
F  iscal sector performance showed a notable improvement during   
the first eight months of 2010 compared with the same period in 
2009. Fiscal operations during the first four months of the year were 

conducted under a Vote on Account and the next three months were under a 
President’s decree until the Appropriation Act was approved in Parliament 
in July 2010. Total government revenue during the first eight months of 
2010, improved with the gradual recovery of domestic economic activities 
as well as international trade. Both recurrent and capital expenditure and 
net lending increased moderately. Accordingly, budget deficit as a percent 
of estimated GDP improved when compared with the same period in the 
previous year. In financing the budget deficit, the major share of funding 
came from domestic sources as foreign financing declined during this 
period. 

FISCAL POLICY AND 
GOVERNMENT 

FINANCE

6
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Fiscal Policy Directions and Measures 

•	 Fiscal operations during January to April 2010 
were under a Vote on Account (VOA) and the 
subsequent three months from May to July 
2010 were under the provisions of paragraph 3 
of article 150 of the Constitution. The	budget	
for	2010	was	presented	in	Parliament	on	29	June	
2010	and	was	approved	on	9	July	2010.	Hence,	
the	 scope	 for	 introduction	of	new	revenue	and	
expenditure	policy	measures	was	limited.	

•	 Revenue measures introduced during the first 
eight months of 2010 were mainly focused on 
further expanding the revenue base, simplifying 
the tax system and improving tax compliance. 
These	measures	included	a	reduction	in	customs	
duty	bands,	removal	of	the	surcharge	applicable	
on	 import	duty,	 	 a	 revision	of	 taxes	 relating	 to	
imports	of	motor	vehicle	and	selected	electronic	
items	to	reduce	their	effective	tax	rates	and	the	
revision	of	Cess	rates.	

•	 Several measures were implemented to simplify 
import duties and excise taxes. The	five	 band	
customs	duty	structure	of	0,	2.5,	6,	15	and	28	per	
cent	was	reduced	to	a	four	band	structure	of	0,	
5,	15	and	30	per	cent. The	2.5	per	cent	customs	
duty	 rate	 which	 was	 applied	 mostly	 on	 the	
importation	of	raw	materials	and	machinery	was	
abolished.	The	 import	 surcharge	was	 abolished	
on	all	imports,	while	the	Cess	was	abolished	on	
importation	of	motor	vehicles.	The	excise	tax	on	
motor	vehicles,	excluding	motor	cycles	was	also	
reduced.	Import	duties,	Value	Added	Tax	(VAT),	
Social	Responsibility	 Levy	 (SRL)	 and	Cess	 on	
selected	 electronic	 items	 were	 removed.	 The	
Cess	applicable	on	importation	of	raw	materials	
was	 also	 revised	 downwards.	 The	 Special	
Commodity	 Levy	 (SCL)	 which	 is	 charged	 on	
importation	of	selected	commodities	was	revised	
upward	considering	the	decline	in	international	
market	prices	as	well	as	the	increase	in	domestic	
supply	 from	 time	 to	 time	 to	 protect	 domestic	
agricultural	 sector	 and	 to	 maintain	 domestic	
price	stability.	Accordingly,	SCL	on	importation	

of	rice	was	removed	and	customs	duty	and	other	
applicable	 taxes	 and	 levies	 were	 re-imposed.	
The	SCL	on	importation	of	sugar	and	dhal	was	
increased	while	SCL	on	red	onion	and	big	onion	
was	 also	 increased	 to	 stabilise	domestic	market	
prices	during	the	harvesting	period.		Excise	taxes	
on	 cigarettes	 and	 liquor	 were	 increased,	 while	
the	excise	tax	on	LP	gas	was	removed	during	this	
period.	

•	 The Cost of Living Allowance (COLA) of 
public sector employees and pensioners 
was increased. The	 COLA	 of	 public	 sector	
employees	was	increased	by	Rs.	750	to	Rs.	5,250	
per	month,	while	the	COLA	of	pensioners	was	
increased	by	Rs.	375	to	Rs.	2,375	per	month	with	
effect	from	January	2010.	A	special	payment	of	
Rs.	1,000	per	month	for	security	personnel	was	
introduced,	while	the	operational	risk	allowance	
was	extended	to	all	security	personnel.

•	 Special attention was paid on continuing 
with public investment by expediting the 
implementation of mega infrastructure 
development projects, while also paying  a 
greater attention to rural infrastructure 
development. Construction	work	 of	 the	mega	
infrastructure	 development	 projects,	 including	
power	 projects	 such	 as	 the	 Kerawalapitiya	
Combined	 Cycle	 Power	 Plant	 (Phase	 II),	
Norochcholai	 Coal	 Power	 Plant,	 Upper	
Kothmale	Hydro	Power	Plant,	Uma	Oya	Hydro	
Power	Plant	and	Moragahakanda	and	Kaluganga	
Reservoir	 Project;	 	 road	 development	 projects,	
such	 as	 Southern	 Highway	 Project,	 Colombo	
-	Katunayake	Expressway	 and	Colombo	Outer	
Circular	Road	Project;	port	development	projects	
such	 as	 the	 Colombo	 South	Habour	 	 Project,	
the	 Hambantota	 Port	 Development	 Project	
and		the	Oluwil	Port	Development	Project	and	
water	 supply	 projects	 were	 continued.	 Rural	
infrastructure	 development	 projects	 mainly	
Gama	Neguma,	Maga	Neguma,	Small	Irrigation	
Projects,	Kirigammana	projects	and	Lightening	
Sri	Lanka	were	also	continued.
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•	 The government successfully faced the 
challenge of resettlement of Internally 
Displaced Persons (IDPs) and development 
of basic infrastructure facilities in the conflict 
affected areas.	 The	 Nagenehira Nawodaya 
programme,	 introduced	 for	 the	 development	
of	 the	 Eastern	 Province	was	 continued.	Under	
this	 programme	 all	 IDPs	 were	 resettled	 in	 the	
Province	 and	 under	 various	 ministries	 large-
scale	development	and	welfare	programmes	were	
implemented.	 The	 government	 is	 currently	 in	
the	process	of	implementing	an	Early	Recovery	
Programme	 (ERP)	 under	Vadakkin Vasantham 
(Uthuru Wasanthaya)	programme	which	is	a	two	
year	development	programme	 for	 resettlement,	
rehabilitation	 and	 reconstruction	 to	 develop	
the	 Northern	 Province.	 The	 ERP,	 the	 initial	
stage	 of	 the	 Vadakkin Vasantham	 programme,	
consists	 of	 various	 activities	 that	 are	 necessary	
to	 complete	 the	 resettlement	 process	 in	 the	
Northern	Province,	such	as	(i)	re-establishment	
of	administration;	(ii)	resettlement	of	IDPs;	(iii)	
temporary	shelter	and	housing;	(iv)	reactivation	
of	 services	 (education,	 health);	 (v)	 livelihood	
development	(agriculture	production,	irrigation,	
livestock,	 fisheries);	 (vi)	 water	 and	 sanitation	
facilities;	 (vii)	 re-establishment	 of	 co-operative	
societies,	industries	and	rural	development;	(viii)	
local	government,	social	services,	probation	and	
child	care;	(ix)	reconstruction	of	infrastructure;	
and	 (x)	 implementation	 of	 ongoing	 and	
pipeline	 projects.	Key	 stakeholders	 involved	 in	
the	 ERP	 are;	 the	 Presidential	 Secretariat	 and	
the	 Presidential	 Task	 Force	 for	 Re-settlement,	
Development	 and	 Security,	 the	 Ministry	 of	
Economic	 Development,	 the	 Ministry	 of	
Resettlement,	other	line	ministries,	the	Northern	
Provincial	 Council,	 district	 and	 divisional	
secretariats,	 international	 organisations	 and	
non-governmental	organisations.	

•	 Demining activities in the Northern Province 
were continued and basic infrastructure 
facilities were provided as a pre-condition in 
the resettlement activities.	During	the	period	of	
August	2009	to	September	2010,	around	323,000	
IDPs	were	resettled	and	only	around	20,000	IDPs	
still	 remain	 in	 relief	 villages.	 The	 government	
provided	 livelihood	 development	 facilities	 and	
ensured	 educational,	 health	 and	 administrative	
services	 for	 resettled	 families.	 More	 attention	

was	also	given	to	develop	infrastructure	facilities	
including	the	rehabilitation	and	reconstruction	
of	 conflict	 affected	 areas	 in	 the	 Northern	
Province.		

•	 Initiatives were made to speed up the public 
enterprise reform programme, aiming at 
improving fiscal flexibility by reducing 
budgetary transfers to public enterprises 
and reducing the contingent liability of the 
government. Accordingly,	 the	 Ministry	 of	
Public	 Management	 Reforms	 was	 established	
to	modernise	public	management	and	to	ensure	
that	 a	 competent,	 dedicated	 and	 well	 trained	
cadre	is	available	at	all	levels	in	the	public	sector.	
The	Ministry	of	State	Resources	and	Enterprise	
Development	 was	 established	 to	 give	 more	
attention	 to	 under-performing	 state	 owned	
enterprises	 (SOEs)	and	 to	address	 the	 issues	 in	
loss	making	SOEs.	Further,	new	strategies	were	
introduced	to	restructure	non-performing	loans	
of	 SOEs,	 while	 prominent	 business	 persons	 in	
the	 private	 sector	 were	 appointed	 as	 heads	 of		
some	major	SOEs	to	get	better	results.

•	 The second and third reviews of the 
International Monetary Fund (IMF) Stand-By 
Arrangement (SBA) facility were completed 
successfully. Subsequently,	 the	programme	was	
re-phased	by	extending	it	by	another	year.	 	The	
programme	 was	 helpful	 in	 strengthening	 the	
fiscal	 consolidation	 process	 while	 improving	
external	reserves	and	maintaining	financial	and	
monetary	stability.

Government Budgetary Operations

Revenue and Grants

Revenue

•	 Government revenue collection has continued 
to increase during the first eight months of 
2010 with the picking up of domestic economic 
activity and the gradual rebound of external 
trade.	Total	 revenue	 collection	during	 the	first	
eight	months	of	2010	increased	by	21	per	cent	to	
Rs.	495.3	billion	from	Rs.	409.2	billion	recorded	
in	2009.	Tax	revenue	 increased	by	18	per	cent,	
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while	 the	non	 tax	 revenue	 increased	by	53	per	
cent	compared	with	the	corresponding	period	in	
the	previous	year.	As	a	percentage	of	projected	
GDP,	 government	 revenue	 collection	 during	
the	first	eight	months	of	2010	 increased	to	8.9	
per	cent	compared	with	8.5	per	cent	recorded	in	
corresponding	period	of		the	previous	year.

•	 Revenue collection from income taxes which 
comprised of personal income taxes, corporate 
income taxes, Economic Service Charge 
(ESC) and withholding taxes, declined by 
15 per cent during the first eight months 
of the year. Reduction	 in	 revenue	 collection	
from	 withholding	 tax	 on	 interest	 income	 and	
broadening	 the	 PAYE	 tax	 slabs,	 which	 led	 to	
a	 lower	 personnel	 income	 tax,	 were	 the	 main	
reasons	 for	 this	 decline.	 However,	 revenue	
collection	 from	 ESC	 increased	 during	 this	
period	with	the	removal	of	the	concessions	given	
to	 some	 sectors	 to	 mitigate	 the	 impact	 of	 the	
global	economic	crisis.				

•	 The revenue collection from VAT increased 
by 25 per cent during this period with the 
improvement of domestic economic activities 
and imports that were  severely affected in 2009 
mainly by the global economic slowdown. 
VAT	collection	on	domestic	economic	activities	
grew	by	13	per	cent,	while	import	related	VAT	
collection	increased	significantly	by	50	per	cent	
during	the	first	eight	months	of	2010.	

•	 Revenue collection from excise taxes increased 
by 43 per cent during the first eight months 

of 2010 compared to the same period in the 
previous year. Excise	 tax	 revenue	 from	 motor	
vehicles	increased	significantly	by	281	per	cent,	
while	that	from	petroleum	increased	by	195	per	
cent.	 During	 this	 period,	 revenue	 from	 excise	
tax	on	liquor	increased	by	24	per	cent	due	to	the	
continuous	scaling	up	of	tax	rates	and	the	increase	
in	 the	 hard	 and	malt	 liquor	 production	 by	 19	
per	cent	and	29	per	cent,	respectively.	Revenue	
collection	 from	 excise	 duties	 on	 cigarettes	
increased	 by	 10	 per	 cent	 during	 the	 first	 eight	
months	of	the	year	over	the	same	period	of	2009,	
mainly	due	to	the	upward	revision	of	excise	tax	
rates	 on	 cigarettes	 and	 an	 increase	 in	 cigarette	
sales	with	the	opening	up	of	new	markets	in	the	
Northern	and	Eastern	provinces.	

•	 Revenue collection from customs duties and 
SCL declined by 7 per cent and 52 per cent, 
respectively, during the first eight months of 
2010. Customs	duty	waivers	granted	on	petrol,	
diesel	and	wheat	grain	were	the	main	reasons	for	
the	decline	 in	revenue	collection	from	customs	
duties,	 while	 revenue	 from	 SCL	 declined	
mainly	due	to	the	imposition	of	customs	duties	
instead	of	SCL	on	 the	 importation	of	 rice	 and	
the	reduction	of	SCL	on	selected	items,	such	as	
sugar,	Bombay	onions,	dhal	and	chillies	during	
the	latter	part	of	2009.	

•	 Revenue collection from some other taxes such 
as Cess levy, Ports and Airports Development 
Levy (PAL) has also increased significantly 
during the first eight months of 2010.	

 

 

Chart 6.1
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Table 6.1
  Economic Classification of  Government Revenue

2008 2009
(Prov.)

2010
Jan - Aug 

(Prov.)

Rs. billion

 Tax revenue 585.6 618.9 729.0 373.6 441.0
  Income taxes 126.5 139.6 160.3 96.6 82.5
  VAT 203.6 171.5 206.7 109.3 136.5
  Excise taxes 101.0 97.6 120.8 53.5 76.6
  Import duties 63.8 79.7 85.1 39.9 37.1
  Other taxes 90.6 130.6 156.1 74.4 108.3 
Non tax revenue 69.6 80.7 88.8 35.5 54.3
 Total revenue 655.3 699.6 817.8 409.2 495.3 
      

Source : Ministry of Finance and Planning

  

Item 2010 
Approved
Estimates

2009
Jan - Aug
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Relatively	 high	 increases	 were	 recorded	 in	 the	
revenue	collection	from	Cess	levy	(17	per	cent),	
PAL	(47	per	cent)	and	stamp	duty	(25	per	cent).	
Meanwhile,	 the	 Nation	 Building	 Tax	 (NBT)	
generated	Rs.	28.5	billion	during	this	period.

•	 Non-tax revenue collection during the first 
eight months of 2010 increased by 53 per cent 
to Rs.54 billion compared to the first eight 
months of 2009. Higher	 profit	 transfers	 from	
government	 institutions,	 including	 the	Central	
Bank	 and	 an	 increase	 in	 fees	 and	 charges,	
contributed	 to	 this	 noteworthy	 increase	 in	
non-tax	 revenue	 collection.	 However,	 revenue	
collection	from	rent	and	interest	declined	by	10	
per	cent	during	this	period.

•	 According to the annual budget approved by 
the Parliament in July 2010, total government 
revenue in 2010 is estimated to be Rs. 817.8 
billion (14.9 per cent of GDP). This	indicates	
a	17	per	cent	increase	over	the	total	revenue	of		
Rs.	 699.6	 billion	 in	 2009.	 Tax	 revenue	 is		
expected	to	increase	by	17.8	per	cent	and	non-tax	
revenue	is	expected	to	increase	by	10	per	cent.

Grants

•	 Foreign grant receipts were only Rs. 7.6 billion 
during the first eight months of 2010 compared 
with Rs. 35.6 billion grants received during 
the same period in 2009. This	low	performance	
reflects	the	limited	availability	of	foreign	grants	
with	 the	 graduation	 of	 the	 country	 to	 lower	
middle	 income	 country	 status.	 As	 in	 previous	
years,	grant	 receipts	were	mainly	 from	bilateral	
donors.	

Expenditure

•	 Total expenditure and net lending was 
estimated to increase by Rs. 44.3 billion to  
Rs. 817.5 billion during the first eight months 
of 2010, indicating a 6 per cent increase over  
the same period of the previous year. In	contrast,	
as	a	percentage	of	GDP,	it	decreased	to	14.7	per	
cent	 during	 this	 period	 compared	with	 the	 16	
per	cent	recorded	in	the	same	period	in	2009.

•	 Recurrent expenditure increased by 3 per cent 
to Rs. 635.3 billion during the first eight months 
of 2010 compared with Rs. 614.8 billion in the 
first eight months of 2009. This	 increase	 was	
mainly	due	to	the	increase	in	salaries	and	wages	
(9	per	cent),	pension	payments	(3	per	cent)	and	
interest	payments	(9	per	cent).	The	expenditure	
on	salaries	and	wages	increased	mainly	due	to	the	
increase	in	the	monthly	COLA	to	Rs.	5,250	from	
Rs.	4,500	since	November	2009,	the	full	impact	
of	 the	special	payment	of	Rs.	1,000	per	month	
for	security	personnel	introduced	in	November	
2009	 and	 the	 extension	of	 the	operational	 risk	
allowance	 to	 all	 security	 personnel.	 Pension	
payments	rose	due	to	the	increase	in	the	monthly	
COLA	to	Rs.	2,375	from	Rs.	2,000	for	pensioners	
since	November	2009	and	due	to	an	addition	of	
around	13,000	new	pensioners	to	the	system.	

Table 6.2 
Economic Classification of Expenditure

2008 2009
(Prov.)

2010
Jan - Aug 

(Prov.)

Rs. billion

Current expenditure 743.7 879.6 928.3 614.8 635.3
 o/w Salaries and wages 239.1 271.2 296.6 182.1 198.1
  Interest  payments 212.5 309.7 337.2 223.0 243.6
   Foreign 30.3 35.7 40.5 16.2 23.6
   Domestic 182.2 274.0 296.7 206.8 220.0
  Samurdhi 10.0 9.3 9.3 6.8 6.5
  Pensions 74.9 85.1 93.0 55.7 57.3
  Fertiliser subsidy 26.5 26.9 30.0 19.5 10.1
Capital and net lending 252.4 322.3 351.5 158.3 182.2
Total expenditure and net lending 996.1 1,201.9 1,279.8 773.1 817.5 
     

Source : Ministry of Finance and Planning

  

Item 2010 
Approved
Estimates

2009
Jan - Aug
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•	 Capital expenditure and net lending increased 
by 15 per cent to Rs. 182.2 billion during 
the first eight months of 2010. However,	 as	 a	
percentage	of	GDP,	it	remained	at	3.3	per	cent	as	
in	the	corresponding	period	in	the	previous	year.	
This	was	 achieved	mainly	due	 to	 continuity	 of	
mega	infrastructure	development	projects,	such	
as	power	generation,	ports,	roads	and	irrigation	
and	 rural	 infrastructure	 development	 projects	
around	the	country.	

•	 According to budget 2010, total expenditure 
and net lending in 2010 is estimated to 
increase by about Rs. 78 billion to Rs. 1,280 
billion.	This	will	be	the	outcome	of	the	expected	
increase	 in	 recurrent	 expenditure	 (Rs.	 49	
billion)	and	capital	expenditure	and	net	lending		
(Rs.	 29	billion).	Recent	developments	 indicate	
that	recurrent	expenditure	during	the	remaining	
months	would	be	higher	than	the	targeted	level	
due	 to	 an	 increase	 in	 interest	 payments	 and	
salaries	and	wages.	

Key Fiscal Balances

•	 During the first eight months of 2010, the 
overall budget deficit was Rs. 314.5 billion, a 
considerable decline compared to Rs. 346.7 
billion recorded during the same period in 2009.  
As	a	percentage	of	estimated	GDP,	it	declined	to	
5.7	per	cent	from	7.2	per	cent	recorded	during	the	
first	eight	months	of	2009.	The	current	account	
deficit	 (government	dissavings)	as	a	percentage	
of	GDP	declined	to	2.5	per	cent	during	the	first	
eight	months	of	2010	from	4.3	per	cent	during	
the	 same	 period	 in	 the	 previous	 year.	 Further,	
the	primary	deficit	(overall	deficit	net	of	interest	
payments)	as	a	percentage	of	GDP	declined	to	
1.3	per	cent	during	this	period	from	2.6	per	cent	
during	the	same	period	in	2009.	

•	 As per the budget 2010, the overall deficit for 
the year is estimated to be Rs. 438.8 billion. 
As	 a	 percentage	 of	 GDP,	 the	 budget	 deficit	 is	
estimated	to	decline		to	8	per	cent	from	9.9	per	
cent	in	2009.	The	current	account	deficit	is	also	
expected	to	reduce	to	2	per	cent	of	GDP	from	4	
per	cent	in	the	previous	year.

Financing the Deficit

•	 The budget deficit of Rs. 314.5 billion during 
the first eight months of 2010 was mainly 
financed from domestic sources. Financing	from	
domestic	sources	accounted	for	74	per	cent	of	the	
overall	 deficit	 during	 this	 period.	 Accordingly,	
net	 domestic	 financing	 (NDF)	 amounted	 to		
Rs.	232.7	billion,	Rs.	3.5	billion	higher	than	that	
of	the	same	period	in	the	previous	year.	Analysing	
the	 composition	 of	 domestic	 financing,	 there	
was	 a	 noteworthy	 shift	 from	 banking	 sources	
to	non-bank	sources	compared	to	the	first	eight	
months	of	2009.	Bank	financing	accounted	for	
around	26	per	cent	of	 total	domestic	financing	
during	 the	first	 eight	months	of	2010,	while	 it	
accounted	 for	 around	 51	 per	 cent	 during	 the	
same	 period	 in	 2009.	 Domestic	 borrowings	
were	 mainly	 through	 debt	 instruments,	
especially	 Treasury	 bills	 and	 Treasury	 bonds.	
Net	 borrowings	 through	 Treasury	 bills	 and	
Treasury	 bonds	 were	 Rs.	 129.9	 billion	 and		
Rs.	91.9	billion,	respectively,	during	the	first	eight	
months	 of	 2010	 compared	 to	 Rs.	 39.7	 billion	
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and	Rs.	137.8	billion	recorded	during	the	same	
period	 in	2009.	From	the	 total	net	borrowings	
by	 way	 of	 Treasury	 bills,	 the	 contribution	 of	
the	 non	 bank	 sector	 significantly	 increased	 to		
Rs.	86.9	billion	from	Rs.	64.4	billion	compared	
with	the	first	eight	months	of	2009.	

•	 According to Budget 2010, domestic financing 
is estimated to be Rs. 280.8 billion in 2010 
compared to Rs. 245.6 billion in 2009. Net	
non-bank	borrowings	 are	 estimated	 to	 increase	
by	Rs.	50.6	billion	to	Rs.	235.8	billion	over	2009	
with	 the	 increase	 in	 the	 resource	availability	 in	
these	sectors.	At	the	same	time,	bank	financing	
is	estimated	to	decrease	by	about	Rs.	4	billion	to	
Rs.	45	billion	over	2009.	

•	 Total net foreign financing (NFF) is estimated 
to be Rs. 158 billion in 2010.	NFF	during	the	
first	eight	months	of	2010	declined	to	Rs.	81.9	
billion	 from	 Rs.	 117.6	 billion	 in	 2009.	 NFF	
during	the	first	eight	months	of	2010	consisted	
of	Rs.	45.2	billion	of	foreign	loans	and	Rs.	36.7	
billion	 of	 foreign	 investments	 in	Treasury	 bills	
and	 bonds.	Accordingly,	NFF	 financed	 26	 per	
cent	of	 the	total	net	borrowing	requirement	of	
the	government	during	the	first	eight	months	of	
2010.	

•	 The third international sovereign bond issue of 
US dollars 1 billion was successfully completed 
in October 2010. The	proceeds	from	this	bond	
issue	was	used	to	repay	US	dollar	denominated	
borrowings	 from	 the	 Bank	 of	 Ceylon	 (BOC)
and	outstanding	 import	bills	with	BOC,	 settle	
a	part	of	the	government	overdraft	with	the	two	
state	banks	and	to	retire	Central	Bank	holdings	
of	Treasury	bills.	Accordingly,	financing	mix	has	
been	changed	in	October	2010.

Government Debt and Debt Service 
Payments

Government Debt

•	 The outstanding government debt increased 
by Rs. 304.5 billion to Rs. 4,465.9 billion as 
at end August 2010 from end 2009.	Domestic	
debt	increased	by	Rs.	215.8	billion	to	Rs.	2,616.8	
billion,	while	foreign	debt	increased	by	Rs.	88.7	
billion	to	Rs.	1,849.2	billion.	The	decline	in	the	
overall	 budget	 deficit	 and	 the	 appreciation	 of	
the	Sri	Lanka	rupee	against	some	major	foreign	
currencies	 in	 2010	 contributed	 to	 the	 slower	
increase	 in	 the	 government’s	 outstanding	 debt.	
The	 rupee	 appreciated	 by	 about	 1.5	 per	 cent	
against	the	US	dollar	during	this	period.	It	also	
appreciated	 against	 the	 Sterling	 pound,	 Euro	
and	 Indian	 rupee	 by	 4.92	 per	 cent,	 14.51	 per	
cent	 and	 1.46	 per	 cent,	 respectively.	 However,	
during	 this	 period	 the	 Sri	 Lankan	 rupee	
depreciated	 against	 the	 Japanese	 yen	 by	 7.10	
per	 cent.	 The	 outstanding	 foreign	 debt	 stock	
and	 foreign	 currency	 denominated	 domestic	
debt	 stock	 decreased	 by	 Rs.	 15	 billion	 and		
Rs.	3	billion,	respectively,	due	to	the	appreciation	
of	 the	 Sri	 Lankan	 rupee	 against	 some	 major	
foreign	currencies	during	the	first	eight	months	
of	2010.

•	 Of the total domestic debt, short term debt 
increased by 25.4 per cent, while medium and 
long term debt increased by 4 per cent from end 
December 2009. The	share	of	short	term	debt	to	
total	domestic	debt	increased	to	26.9	per	cent	as	

Table 6.3
Sources of Financing

2009

 Jan-Aug. (Prov.)

Rs. billion

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

Item 2010
Jan-Aug.

(Prov.)

 Domestic financing   
  By instrument 229.1 245.6 232.7
   Treasury bonds(a) 137.8 201.9 91.9
   Treasury bills(b) 39.7 49.0 129.9
   Rupee loans -15.4 -17.7 -17.5
   Sri Lanka Development Bonds 6.9 7.6 11.6
   Borrowings from FCBUs  -  -7.8 -1.4
   Provisional advances 11.4 -2.4 10.2
   Other 48.8 15.0 7.9
   By source 229.1 245.6 232.7
   Bank  119.0 49.0 61.7
   Non bank 110.1 196.6 171.0
 Foreign financing 117.6 230.8 81.9
  Loans 6.1 83.9 45.2
  Treasury bonds 87.2 114.8 24.7
  Treasury bills 24.3 32.1 12.0
 Total financing  346.7 476.4 314.5 

(a) Excluding rupee denominated Treasury bonds issued to foreign investors  

(b) Excluding rupee denominated Treasury bills issued to foreign investors 
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at	end	August	2010	from	23.4	per	cent	recorded	
as	at	end	2009,	while	the	share	of	Treasury	bills	
in	the	total	short	term	debt	increased	marginally	
to	80.4	per	cent	from	78.7	per	cent	recorded	as	
at	end	2009.	In	addition,	there	was	a	decline	in	
the	share	of	outstanding	medium	and	long	term	
domestic	 debt	 to	 total	 domestic	 debt	 to	 73.1		
per	 cent	 in	 2010	 compared	 to	 76.6	 per	 cent	
recorded	 at	 end	 2009.	The	major	 contribution	
to	medium	term	and	long	term	debt	came	from	
Treasury	bonds.

•	 The outstanding foreign currency denominated 
domestic debt as at end August 2010 increased 
by Rs. 7.4 billion (US dollars 65.5 million) to  
Rs. 199.1 billion (US dollars 1,767 million) 
from Rs. 191.8 billion (US dollars 1,676.4 

million) recorded at end December 2009.	
However,	 the	 share	 of	 foreign	 currency	
denominated	 domestic	 debt	 to	 total	 domestic	
debt	remained	almost	unchanged	at	8	per	cent	
as	in	2009.

•	 The declining trend of the share of concessional 
debt in government foreign debt continued 
during the first eight months of 2010.		
Accordingly,	 the	 share	 of	 concessional	 debt	
declined	 to	68	per	cent	as	at	 end	August	2010	
from	 72.2	 per	 cent	 at	 end	 December	 2009,	
reflecting	the	relatively	higher	reliance	on	foreign	
non-concessional	borrowings.	

Debt Service Payments

•	 During the first eight months of 2010, total 
domestic and foreign debt service payments 
amounted to Rs. 545.1 billion.	This	consisted	
of	 amortisation	 payments	 of	 Rs.	 301.5	 billion	
(55.3	 per	 cent)	 and	 interest	 payments	 of		
Rs.	 243.6	 billion	 (44.7	 per	 cent).	Debt	 service	
payments	 to	 domestic	 and	 foreign	 sources	
amounted	 to	 Rs.	 473.9	 billion	 and	 Rs.	 71.2	
billion,	respectively.

•	 According to budget 2010, total debt service 
payments in 2010 is estimated to be  Rs. 784.2 
billion.	This	consists	of	amortisation	payments	
of	 Rs.	 447	 billion	 and	 interest	 payments	 of		
Rs.	337.2	billion.	

Table 6.4
Outstanding Government Debt

2009

 

Item 2010
End Aug.

 (Prov.)
End Dec. 

(Prov.)
End Aug. 

(Prov.)
Domestic Debt (a) 2,398.0 2,401.0 2,616.8
  By maturity period   
   Short term  611.4 560.6 703.2
   Medium and long term 1,786.5 1,840.3 1,913.6
  By institution   
   Banks (b) 792.9 705.8 767.1
   Non bank sector 1,605.0 1,695.1 1,849.6
 Foreign debt 1,639.7 1,760.5 1,849.2
   Concessional  1,261.1 1,271.1 1,256.8
   Non concessional  378.5 489.3 592.4
Total Outstanding Government Debt 4,037.6 4,161.4 4,465.9
  
 

(a)  Excludes the government Treasury bonds  amounting to Rs. 4,397 million issued to commercial 
banks  on behalf of CWE in November 2003.   

(b)  Includes borrowings from Off-shore Banking Units (OBUs).

Rs. billion

Sources:  Central Bank of Sri Lanka
  Ministry of Finance and Planning
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Chart 6.5
Outstanding Government Debt
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Chart 6.6
Government Debt Service Payments vs Revenue 
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