
RECENT ECONOMIC DEVELOPMENTS    HIGHLIGHTS OF 2016 AND PROSPECTS FOR 2017

During the first half of 2016, the external sector experienced a mixed performance. The external trade 
account continued to be under pressure as the sluggish global economic activity and resultant lower 
global demand adversely affected exports, while the increase in consumer and investment imports 

more than offset the windfall from lower oil prices. As such, the deficit in the trade account widened by 2.2 per 
cent during the first half of 2016. The deficit of the primary income account also widened, albeit marginally, 
during this period. However, the surpluses recorded in the services and secondary income accounts, mainly 
due to the considerable expansion in earnings from tourism and continued workers’ remittances, resulted in 
the narrowing of the external current account deficit to US dollars 795 million in the first half of 2016, from 
the deficit of US dollars 953 million recorded a year earlier. 

Inflows to the financial account moderated during the first half of 2016. The slow recovery in the global 
economy amidst the increase in policy rates in December 2015 by the United States (US) Federal Reserve 
and the anticipation of a further rate hike resulted in an outflow of foreign investments from the government 
securities market and the Colombo Stock Exchange (CSE), particularly during the first four months of the 
year. A slowdown in exports and remittances, tepid foreign direct investment and a steady outflow of capital 
from the government securities market gave rise to an imbalance in the country’s external sector, leading to a 
reduction in official reserves. This resulted in Sri Lanka entering into a three year programme of SDR 1.1 billion 
(approximately US dollars 1.5 billion) from the International Monetary Fund (IMF), under the Extended 
Fund Facility (EFF), to support the Balance of Payments (BOP) position and the government’s economic 
reform agenda. The resultant improvement in investor sentiments generated by the country entering into the 
programme with the IMF and a delay in a further rate hike in the US led to a reversal in the outflow from the 
government securities market from April 2016. This, together with the proceeds of the International Sovereign 
Bond (ISB) and the syndicated loans, strengthened the financial account, thus improving gross official reserves 
of the country. Accordingly, gross official reserves stood at US dollars 6.5 billion, equivalent to 4.1 months of 
imports, as at end September 2016. Reflecting these developments, the overall balance of the BOP, which is the 
change in net international reserves, turned into a surplus of US dollars 243 million by end September 2016, 
from a deficit of US dollars 1,489 million by end 2015.     
  
The external value of the Sri Lankan rupee remained relatively stable during the year up to end September, 
recording a depreciation of 1.8 per cent against the US dollar. On an aggregate basis, real effective exchange 
rate indices depreciated reflecting an improvement in the country’s external competitiveness. Meanwhile, the 
Central Bank gradually turned into a buyer in the foreign exchange market since May 2016, thus replenishing 
the level of net international reserves, which is also a requirement under the IMF-EFF. However, increasing 
exports of both goods and services, and attracting non-debt creating financial inflows such as foreign direct 
investments are important requirements in reducing external sector imbalances and in achieving the envisaged 
macroeconomic targets over the medium-term. 
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 y Earnings from agricultural exports declined 
significantly by 8.8 per cent, year-on-year, to 
US dollars 1,521 million during the first eight 
months of 2016, largely due to the decline in the 
prices of agricultural commodities in the world 
market. Among agricultural exports, tea, spices 
and minor agricultural products contributed 
largely to this decline. Continuing the year-
on-year declining trend, which began from the 
third quarter of 2014, export earnings from tea 
decreased by 7.3 per cent to US dollars 835 
million during the first eight months of 2016, 
due to the combined outcome of a 2.1 per cent 
drop in tea export volumes and a 5.4 per cent 
reduction in the average export price of tea. 
The average export price of tea decreased to 
US dollars 4.23 per kilogram during the first 
eight months of 2016, from US dollars 4.47 
per kilogram recorded in the corresponding 
period of 2015, as a result of weak demand 
from major tea importing countries. Earnings 
from spices, which recorded a robust growth in 
2015, declined significantly by 22.1 per cent, 
year-on-year, in the first eight months of 2016, 
reflecting lower export volumes of cloves and 
pepper due to the lower harvest obtained so far 
this year, despite the significant improvement 
recorded in cinnamon exports.  Earnings from 
minor agricultural exports declined by 21.8 per 
cent, year-on-year, during the first eight months 
of 2016, mainly due to the lower performance 
recorded in the export of arecanuts, cereals and 
betel leaves. However, earning from the exports 
of rubber grew by 17.2 per cent while earnings 
from coconut exports remained largely stable 
during the first eight months of 2016. 

 y Earnings from industrial exports, which 
account for more than 75 per cent of the total 
exports, contracted by 2.6 per cent, year-
on-year, to US dollars 5,315 million during 
the first eight months of 2016 mainly due to 

Trade in Goods and Trade Balance

 y Both earnings from exports and expenditure on 
imports, which contracted in 2015, declined 
further during the first eight months of 2016. 
However, overall trade deficit during the first 
eight months of 2016 expanded marginally 
by 1.6 per cent, year-on-year, due to the sharp 
decline in exports in comparison to imports. 
Accordingly, the deficit in the trade account 
during this period increased to US dollars 5,538 
million from US dollars 5,449 million recorded 
during the same period of 2015.  

 y Earnings from exports during the first eight 
months of 2016 declined by 4.1 per cent, 
year-on-year, to US dollars 6,865 million. 
Agricultural exports followed by industrial 
exports contributed largely to this decline. 
The main factors that adversely affected Sri 
Lankan exports were geopolitical uncertainties 
and economic downturn that still prevails in 
Sri Lanka’s major export destinations  such 
as Russia and some of the Middle Eastern 
countries, restrictions imposed by the 
European Union for Sri Lankan fish exports 
until end June 2016, and substantial reduction 
in commodity prices in the international 
market. 
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lower export earnings recorded for transport 
equipment and petroleum products. Export 
earnings from transport equipment declined 
by 63.2 per cent, year-on-year, during this 
period, mainly due to the base effect where a 
significantly higher level of exports recorded in 
the corresponding period of 2015, owing to the 
export of a dredger vessel that was imported in 
2014 for the use of the Port City Development 
Project together with the export of two cruise 
ships to India and Australia. Export earnings 
from petroleum products, which mainly 
comprise bunker and aviation fuel, decreased 
significantly by 35.9 per cent, year-on-year, 
during the first eight months of 2016, partly due 
to the  intense competition from major regional 
players such as India and Singapore.  In addition, 
the poor performance in export earnings from 
gems, diamonds and jewellery, and rubber 
products also contributed significantly to the 
decline in industrial product exports. However, 
reversing the year-on-year declining trend, 
which began from the fourth quarter of 2014, 
earnings from textiles and garments exports, 
which accounted for 49 per cent of total export 
earnings, increased by 3.6 per cent during the first 
eight months of 2016. Garment exports to the 
traditional markets of EU and USA increased 

by 3.6 per cent and 1.7 per cent, respectively, 
while exports to non-traditional markets grew 
by 10.1 per cent during the period under review. 

 y Expenditure on imports during the first eight 
months of 2016 declined by 1.6 per cent, year-
on-year, to US dollars 12,403 million, despite 
the increase recorded in the expenditure on 
investment goods imports.  The substantial 
reduction recorded in commodity prices in 
the international market and policy measures 
adopted by the government to curtail vehicle 
imports largely contributed to the reduction 
in import expenditure.  Expenditure on non-
petroleum imports during this period, however, 
increased marginally by 1.2 per cent, year-on-
year, to US dollars 10,902 million. 

 y Expenditure on consumer goods imports reduced, 
reflecting the effect of policy measures adopted 
to manage import demand. Imports of consumer 
goods, which accounted for about 23 per cent of 
total imports, declined by 10.1 per cent, year-on-
year, to US dollars 2,825 million during the first 
eight months of 2016, reflecting reductions in 
import expenditure on both food and beverages, 
and consumer durables. Import expenditure on 
food and beverages declined by 7.6 per cent to 
US dollars 1,039 million, led by a reduction 
in the import expenditure on rice, followed by 
vegetables and dairy products. Expenditure 
on rice imports declined significantly by 94.4 
per cent during the first eight months of 2016, 
reflecting the availability of rice in the local 
market due to the healthy paddy harvest in 
2015 and the Maha season of 2016, as well 
as the impact of the increases in the import 
duty on rice in May 2015 and February 2016. 
With respect to consumer durable imports, 
import expenditure on personal motor vehicles 
decreased significantly by 39.5 per cent, year-on-
year, to US dollars 547 million during the first 
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eight months of 2016, mainly due to the increase 
in the import tariff applicable to motor vehicles, 
introduced by the government in the 2016 
budget. Meanwhile, import expenditure on 
clothing and accessories, and printed materials 
and stationary also contributed towards reducing 
the import expenditure during the first eight 
months of 2016. However, expenditure on the 
importation of medical and pharmaceuticals, 
home appliances and household and furniture 
items, increased during the period under review.

 y Expenditure on the import of intermediate 
goods, which accounted for more than 50 
per cent of total imports, declined by 2.1 per 
cent, year-on-year, to US dollars 6,309 million 
during the first eight months of 2016. Lower 
expenditure incurred on fuel imports mainly 
contributed to this decline. Expenditure on 
fuel imports declined by 18.2 per cent, year-
on-year, to US dollars 1,501 million during this 
period, mainly due to the reductions recorded in 
average import prices of all fuel categories despite 
the considerable increase in import volumes. As a 
result of the increase in the usage of motor vehicles 
and high level of thermal power generation due to 
adverse weather conditions, the volume of refined 
petroleum product imports increased by 11.6 
per cent, while the crude oil import volume 
increased by 10.5 per cent. The average import 
price of crude oil was US dollars 43.44 per barrel 
during the first eight months of 2016 compared 
to US dollars 61.67 per barrel recorded in the 
corresponding period of 2015. Meanwhile, 
reflecting the year-on-year price reductions in 
the international market, import expenditure 
on base metals, fertiliser and wheat and maize 
dropped significantly by 23.4 per cent, 38.8 
per cent and 23.2 per cent, respectively, during 
this period. However, in line with the high 
performance recorded in textiles and garments 
exports, import expenditure on textiles and 

textile articles increased by 14.0 per cent, year-
on-year, to US dollars 1,765 million during 
the first eight months of 2016. Further, import 
expenditure on diamonds and precious stones 
and metals grew significantly by 128.0 per cent, 
year-on-year, mainly due to the substantial 
growth recorded in gold imports.  Meanwhile, 
import expenditure on mineral products and 
vehicle and machinery parts also increased 
considerably during the period under review. 

 y Signalling the possible favourable economic 
performance in the future, import expenditure 
on investment goods increased by 8.4 per cent 
to US dollars 3,260 million during the first 
eight months of 2016, despite the reduction 
in imports of transport equipment. Import 
expenditure on machinery and equipment, 
and building materials increased substantially 
by 22.4 per cent and 21.4 per cent, year-on-
year, respectively, during the first eight months 
of 2016. Imports expenditure on almost all 
sub categories of building materials as well as 
machinery and equipment, except engineering 
equipment, increased during the period 
concerned. However, reflecting the impact of 
policy measures adopted by the government 
to curtail vehicle imports, import expenditure 
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on transport equipment declined significantly 
by 38.7 per cent, because of the decline in the 
imports of road vehicles, particularly, auto 
trishaws and buses.

Terms of Trade

 y The terms of trade for the first eight months 
of 2016, on average, increased to a more 
favourable level when compared to that of 
the corresponding period in 2015, owing to 
the sharper deterioration of import prices 
than export prices. Reflecting the lower 
commodity prices in the international market 
particularly in fuel prices, the overall import 
price index declined by 5.9 per cent, year-
on-year, to 92.0 index points during the first 
eight months of 2016.  In addition, import 
price indices pertaining to base metals, wheat 
and maize, and cereals and milling industry 
products also contributed considerably to 
the decline in the overall import price index. 
Meanwhile, the overall export price index 
declined by 3.6 per cent, year-on-year, to 94.5 
index points during the first eight months of 
2016, as a result of the decline in prices of all 
major categories of exports. Accordingly, the 
terms of trade, improved by 2.4 per cent on 

average to 102.7 index points during the first 
eight months of 2016 in comparison to the 
corresponding period in 2015. However, the 
terms of trade, excluding oil-related products, 
declined by 1.6 per cent.

Trade in Services

 y The surplus in the services account continued  
to grow during the first half of 2016.                                  
The services account of the BOP, which            
mainly consists of travel, transport and 
telecommunication, computer and information 
services, recorded a surplus of US dollars 1,228 
million during the first half of 2016 compared to 
the surplus of US dollars 1,059 million in the 
corresponding period of 2015, with a higher 
contribution from the travel and transport sub 
sectors.

 y Gross inflows to the transportation sector 
continued to increase. Gross earnings from 
transportation services, which consist of 
passenger fares, freight charges, and port and 
airport related activities, recorded a growth rate 
of 5.9 per cent to US dollars 1,118 million during 
the first half of the year. During this period, 
inflows on account of passenger fares increased 
by 9.8 per cent to US dollars 552 million, in 
line with the increased number of passengers 
traveling to Sri Lanka, mainly through SriLankan 
Airlines. Further, the increase in the number of 
destinations and frequency of flights, especially 
to the Middle East and the Far East, contributed 
towards the increased earnings in this sector. 
However, the downward revision of airfares 
by airlines operating in Sri Lanka, due to the 
fall in aviation fuel prices, dampened earnings 
from passenger fares. Meanwhile, inflows on 
account of freight and port and airport related 
activities increased by 2.3 per cent to US dollars 
566 million, due to the improved performance 
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in cargo and container handling and related    
services. The Sri Lanka Ports Authority (SLPA) 
has taken several steps to expand warehouse 
facilities at the Colombo Port, including the 
opening of a new warehouse centre in August 
2016. With the opening of this warehouse centre, 
operation facilities of cargo and transhipment of 
cargo are expected to expand further. Meanwhile, 
Sri Lanka entered into a Memorandum of 
Understanding (MOU) with Singapore in 
June 2016 to develop the Trincomalee harbour 
as a port city, which will include an industrial 
zone. Further, the government has called for 
expression of interests from prospective investors 
to enhance operations of the Mattala Rajapaksa 
International Airport (MRIA), especially in 
warehousing, transhipment and refuelling, 
which would help in attracting both cargo and 
passenger airlines. 

 y The Sri Lankan tourism industry has 
been experiencing rapid expansion and 
diversification, to become one of the largest 
and fastest-growing sectors of the post conflict 
economy. The total tourist arrivals increased to 
1,508,405 reflecting an impressive growth rate 
of 14.6 per cent, year-on-year, during the first 
nine months of 2016, led by increased arrivals 
from China and India. This reflects a 69 per cent 
achievement of the annual target of 2.2 million 

arrivals for 2016. Tourist arrivals from Western 
Europe dominated the arrivals with the highest 
contribution to the growth, mainly from the 
UK, Germany and France during the first nine 
months of  2016. Tourist arrivals from East Asia 
grew by 18.6 per cent, year-on-year, during the 
first nine months of 2016, led mainly by the 
29.2 per cent growth of arrivals from China. 
Arrivals from Eastern Europe and the Middle-
East showed a relatively low growth due to the 
possible deceleration in their income resulting 
from the significant decline in oil prices.

 y Earnings from tourism continued to record 
a significant growth during the first nine 
months of 2016. Accordingly, total earnings 
from tourism during the first three quarters of 
the year grew by 14.6 per cent, year-on-year, 
to US dollars 2,500 million, compared to the 
cumulative earnings of US dollars 2,181 million 
during the corresponding period of 2015. 
Tourist earnings are expected to increase during 
the latter part of the year with a higher number 
of tourist arrivals during the peak tourist season, 
supported by tourism promotional activities. 

 y Investment in the tourism sector also expanded 
further during the first seven months of 2016. 
The tourism sector has been experiencing 
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an impressive growth after the restoration 
of peace in the country. As a result, investor 
confidence has grown immensely, which has 
led to investments from international hotel 
brands such as Shangri-La, Sheraton, Marriott, 
Grand Hyatt, Movenpick, RIU, ITC and Onyx. 
Meanwhile, proposals for 46 new hotel projects 
worth US dollars 439 million, with room 
capacity of 2,700, were received by the SLTDA 
during the first seven months of 2016. Further, 
29 new hotel projects were given final approval 
to set up with an investment of US dollars 89 
million by the SLTDA during this period. These 
new hotel projects will help the government to 
achieve its target of building 75,000 rooms to 
cater to the projected 4.5 million tourist arrivals 
by 2020.

 y Several measures were taken towards the 
advancement of the tourism industry during 
the first six months of 2016. These measures 
aims at the gradual diversification of the 
tourism industry into niche markets and the 
development of non-traditional areas, such as 
MICE (Meetings, Incentives, Conferences and 
Exhibitions) tourism, cruise tourism, wedding 
tourism, film tourism, etc., also contributed 
towards the growth of the sector. A new 
classification for tourist hotels was introduced 
by the Sri Lanka Tourism Development 
Authority (SLTDA) in April 2016, under the 
Extraordinary Gazette No.1963/28, replacing 
the earlier classification presented in 1966. 
Under the new classification requirement, 
all tourist hotels registered with SLTDA are 
required to have a star classification, which will 
have to be reviewed every 3 years. Star classes 
are granted under classification standards based 
on a combination of mandatory requirements, 
minimum number of rooms and an additional 
point-based system on non-mandatory criteria. 
Further, as per the budget proposal for 2016, a 
programme for the absorption of the informal 

sector into the formal sector of tourism industry 
was launched. Under this programme, all the 
informal sector tourist establishments will be 
inspected and absorbed into the formal sector. 
Also, the SLTDA re-launched its "Tourism 
Mobile Service", which delivers various services 
such as hotel inspection, issuance of business 
licenses and, tourism training and conducted 
such services in areas of Arugam bay, Passikudah 
and Mannar with the financial support of the 
International Finance Corporation (IFC). 
Recognising the importance of tourism 
promotion in enhancing tourist arrivals to the 
country, the Sri Lanka Tourism Promotion 
Bureau (SLTPB) participated in 21 trade fairs 
and 7 road shows in countries with high tourism 
potential during the first half of 2016. Under the 
Visiting Journalists and Bloggers Programmes, 
48 journalists and 6 bloggers were hosted during 
the period. Overall, there were 211 activities 
conducted, incurring Rs.359 million, during 
the first half of 2016 by the SLTPB, which 
will help to achieve the targeted tourist arrivals 
for 2016. As a result of targeted tourism 
promotion campaigns, Sri Lanka received 
further endorsements from world renowned 
tourism related magazines and organizations 
such as Dream Trips, Condenast traveller 
magazine of France, Fox news website and 
Association of British Travel Agents, etc

 y Earnings from telecommunication, computer 
and information services showed a steady 
growth during the first half of 2016. Total 
earnings from the export of telecommunications, 
computer and information services amounted to 
US dollars 442 million in the first half of 2016 
compared to the US dollars 410 million during 
the corresponding period of 2015. Following this 
trend, gross inflows from the export of software 
and Information Technology Enabled Services 
(ITES), such as Business Process Outsourcing 
(BPO) and Knowledge Process Outsourcing 
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(KPO), are also estimated to have increased. 
Accordingly, gross inflows to the computer and 
information services sub sector increased by 7.6 
per cent to US dollars 373 million during the 
first half of 2016 compared to the US dollars 346 
million recorded in the corresponding period of 
2015. Sri Lanka is now emerging as a centre for 
Information Technology (IT), BPO and KPO 
services, expanding beyond traditional ‘software 
development’ to large scale IT processing 
centres in the areas of accounting, engineering, 
communication as well as KPOs in the fields of 
architecture and legal services. 

Primary Income

 y The deficit in the primary income account 
increased marginally in the first half of 2016. 
The primary income account deficit amounted 
to US dollars 955 million during this period 
compared to the US dollars 925 million recorded 
in the first half of  2015. The deficit in the primary 
income account is gradually increasing with the 
rise in interest payments for outstanding foreign 
liabilities, particularly of the government, and 
the lower interest income amidst the backdrop 
of low interest rates across the globe. Outflows 
on account of dividend payments increased with 
higher dividend payments by direct investment 
enterprises, indicating higher profits earned by 
these enterprises. However, interest payments 
on portfolio investments declined with a 
significant reduction in outstanding Treasury 
bonds held by non-residents during the period. 
Further, interest payments on project loans by 
the government increased while that on private 
sector and State Owned Business Enterprises 
(SOBEs) declined during the first half of 2016. 
Over the past few years, it is noted that the 
financial instrument mix used in government 
external financing has changed structurally 
with more of the government financing coming 
from the issuances of ISBs and Sri Lanka 

Development Bonds (SLDBs) compared to the 
traditional project loans. Meanwhile, inflows to 
the primary income account declined marginally 
during the period, with a reduction in earnings 
from investments in reserve assets.

Secondary Income 

 y Surplus in the secondary income account, 
which comprises workers’ remittances and 
government transfers, increased in the first 
half of 2016. Net inflows to the secondary 
income account increased to US dollars 3,146 
million in the first half of 2016 compared to US 
dollars 3,035 million in the corresponding 
period of 2015. During this period, workers’ 
remittances increased by 5.3 per cent over the 
relatively low base recorded in 2015. The 
comparatively low growth in workers’ 
remittances could be attributed to the drop in 
income in oil exporting Middle Eastern countries 
with the decline in international oil prices. 
Further, the reduction in labour migration under 
the skilled, semi-skilled and unskilled categories, 
including house-maids, during the year, by 10.5 
per cent compared to the previous year, may also 
have contributed to the low growth in remittance 
inflows. Policy measures that have been taken to 
discourage unskilled female migrants have 
mainly contributed to the decline in labour 
migration under the unskilled category. 
However, based on the data provided by the Sri 
Lanka Bureau of Foreign Employment, labour 
migration under the professional category had 
increased by 7.6 per cent during the first half of 
the year, continuing the gradual compositional 
change in workers' remittances observed                  
over the past few years. On a cumulative                  
basis, workers’ remittances up to August 2016 
amounted to US dollars 4,804 million, 
registering a growth of 4.5 per cent over the 
corresponding period of 2015.
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Current Account Balance

 y Sri Lanka’s current account deficit narrowed 
in the first half of 2016 to US dollars 795 
million, declining by around 16.6 per cent 
from the corresponding period of  2015. 
The moderation in the current account was 
supported mainly by the services and secondary 
income accounts. Meanwhile, the trade deficit 
widened in the first half of 2016 on account 
of the decline in export earnings, mainly due 
to the subdued performance in the exports of 
transport equipment, petroleum products, tea 
and spices. However, a substantial increase in 
the trade deficit was largely abated by the decline 
in the import expenditure driven by the drop in 
the expenditure on fuel, transport equipment 
and personal motor vehicles, thereby resulting 
in the merchandise trade deficit recording a 
marginal increase of 2.2 per cent in the first 
half of 2016 over the corresponding period 
in 2015. The deficit in the primary income 
account also widened during the year up to end 
June. However, the deficits in the trade and 
primary income accounts were partially offset 
by the surplus in the services account, which 
was mainly driven by high inflows in the travel 
and transport sub sectors, and the surplus in 
the secondary income account, which mainly 
consist of workers’ remittances. Overall, these 
developments resulted in the current account 
deficit moderating to US dollars 795 million in 
the first half of 2016 compared to a deficit of 
US dollars 953 million a year earlier.

Capital Account Balance

 y The capital account recorded a deficit in the 
first half of 2016. During this period, capital 
grants to the government decreased with 
receipts of US dollars 8 million compared to 
US dollars 33 million in the first half of 2015. 
Consequently, the capital account recorded a 

net outflow of US dollars 2 million in the first 
half of 2016 in comparison to a net inflow of  
US dollars 29 million in the corresponding 
period of 2015.

Financial Account

 y Both net incurrence of liabilities and net 
acquisition of financial assets declined 
significantly in the first half of 2016. Higher 
net incurrence of liabilities, relative to net 
acquisition of assets, resulted in net borrowings 
amounting to US dollars 967 million in the first 
half of 2016 compared to US dollars 667 million 
in the corresponding period in 2015. 

 y The decline in the acquisition of assets during 
the first half of 2016 primarily reflected the 
significant decline in reserve assets. The total 
net acquisition of financial assets declined by 
US dollars 1,882 million in the first half of 
2016 compared to an increase of US dollars 419 
million in the same period in 2015. The decline 
in the acquisition of assets during the first half of 
2016 was primarily due to the significant decline 
in reserve assets. Meanwhile, currency and 
deposit assets of deposit-taking corporations 
also witnessed a reduction of US dollars 134 
million during the period. Further, trade credit 
and advances given by Sri Lankan exporters to 
non-residents increased by US dollars 95 million 
during the first half of 2016. 

 y Net incurrence of liabilities also recorded a 
reduction in the first half of 2016. Foreign 
investor sentiments remained subdued with the 
slow recovery of the global economy and the 
increased policy rates of the US Federal Reserve, 
which prompted continuous outflows of foreign 
investments in government securities, as in other 
emerging economies, especially during the first 
four months of 2016. This resulted in a net 
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outflow of foreign investments from the CSE of 
US dollars 45 million and a significant net 
outflow of US dollars 373 million of Treasury 
bonds, while receiving only a small net inflow of 
US dollars 2 million as foreign investment in 
Treasury bills in the first half of 2016.   
Meanwhile, external borrowings by the 
government for project loans increased with a 
net inflow of US dollars 354 million during the 
first half of 2016 compared to US dollars 147 
million in the corresponding period in 2015. 
However, total contribution of the banking 
sector, corporate sector and SOBEs to the financial 
account remained modest during the first half of 
2016, but foreign loans to deposit-taking 
corporations continued to remain high, with an 
inflow of US dollars 425 million in the first half of 
2016 compared to US dollars 449 million a year 
earlier. Meanwhile, net loan inflows to the private 
sector and SOBEs amounted to US dollars 37 
million compared to a net inflow of US dollars 79 
million during the first half of 2015. Further, trade 
credits and advances received by Sri Lankan 
companies, primarily by Ceylon Petroleum 
Corporation, reduced by US dollars 45 million 
during the first half of the year.

 y The Central Bank continued to repay the IMF 
loan under the Stand by Arrangement (SBA) 
and engaged in swaps with the Reserve Bank of 
India (RBI) and under the SAARCFINANCE 
arrangement during the first half of 2016. 
Repayments under the IMF-SBA facility 
amounted to US dollars 264 million during the 
first half of 2016. Meanwhile, Sri Lanka repaid 
the US dollars 1,100 million swap obtained 
from the RBI in March 2016. This was followed 
by a new swap under the SAARCFINANCE 
arrangement of US dollars 400 million and a 
swap arrangement of US dollars 700 million 
with the RBI. However, the US dollars 700 
million swap facility obtained from the RBI was 

settled in June 2016 with the receipt of the first 
tranche of the IMF-EFF. The Central Bank also 
made net transactions on Asian Clearing Union 
(ACU) liabilities amounting to US dollars 34 
million during the first half of 2016.

 y Inflows in the form of foreign direct investments 
(FDI) remained subdued during the first half of 
2016. Total FDI related inflows, which include 
foreign borrowings of BOI companies for 
investment purposes, declined to US dollars 336 
million during the first half of 2016 compared 
to US dollars 534 million recorded during the 
corresponding period of 2015. Inflows from 
direct investment, excluding foreign borrowings 
of  BOI companies, amounted to US dollars 
216 million during the period, compared to 
US dollars 268 million recorded in the first 
half of 2015. There were limited inflows as 
direct investments in the form of new projects, 
while ongoing key projects also received only 
moderate levels of direct investments. Major 
direct investment inflows during the period were 
channelled to telecommunication, tourism and 
manufacturing sectors. 

 y In the backdrop of continuing pressure 
on external sector stability and spillover 
effects of the unfavourable global economic 
environment, Sri Lanka obtained a three year 
EFF from the IMF in June 2016. The overall 
objective of the EFF supported economic 
programme is to improve macroeconomic 
stability, bolster market confidence, enhance 
competitiveness and outward orientation while 
strengthening external sector resilience in a 
challenging global environment. The EFF of 
SDR 1.1 billion (approximately US dollars 
1.5 billion) is aimed at improving Sri Lanka’s 
BOP position and supporting the government’s 
economic reform agenda. The first tranche of 
the EFF amounting to US dollars 169 million 
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was disbursed in June 2016. The remaining 
amount is to be received in six tranches up 
to April 2019. The program is also aimed at 
restoring foreign investor confidence while 
attracting further development assistance from 
the World Bank, Asian Development Bank 
and other development partners. Sri Lanka 
successfully achieved the fiscal, monetary 
and net international reserve targets for June 
2016 under the EFF and upon the review of 
the IMF, Sri Lanka is expected to receive the 
second tranche under the EFF program by 
November 2016. 

Balance of Payments (BOP)

 y The BOP recorded a surplus of US dollars 243 
million during the first nine months of 2016 
compared to a deficit of US dollars 2.3 billion 
recorded during the corresponding period of 
2015. The BOP, which was in deficit until June 
2016 even after the receipt of the first tranche of 
the IMF-EFF and the proceeds of the syndicated 
loan, turned to a surplus in the middle of July 
mainly due to the receipt of the proceeds of 
US dollars 1.5 billion of the 10th International 
Sovereign Bond issuance.

International Investment Position (IIP) 

 y Both Sri Lanka’s external asset position and 
liability position declined as at end June 2016 
compared to the position as at end 2015. The 
primary reason for the reduction in the stock 
position of assets is the significant decline in 
reserve assets during the period. The reserve 
asset position, which stood at US dollars 7,304 
million as at end 2015, declined to US dollars 
5,292 million as at end June 2016. Further, 
the outstanding position of trade credit and 
advances given by Sri Lankan exporters increased 
marginally, while the outstanding position of 
other accounts receivable of deposit-taking 
corporations remained at similar levels at end 
June 2016 compared to the position at the end 
of 2015. Meanwhile, asset positions of direct 
investments have also increased marginally 
during the period.

 y The total external liability position also 
declined moderately as at end June 2016 
compared to end 2015. The total external 
liability position declined from US dollars 
53,586 million as at end 2015 to US dollars 
53,283 million at end June 2016. The decline in 
the total liability position was due to a decline 
in the stock position of direct investments 
and portfolio investments. The stock position 
of direct investments declined by US dollars 
73 million as a result of valuation losses, 
particularly of publicly listed companies. The 
total outstanding stock position of portfolio 
investments declined from US dollars 12,375 
million at end 2015 to US dollars 11,839 million 
at end June 2016. This decline was primarily due 
to the outflow in government securities in the 
first half of 2016. Consequently, the outstanding 
debt securities reduced from US dollars 10,839 
million at end 2015 to US dollars 10,706 million 
at end June 2016. The total outstanding position 
of foreign investments, classified as equity and 
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investment fund shares, also reduced despite a 
moderate net inflow, mainly due to valuation 
losses on the equity of publicly listed companies. 

 y The outstanding position of foreign loans, 
which is the largest component of the total 
liability position, increased during the 
first half of 2016. The liability position of 
government project loans recorded a moderate 
expansion while the outstanding loan position 
of deposit taking corporations increased during 
the year. In line with the low inflows to the 
private sector in the form of direct investments 
and portfolio investments, loan inflows to the 
private sector also remained stagnant during 
the period. Consequent to the reduced asset 
and liability positions, the net international 
investment position deteriorated from a net 
liability position of US dollars 42,699 million at 
end 2015 to US dollars 44,300 million as at end 
June 2016.

Outstanding External Debt Position 

 y Sri Lanka’s total outstanding external debt 
stock increased marginally during the first half 
of 2016. However, the growth in outstanding 
external debt remained in line with the growth 
of GDP, resulting in the total outstanding debt 
as a percentage of GDP remaining at similar 
levels as at end June 2016 compared to the end 
2015 position. The government has increasingly 
relied on the issuance of ISBs for its foreign 
financing needs in the past few years compared to 
project loans, which was the major government 
borrowing source previously. The outstanding 
position of currency swap liabilities reduced 
with the settlement of the RBI swap facility of 
US dollars 700 million in June 2016. However, 
the outstanding external debt of the Central 
Bank with the IMF is expected to increase 
gradually with the receipt of the tranches of the 

EFF. Further, the outstanding debt of deposit 
taking corporations also increased with the 
expansion in long term loans, while private sector 
debt outstanding remained at similar levels 
with limited loan inflows to direct investment 
enterprises and the corporate sector. 

Reserve Asset Position

 y Gross official reserves amounted to US dollars 
6.5 billion by end September 2016, is estimated 
to be equivalent to 4.1 months of imports. 
The receipt of the first tranche (amounting to 
SDR 119 million or approximately US dollars 
169 million) of the three year EFF obtained 
from the IMF, proceeds from two syndicated 
loans of US dollars 700 million and proceeds 
from the 10th ISB of US dollars 1.5 billion, 
as well as the rolling over of US dollars 400 
million under the SAARCFINANCE currency 
swap arrangement contributed to re-build the 
level of gross official reserves of the country. 
Meanwhile, the settlement of the RBI swap 
facility, foreign currency debt service payments, 
supply of liquidity to the domestic foreign 
exchange market and principal payments of the  
IMF-SBA weighed on the level of gross official 
reserves during the first nine months of the year. 
Meanwhile, total international reserves, which 
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comprise gross official reserves and foreign 
assets of deposit taking corporations, stood at 
US dollars 9.2 billion as at end August 2016. 
This marginal decline in total international 
reserves mainly came from the decline in gross 
official reserves, but a large decline was abated 
by the increase in holdings of commercial bank 
assets. By end August 2016, the import coverage 
of total international reserves was equivalent to 
5.9 months. 

Exchange Rate Movements 

 y The external value of the Sri Lankan rupee 
remained relatively stable during the year up 
to end September 2016. However, there existed 
a considerable depreciation pressure on the 
rupee, particularly during the first four months 
of 2016. This was mainly due to continued 
outflows in terms of import expenditure, 
debt service payments and the unwinding 
of investments in the government securities 
market in the aftermath of the rate hike by the 
US Federal Reserve amidst modest inflows, 
mainly to the financial account of the BOP. 
These developments in the external accounts 
necessitated the Central Bank to intervene in the 
domestic foreign exchange market by supplying 
foreign currency liquidity, predominantly 
during the first four months of the year, which 
contributed towards the relative stability of the 
rupee against the US dollar during the period 
under review. The depreciation pressure on 
the rupee eased gradually from May onwards 
with the receipt of the first tranche under the 
IMF-EFF programme, the gradual reversal in 
outflows from the government securities market 
and proceeds from the ISB and syndicated 
loans. Overall, the Sri Lankan rupee recorded a 
depreciation of 1.8 per cent against the US dollar 
during the year up to end September. Reflecting 
cross currency exchange rate movements, the Sri 

Lankan rupee depreciated against the Japanese 
yen (17.72 per cent), the euro (4.37 per cent) 
and the Indian rupee (1.24 per cent) while 
appreciating against the pound sterling (12.31 
per cent) on the backdrop of its depreciation 
against the US dollar after the ‘Brexit’ vote in 
June 2016. 

 y The Central Bank intervened in the domestic 
foreign exchange market to ease the pressure 
on the exchange rate, particularly during 
the first four months of 2016. The Central 
Bank, which supplied foreign exchange on a 
net basis during the first four months of the 
year, gradually reversed this trend thereafter by 
absorbing foreign exchange on a net basis from 
the domestic market. This contributed to a 
gradual build-up of international reserves while 
meeting the end June net international reserve 
target under the IMF-EFF programme. During 
the year up to end September, the Central 
Bank has supplied US dollars 693 million, on a 
net basis, in comparison to a net supply of US 
dollars 2,394 million during the corresponding 
period of 2015. 

 y During the first nine months of 2016, both the 
5-currency and 24-currency effective exchange 
rate indices depreciated. Depreciation in the 
Nominal Effective Exchange Rate (NEER) 
indices was mainly attributed to the depreciation 
of the Sri Lankan rupee against the US dollar 
and some other major currencies in line with 
the movements in cross currency exchange rates. 
Accordingly, the 5-currency and 24-currency 
NEER indices depreciated by 1.67 per cent and 
2.64 per cent, respectively, during the year up to 
end September 2016. Meanwhile, the 5-currency 
and 24-currency Real Effective Exchange Rate 
(REER) indices, which take in to account the 
inflation differentials among countries in the 
currency baskets, in addition to the variation 
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of forward transactions increased to US dollars 
6,462 million during the first nine months of 
2016 from US dollars 4,945 million during 
the corresponding period of 2015. The average 
forward premia for one-month and three-month 
transactions remained above the level of average 
interest rate differentials, while the average Net 
Open Position (NOP) of commercial banks 
stood at a positive level by end September 2016.   

Expected Developments 

 y The external sector performance is expected 
to improve gradually in 2017. The balance of 
payments condition of the country is expected to 
improve in the second half of 2016 and in 2017 
with the expected positive effects of the IMF-
EFF programme, which aims at supporting the 
BOP position and the economic reform agenda 
of the government. Accordingly, the overall BOP 
is projected to record a surplus of around US 
dollars 690 million, and international reserves 
are expected to rise to US dollars 7.6 billion 
in 2017. However, sluggish global growth and 
continuation of weak global demand, possible 
increase in oil prices, expected rate hike in the 
US and lower than expected growth in FDI 
and workers’ remittances remain as downside 
risks to the envisaged path of external sector 
developments. 

 y Export earnings are projected to increase 
by 9.6 per cent in 2017 with the expected 
improved economic conditions in the global 
economy and improvements in trade relations 
with main trading partners. As per the World 
Trade Organization (WTO) forecast in April 
2016, the volume of world merchandise trade is 
expected to increase by 2.8 per cent in 2016 and 
3.6 per cent in 2017. Further, Sri Lanka is in the 
process of obtaining concessional market access 
opportunities to the USA, China and Singapore 

in nominal exchange rates, depreciated by 0.06 
per cent and 2.06 per cent, respectively, during 
the period under review, indicating some 
improvement in the country’s competitiveness 
in the international market.

 y During the first three quarters of 2016, the 
domestic foreign exchange market recorded 
an expansion in terms of spot and forward 
transactions. By end September 2016, the total 
volume of spot transactions was US dollars 
4,779 million in comparison to US dollars 4,502 
million recorded during the corresponding 
period of 2015. Meanwhile, the total volume 
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through preferential trade agreements. In 
addition, it is expected to get concessional 
access for selected products to the EU market 
under the GSP+ facility in the near future. 
The removal of the fish ban by the EU for Sri 
Lankan fish exports with effect from mid-2016 
would also increase earnings from fish exports. 
With the gradual recovery in the Middle East 
and Russia, the demand for Sri Lankan tea is 
expected to increase in 2017. These factors, 
together with a favourable domestic economic 
outlook, are expected to help enhance export 
performance. Meanwhile, import expenditure is 
projected to grow at 7.1 per cent in 2017 mainly 
due to expected higher commodity prices in the 
international market, particularly petroleum 
prices. Further, import volumes are also expected 
to increase in 2017 to support the higher level 
of domestic economic activity.  Accordingly, the 
trade deficit, which is expected to expand by 4.2 
per cent, year–on-year, is estimated to be around 
9.9 per cent of GDP in 2017.

 y The services account of the BOP is projected 
to expand during 2017. The tourism sector 
would provide the main contribution to 
the services account through the continued 
expansion in tourist receipts with higher tourist 
arrivals, particularly in the form of more high-
end tourists. The growth in tourist earnings 
would be supplemented through continued 
investment activities in developing the tourism 
infrastructure of the country and tourism 
promotional activities. Receipts from passenger 
fares would also increase with higher tourist 
arrivals, contributing towards the projected 
increase in receipts from transportation services. 
However, the partial closure of the Bandaranaike 
international airport for three months from 
January 2017 for the renovation of the runway 
would have some impact on the services account 
during the first half of the year. Envisaged higher 
foreign investment in information technology 

and infrastructure related projects are expected 
to contribute to the projected increase in 
earnings from services. Meanwhile, earnings 
from telecommunications, computer and 
information services would rise with continuing 
developments in the industry with Sri Lanka 
diversifying into KPO services in high revenue 
generating sectors. The planned establishment 
of the Colombo International Financial City 
would also provide continued impetus towards 
the expansion of the services sector beyond 
2017.  

 y Workers’ remittances are expected to record 
a moderate growth in 2017. The growth 
in remittances would be supported by the 
compositional shift in foreign employment 
with higher contribution from professional 
employment categories. Meanwhile, the fall in 
migration under the unskilled category amidst 
the backdrop of policies aimed at discouraging 
female migration under these categories and 
economic stagnation in the Middle Eastern 
countries would adversely impact workers’ 
remittances. This highlights the importance 
of encouraging skilled migration, which would 
provide higher benefits to migrant workers. 
Additionally, in the backdrop of the limited 
labour force availability in the country, as 
reflected through the relatively low level of 
unemployment, Sri Lanka should endeavour 
to reap the best possible returns through the 
creation of high value added employment 
opportunities locally as well as encouraging 
worker migration under semi-skilled and skilled 
categories.    

 y With the expected developments in 
merchandise trade, services and secondary 
income accounts, the current account deficit, 
which is projected to be around 2.5 per 
cent of GDP in 2016, is expected to reduce 
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to 2.0 per cent of GDP in 2017. The trade 
deficit, which is expected to widen in 2016, is 
forecasted to improve gradually in 2017 due 
to the expected growth in exports despite the 
growth in imports with the forecasted increase 
in oil prices during 2017. The negative impact 
of the trade account would be dampened to 
some extent by the higher inflows forecasted 
from the export of services and workers’ 
remittances. However, these developments 
highlight some persistent issues in the current 
account of the country with the continuing 
trade gap, limited diversification in exports and 
higher dependence on workers’ remittances. 

 y Receipts to the financial account are projected 
to increase at a moderate level in 2017. Inflows 
to the private sector are envisaged to improve 
with the support of FDIs. However, the lower 
than expected growth in FDI inflows has 

already been identified as a key issue that has 
to be addressed immediately. Attracting FDI 
is particularly important amidst the backdrop 
of diminishing access to concessional loans, 
with Sri Lanka progressing towards a higher 
middle-income country, expected moderation 
in remittances and the potential increase in 
the cost of new borrowing due to monetary 
policy normalisation in advanced economies. 
Meanwhile, inflows to the government will 
continue in the form of foreign project loans and 
through the issuance of international sovereign 
bonds. Sri Lanka will also continue to receive the 
rest of the tranches under the IMF-EFF upon the 
successful meeting of performance targets. The 
improvement of external sector buffers through 
the expected higher foreign currency inflows 
with non-debt creating flows, such as export 
earnings and FDI, would increase the resilience 
of the economy. 


