 25.0 26.0 21.8 21.5
     
Capital expenditure and 
 net lending  252.4 368.2 261.9 188.3 183.2

Total expenditure and 
 net lending 996.1 1,191.7 1,074.1 712.5 844.7
     

(a) Revised estimates by the Ministry of Finance and Planning in July 
2009.     

Source : Ministry of Finance and Planning



RECENT ECONOMIC DEVELOPMENTS: HIGHLIGHTS OF 2009  AND PROSPECTS FOR 2010 59

subsidy was Rs 21.1 billion during the first nine 
months of 2009 as in the corresponding period  of 
the previous year. Expenditure on strengthening 
national security, providing basic needs for 
IDPs and resettlement activities under the                                                                                                  
Wadakkil Wasantham - 180 Day programme were 
the main reasons for the increase in expenditure 
on other goods and services. 

•	 Capital	expenditure	and	net	lending	remained	
at	Rs.	183.2	billion	during	the	first	nine	months	
of	 2009,	 which	 is	 slightly	 below	 the	 amount	
recorded	 in	 the	 corresponding	 period	 of	 the	
previous	year. As a per cent of GDP, it decreased 
to 3.7 per cent from 4.3 per cent recorded in the 
corresponding period of the previous year. This 
lower performance was mainly due to the lower 
revenue collection and the non availability of 
foreign commercial borrowings as envisaged. 
Despite the severe financing constraints, 
priority was given for the continuation of mega 
infrastructure development projects and the 
various rural infrastructure development projects 
all over the country. Higher attention was given 
to the rehabilitation and reconstruction of war 
affected infrastructure in the Eastern Province. 
The de-mining activities in selected areas in the 
Northern Province were continued and basic 
infrastructure facilities were provided as a pre-
condition for the resettlement activities.   

•	 According	 to	 the	 revised	 estimates,	 total	
expenditure	and	net	 lending	 in	2009	 is	 likely	
to	decrease	by	 about	Rs.	117.6	billion	 to	Rs.	

1,074.1	 billion	 compared	 to	 Rs.	 1,191.7	
billion	 expected	 in	 the	 original	 budget. 
However, recent developments indicate that 
recurrent expenditure would increase over and 
above the revised estimates mainly due to the 
higher domestic interest payments compared to 
the revised budget. Capital expenditure and net 
lending would also be below the targeted level 
given  the difficulties in maintaining domestically  
funded capital expenditure mainly due to the 
lower than expected performance in government 
revenue.

Key Fiscal Balances

•	 The	 overall	 budget	 deficit	 during	 the	 first	
nine	 months	 of	 2009	 was	 Rs.	 322.6	 billion		
compared	to	Rs.	246.9		billion	recorded	during	
the	first	nine	months	of	2008.  As a per cent of 
GDP, it increased to 6.5 per cent over 5.6 per 
cent recorded during the first nine months of 
2008. The current account deficit (government 
dis-savings) during the first nine months of 
2009 increased to 2.8 per cent of   GDP from 
1.3 per cent recorded during the same period 
in the previous year due to lower than expected 
performance in government revenue collection 
and the higher than expected recurrent 
expenditure. The primary deficit (overall deficit 
net of interest payments) decreased to 1.4 per 
cent of GDP from 2.1 per cent during this 
period reflecting the higher increase in interest 
expenditure.
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(a)    Revised estimates by the Ministry of Finance and Planning in July 2009.
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•	 According	 to	 the	 revised	 budget	 outturn	 in	
2009,	 the	 overall	 deficit	 in	 2009	 is	 estimated	
to	be	Rs.	346.4	billion,	which	 is	7.0	per	cent	
of	GDP	compared	with	6.5	per	cent	expected	
in	 the	 original	 budget.	 	 The current account 
deficit is also expected to increase in the revised   
estimates in contrast to the marginal surplus 
expected in the original budget. The primary 
deficit as a per cent of GDP is expected to 
improve slightly to 1.6 per cent from 1.7 per cent 
expected in the original budget.

Financing the Overall Budget Deficit

•	 The	budget	deficit	of	Rs.	322.6	billion	during	
the	 first	 nine	 months	 of	 2009	 was	 financed	
through	 both	 domestic	 and	 foreign	 sources. 
The net domestic financing (NDF) amounted to 
Rs. 166.5 billion compared with Rs. 170.7 billion 
recorded in the same period in the previous year. 
Domestic borrowings  mainly comprised of 
debt instruments, especially Treasury bills and 
bonds.  Net borrowings by way of   Treasury bills 
and bonds increased from Rs. 15.5 billion and 
Rs. 105.2 billion recorded during the first nine 
months of 2008, to Rs. 17.5 billion and Rs.153.4 
billion, respectively, during the same period in 
2009. According to the revised estimates, total 
NDF in 2009 will be Rs. 331.8 billion, which is 
significantly higher than the original estimate of 
Rs. 183.1 billion. 

•	 Total	net	foreign	financing	(NFF)	amounted	to	
Rs.	156.1	billion	during	the	first	nine	months	of	
2009. This consisted of Rs. 2.5 billion of foreign 
loans, Rs. 18.1 billion of foreign grants and  
Rs. 135.5 billion of foreign investments in 
Treasury bills and bonds. Accordingly, NFF 
accounted to 48 per cent of the total net 
borrowing requirement during the first nine 
months of 2009.  

Government Debt and Debt Service 
Payments

Government Debt

•	 The	outstanding	government	debt	increased	by	
Rs.	442.4	billion	to	Rs.	4,020.5	billion	as	at	end	
August	 2009	 compared	 to	 that	 at	 	 end	2008. 
Domestic debt increased by Rs. 251.5 billion to 
Rs. 2,380.9 billion while foreign debt increased 
by Rs. 190.9 billion to Rs. 1,639.7 billion. 
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Table 6.3
  Sources of Financing

2008

 Jan-Sep. (Prov.)

Rs. billion

Sources:  Central Bank of Sri Lanka
  Ministry of Finance and Planning

Item 2009
Jan - Sep

(Prov.)

 Domestic financing 170.7 314.2 166.5
  By instrument   
    Treasury bonds 105.2 192.4 153.4
    Treasury bills 15.5 69.8 17.5
    Rupee loans -1.5 -1.5 -15.4
    Sri Lanka Development Bonds 65.5 65.5 7.6
    Provisional advances 16.2 15.6 -8.8
    Other -30.2 -27.6 12.3
     
  By source   
    Bank  52.1 195.2 n.a.
    Non bank 118.6 119.0 n.a.
     
 Foreign financing 76.2 26.6 156.1
    Loans 39.7 12.9 2.5
    Treasury bonds (a) 2.8 -23.6 105.2
    Treasury bills (b) 16.1 6.0 30.4
    Grants 17.5 31.2 18.1
     
 Total financing 246.9 340.8 322.6
     

(a) Treasury bonds issued to foreign investors.

(b) Treasury bills issued to foreign investors.    
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•	 The	 depreciation	 of	 the	 Sri	 Lanka	 Rupee	
against	 major	 foreign	 currencies	 contributed	
significantly	 to	 increase	 outstanding	
government	 debt. During the first eight        
months of 2009, the Rupee depreciated by 
about 1.46 per cent against the US Dollar. It also 
depreciated against the Sterling Pound, Euro 
and Indian Rupee by 12.49 per cent, 2.89 per 
cent, and 0.50 per cent, respectively. However, it 
appreciated by 1.13 percent against the Japanese 
Yen, during the period. The outstanding foreign 
debt stock and foreign currency denominated 
domestic debt stock increased by Rs. 45.3  billion 
and Rs. 2.8 billion, respectively, during the first 
eight months of 2009 due to the exchange rate 
variations. 

•	 Of	 the	 total	 domestic	 debt,	 short	 term	 debt	
increased	 by	 18	 per	 cent,	 while	medium	 and	
long	term	debt	increased	by	10	per	cent	from	
end	December	2008	to	end		August	2009. The 
share of Treasury bills in the total short term 
debt decreased marginally to 73.6 per cent from 
79.6 per cent recorded as at end 2008. Also, 
there was a decline in the share of outstanding 
medium and long term domestic debt to the 
total domestic debt to 75 per cent from 76.3 per 

cent recorded at end 2008. As in the previous 
years, major contribution in the  medium term 
and long term debt came from Treasury bonds.

•	 The	outstanding	foreign	currency	denominated	
domestic	debt	as	at	end	August	2009	increased	
to	 Rs.	 199.6	 billion	 (US	 dollars	 1,738	
million)	 from	 Rs.	 189.9	 billion	 (US	 dollars	
1,679	million)	 recorded	 as	 at	 end	December	
2008. However, the share of foreign currency 
denominated domestic debt to total domestic 
debt declined marginally to 8.4 per cent from 
8.9 per cent recorded at the end of 2008.

•	 The	 share	 of	 concessional	 debt	 of	 the	
government	 foreign	debt	declined	during	 the	
first	 eight	months	 of	 2009.  Accordingly, the 
share of concessional debt as at end August 
2009 declined to 76.9 per cent from 84.7 per 
cent recorded at end December 2008 reflecting 
the relatively higher reliance on foreign non-
concessional borrowings. 

Debt Service Payments

•	 During	 the	 first	 eight	 months	 of	 2009,	 total	
domestic	 and	 foreign	 debt	 service	 payments	
amounted	to	Rs.	637.0	billion. This consisted 
of amortisation payments of Rs. 414.0 
billion (65 per cent) and interest payments of  
Rs. 223.0 billion (35 per cent). Debt service 
payments to domestic and foreign sources 
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Chart 6.5 
Outstanding Government Debt(a)

Domestic Foreign 

(a)    Revised estimates by the Ministry of Finance and Planning in July 2009.

Table 6.4
Outstanding Government Debt

2008

 

Item 2009

End Aug End Dec. 
(Prov.)

End Aug 
(Prov.)

Domestic Debt (a) 1,916.2 2,129.3 2,380.9
      By maturity period   
            Short term  439.1 505.5 594.3
            Medium and long term 1,477.1 1,623.9 1,786.5
      By institution   
            Banks 451.4 646.5 822.7
            Non bank sector 1,464.8 1,482.8 1,558.1
   
Foreign debt 1,385.0 1,448.7 1,639.7
      Concessional  1,112.3 1,227.2 1,261.1
      Non concessional (b) 272.8 221.5 378.5
Total outstanding government debt 3,301.2 3,578.1 4,020.5
  
 

(a) Excludes the  government Treasury bonds  amounting to Rs. 4.4 billion 
issued to commercial banks  on behalf of CWE in November 2003.  
  

(b) Includes Treasury bonds and Treasury bills issued to foreign investors. 

Rs. billion

Sources:  Central Bank of Sri Lanka
  Ministry of Finance and Planning
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Chart 6.6 
Government Debt Service Payments vs Revenue(a) 

Government Revenue Amortisation Interest 

(a)    Revised estimates by the Ministry of Finance and Planning in July 2009.

amounted to Rs. 552.0 billion and Rs. 85.0 
billion, respectively. 

•	 According	to	the	revised	estimates,	total	debt	
service	 payments	 in	 2009	 will	 amount	 to		
Rs.	748.6	billion. This consists of amortisation 
payments of Rs. 479.5 billion and interest 
payments of Rs. 269.1 billion.  Accordingly, 
total debt service payments in 2009 is estimated 
to increase by Rs. 23.2 billion against the original 
estimate of Rs. 725.4 billion. 


