
RECENT ECONOMIC DEVELOPMENTS    HIGHLIGHTS OF 2016 AND PROSPECTS FOR 2017

The Central Bank tightened its monetary policy stance in several steps during the first nine 
months of 2016 to curtail the high expansion in money and credit aggregates with a view 
to pre-empting the emergence of demand driven inflationary pressures in the economy. 

The Central Bank ended the relaxation cycle of monetary policy by raising the Statutory Reserve 
Ratio (SRR) applicable to all rupee deposit liabilities of commercial banks by 1.50 percentage 
points effective January 2016. Thereafter, the Central Bank increased its key policy interest rates, 
namely the Standing Deposit Facility Rate (SDFR) and the Standing Lending Facility Rate (SLFR) 
by 50 basis points each, in February 2016. Nevertheless, monetary aggregates expanded at a rate 
higher than projected, reflecting the significant expansion in credit disbursements to the private 
sector as well as credit extended to the government from the banking sector. However, credit 
obtained by public corporations recorded a decline reflecting the improved financial position 
of certain key public corporations. While headline inflation indicated some upward movement 
towards mid-2016, particularly due to supply side disturbances and changes to the government tax 
structure, core inflation indicated a continuous upward trend reflecting the emergence of demand 
pressures in the economy. Considering the sustained increase in credit and monetary aggregates 
and the increasing trend inflation, the Central Bank further tightened its monetary policy 
stance, in a forward looking manner, in July 2016 by increasing its key policy interest rates by 
50 basis points. Responding to monetary tightening measures, short term interest rates increased 
substantially, while the Central Bank engaged in open market operations (OMO) appropriately 
with a view to maintaining overnight interest rates at levels consistent with the monetary policy 
stance and to prevent undue volatility in interest rates. The increase in short term interest rates 
gradually transmitted to other market interest rates including lending and deposit rates of financial 
institutions. The transmission of monetary policy adjustments so far during the year is expected 
to pre-empt the emergence of inflationary pressures in the economy by maintaining credit and 
monetary expansion at desired levels, while containing adverse inflation expectations. Going 
forward, the conduct of monetary policy will be focused on maintaining inflation at mid-single 
digits, while facilitating the economy to realise its potential in the medium term.
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movements across the country, was below mid-
single digits during the first quarter of 2016, but 
registered an increase in the second quarter of 
the year. The increase in inflation was a reflection 
of the combined impact of domestic supply side 
disruptions, particularly due to adverse weather 
conditions, and the increase in the Value Added 
Tax (VAT) rate as well as the removal of certain 
exemptions applicable to VAT and the Nation 
Building Tax (NBT). While the unfavourable 
supply conditions resulted in a momentary 
increase in food inflation, the initial impact of 
revisions made to the tax structure was more 
profound on non-food inflation, particularly 
in the categories of Communication and 
Health. Nonetheless, inflation declined in the 
third quarter of 2016 reflecting the impact of 
normalisation in supply conditions as well as the 
suspension of the implementation of changes 
to the government tax structure. Accordingly, 
on a year-on-year basis, NCPI based headline 
inflation, which increased to a peak of 6.4 per 
cent in June 2016, moderated to 4.7 per cent by 
September 2016. On an annual average basis, 
NCPI based headline inflation was 3.8 per cent 
in September 2016. Following a similar trend, 
the Colombo Consumers’ Price Index (CCPI, 
2006/2007=100) based headline inflation also 
reached a peak of 6.0 per cent by June 2016 and 
declined gradually to 3.9 per cent in September 
2016, while on an annual average basis, it stood 
at 3.4 per cent in September 2016. 

 y Core inflation, which measures the underlying 
price pressures in the economy, indicated some 
stabilisation following an increasing trend, 
while inflation expectations, which reflect 
economic agents’ sentiments about future 
inflation, remained broadly anchored. Core 
inflation continued its upward trend in the first 
half of 2016 reflecting the firming up of demand 
conditions in the economy, while it steepened 
towards the latter part of this period following 
the revisions made to the tax structure by the 

Monetary Policy Stance of the Central 
Bank of Sri Lanka

 y The Central Bank continued to conduct 
monetary policy within an enhanced monetary 
policy framework aligning towards flexible 
inflation targeting (FIT) with the objective of 
maintaining economic and price stability on a 
sustainable basis. Under this enhanced monetary 
policy framework, the Central Bank focuses on 
stabilising inflation at mid-single digits over 
the medium term, while facilitating the growth 
momentum of the economy. In operationalising 
the monetary policy conduct, the Central Bank 
employs market based instruments, particularly 
policy interest rates and open market operations 
(OMO) to guide the average weighted call money 
rate (AWCMR), which serves as the operating 
target of the present enhanced monetary policy 
framework, along the desired path. Meanwhile, 
broad money (M2b) continued to remain the key 
indicative intermediate variable, which reflects 
the broad liquidity conditions in the economy, 
to guide the conduct of monetary policy 
of the Central Bank. The monetary policy 
decision making process continued to be based 
on a comprehensive analysis of the economy, 
including developments in the monetary sector 
as well as other key sectors of the economy, 
supplemented by forecasts and surveys of the 
expectations of economic agents. Risks to 
future inflation were regularly assessed and any 
foreseeable deviations from the desired levels 
were informed to the Monetary Board through 
the Monetary Policy Committee (MPC) of the 
Central Bank in order to decide on required 
policy measures in a forward looking manner.

 y Consumer price inflation indicated an 
upward trend during the first half of 2016 and 
stabilised around mid-single digits thereafter. 
Headline inflation, as measured by the year-on-
year change in the National Consumer Price 
Index (NCPI, 2013=100), which reflects price 
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government. However, core inflation stabilised 
around mid-single digits thereafter, part of 
which could be attributed to the reversal of the 
changes made to the tax structure. Accordingly, 
core inflation based on NCPI, which excludes 
volatile food items, energy and transport from 
the NCPI basket, was 5.7 per cent in September 
2016, year-on-year, compared to the peak 
level of 7.5 per cent recorded in June 2016 
and 5.8 per cent recorded at end 2015. CCPI 
based core inflation was 4.2 per cent, year-on-
year, in September 2016 in comparison to 4.5 
per cent at end 2015. Meanwhile, although 
inflation expectations of both the corporate 
and the household sectors, as measured by the 
Inflation Expectations Survey of the Central 
Bank, indicated a temporary upward shift 
following the announcement of changes to the 
tax structure, inflation expectations remained 
broadly anchored during the first nine months 
of the year. 

 y Broad money supply continued to remain an 
important indicative-intermediate variable 
of the monetary policy framework to guide 
the conduct of monetary policy. Although 
the original monetary programme for 2016 
envisaged an annual growth of around 10.0 
per cent in broad money (M2b) by end 2016, 
consistent with the projected real GDP growth 

and the expected implicit GDP deflator, M2b 
growth remained high at 17.3 per cent by end 
August 2016 on account of the larger than 
expected expansion in credit extended to the 
private sector as well as to the government.

 y The Central Bank tightened its monetary 
policy stance in several stages during the first 
nine months of 2016 with a view to curtail the 
excessive monetary expansion resulting from 
high credit growth and contain the possible 
emergence of demand-driven inflationary 
pressures in the economy. Monetary aggregates 
grew at a rate higher than projected during 2015 
driven by enhanced credit flows to both private 
and the public sectors, amidst the accommodative 
monetary policy stance of the Central Bank. 
Given the higher than expected domestic credit 
growth, which could fuel demand pressures in 
the economy, and considering the concerns 
relating to financial system stability, several 
prudential policy measures were introduced by 
the Central Bank towards end 2015 to curb the 
excessive credit flows to selected sectors, while 
allowing the exchange rate to be determined 
predominantly by market forces. Accordingly, a 
minimum cash margin requirement was imposed 
on Letters of Credit (LCs) opened for the 
importation of motor vehicles, which                                 
was subsequently replaced by a maximum         
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Loan-to-Value (LTV) ratio on loans and 
advances granted for the purpose of purchase or 
utilisation of motor vehicles. At the same time, 
the Central Bank commenced tightening its 
monetary policy stance gradually from end 2015 
with a view to forestall excessive demand 
pressures on inflation arising from high monetary 
expansion and the continued high excess rupee 
liquidity in the domestic money market. As 
such, in December 2015, the Statutory Reserve 
Ratio (SRR) applicable on all rupee deposit 
liabilities of commercial banks was raised by 
1.50 percentage points to 7.50 per cent, to be 
effective from the reserve period commencing 
16 January 2016. The increase in SRR absorbed 
around Rs. 52 billion of excess liquidity on a 
permanent basis from the domestic money 
market, while short term money market rates 
responded to tightened market liquidity 
conditions. In spite of the upward adjustments 
observed in market interest rates following the 
increase in SRR, certain risks to macroeconomic 
stability continued, warranting further monetary 
policy measures. In particular, certain imbalances 
were visible during this period due to excessive 
growth of broad money fuelled by domestic 
credit expansion as well as the continued upward 
trend in underlying inflation. Accordingly, 
considering possible threats to economic and 
price stability, the Central Bank tightened its 
monetary policy stance again by increasing its 
Standing Deposit Facility Rate (SDFR) and the 
Standing Lending Facility Rate (SLFR) by 50 
basis points each, to 6.50 per cent and 8.00 per 
cent, respectively, effective from the close of 
business on 19 February 2016, as a pre-emptive 
policy measure to contain further build-up of 
demand driven inflationary pressures in the 
economy. Monetary tightening measures 
coupled with declining levels of excess market 
liquidity resulted in an upward trend in short 
term money market rates, while other market 
interest rates also experienced a gradual upward 
adjustment. However, amidst increasing lending 

rates, credit disbursements to the private sector 
by commercial banks continued to grow 
unabated beyond the desired levels. Therefore, 
the Central Bank tightened its monetary policy 
stance further by increasing the SDFR and SLFR 
by 50 basis points each, to 7.00 per cent and 8.50 
per cent, respectively, to be effective from the 
close of business on 28 July 2016. 

 y The Central Bank conducted OMO 
appropriately to maintain overnight interest 
rates at desired levels. Accordingly, amidst an 
environment of declining rupee liquidity in 
the domestic money market, the Central Bank 
conducted regular reverse repurchase auctions, 
particularly from the second quarter of 2016, 
to provide liquidity to OMO participants who 
experienced a shortage of funds, while allowing 
access to standing facilities of the Central Bank 
to meet their daily liquidity requirements. These 
operations helped maintain the AWCMR at 
appropriate levels, thereby guiding the interest 
rate structure of the economy to desired levels. 
The increase in short term interest rates, which 
was driven by policy rate hikes and declining 
liquidity levels, gradually transmitted to other 
market rates, including lending and deposit rates 
of financial institutions, particularly commercial 
banks. The resultant increase in cost of funds 
in the economy is expected to dampen the 
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high demand for credit from the private sector, 
thereby containing overall monetary expansion 
at desired levels.

 y  The communication strategy of the Central 
Bank continued to focus on providing greater 
clarity about the monetary policy decisions to 
market participants and the general public. 
The policies and decisions of the Central Bank 
were communicated to market participants and 
the general public on a regular basis with the 
rationale for such measures thus helping the 
Central Bank to maintain its credibility, which 
is key to ensure policy effectiveness. At the same 
time, issuing regular and occasional 
communiqués, conducting of press conferences, 
seminars and lectures as well as delivering  
speeches by the Governor and the senior officials 
of the Central Bank enabled managing 
expectations of the public, particularly on 
inflation. Meanwhile, the Central Bank 
continued publishing useful economic 
information on a daily, weekly and monthly 
basis in the form of economic indicators, 
bulletins and in graphical forms, in all three 
languages, on the Central Bank website.  

Movements in Interest Rates 

Market Liquidity, Market Operations and 
Short Term Interest Rates

 y Rupee liquidity in the domestic money market 
declined gradually during 2016 requiring the 
Central Bank to engage in liquidity 
management operations as appropriate to 
provide greater stability to short term interest 
rates. In the last quarter of 2015, high levels of 
excess liquidity, averaging around Rs. 94 billion, 
was observed due to the purchase of the proceeds 
of the Sri Lanka Development Bonds (SLDBs) 
and a part of the proceeds of the International 
Sovereign Bonds (ISBs) as well as subscriptions 

to Treasury bills at primary auctions by the 
Central Bank. With the view of bringing down 
the continuously high liquidity in the domestic 
money market, the Central Bank raised the SRR 
applicable on all rupee deposits of commercial 
banks by 1.50 percentage points with effect from 
16 January 2016, and this resulted in a permanent 
absorption of liquidity of around Rs. 52 billion 
from the domestic money market. As a                   
result, short term interest rates experienced            
an upward adjustment. Nevertheless, rupee 
liquidity remained noticeably high during 
January 2016 as well due to the maturing of term 
repurchase agreements and the purchasing of 
Treasury bills by the Central Bank along with 
the granting of provisional advances to the 
government. However, foreign loan repayments, 
new term repurchase agreements as well as the 
supply of foreign exchange to the domestic 
foreign exchange market by the Central Bank 
caused a gradual decline in excess liquidity. 
Accordingly, the average excess liquidity in the 
market, which stood at Rs. 71 billion in January, 
declined to around Rs. 9 billion in March 2016. 
Despite occasional improvements in the 
liquidity levels, market liquidity in general 
continued to remain in deficit levels thereafter 
reflecting the combined impact of the maturing 
of Treasury bills held by the Central Bank as well 
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as foreign loan repayments. Accordingly, the 
liquidity deficit in the domestic market during                              
April to September 2016 averaged around                                                     
Rs. 19.1 billion. Reflecting the upward pressure 
on short term interest rates due to deficit 
liquidity levels in the domestic money market 
amidst monetary tightening measures,      
AWCMR increased and the Central Bank 
commenced conducting overnight reverse 
repurchase auctions, particularly since April 
2016, on a regular basis with the view of injecting 
liquidity into the domestic money market, 
thereby preventing excessive volatility in short 
term market interest rates. 

 y Short term interest rates, particularly 
AWCMR, which is the operating target of the 
current enhanced monetary policy framework, 
displayed a sharp increase during the first 
quarter of 2016 and stabilised thereafter. 
Following the upward adjustment in the SRR as 
well as the increase in policy interest rates of the 
Central Bank, by mid-February 2016, AWCMR 
increased to around 7.51 per cent compared to 
6.40 per cent at end 2015. Responding to the 
sharp decline in market liquidity levels by end 
March 2016, AWCMR increased further to 
reach 8.15 per cent by the first week of April 
2016. The OMO conducted by the Central 
Bank helped mitigate further increases in money 
market rates and thus AWCMR continued to 
hover within the range of 8.15-8.24 per cent 
until the Central Bank tightened its monetary 
policy stance further in July 2016. Following the 
policy rate hike in July, the AWCMR increased 
to 8.40 per cent and remained at 8.42 per cent 
by end September 2016. Meanwhile, the Sri 
Lanka Inter Bank Offered Rates (SLIBOR) 
increased gradually in line with the movements 
in AWCMR. Accordingly, by end September 
2016, overnight and 12-months SLIBOR 
remained at 8.44 per cent and 11.98 per cent, 
respectively, compared to 6.40 per cent and 7.66 
per cent, respectively, prevailed at end 2015.

Yields on Government Securities

 y Yields on government securities continued to 
increase during the first quarter of 2016 but 
moderated thereafter following improvements 
in government finances. Yields pertaining to 
Treasury bills in the primary market increased 
sharply during the first three months of the year 
due to relatively high domestic borrowings of 
the government amidst the delay in foreign 
financial flows to the government and overall 
adjustment of the interest rate structure due to 
monetary tightening measures. Accordingly, the 
91-day Treasury bill rate, which stood at 6.45 
per cent by end December 2015, increased 
considerably by 245 basis points within a period 
of three months to reach 8.90 per cent by end 
March 2016. Meanwhile, the 182-day and 364-
day Treasury bill yields also increased to 9.76 per 
cent and 10.64 per cent, respectively, by end 
March 2016 compared to 6.83 per cent and 7.30 
per cent, respectively, reported at end 2015. 
Market expectations of high government 
borrowings and the anticipation of further 
monetary tightening may have led to a significant 
increase in yields in the primary market. 
Nevertheless, as the government securities 
market experienced a net foreign inflow since 
the latter part of April 2016, the pressure on 
yields was eased to some extent. Meanwhile, 
enhancements of government revenue       
collection and the announcement of the 
Extended Fund Facility (EFF) Programme of 
the International Monetary Fund (IMF)       
yielded favourable market expectations in the 
government securities market. Although some 
upward movements of the yields of Treasury  
bills were witnessed during April-July, yields in 
the primary market remained broadly stable 
during this period. Meanwhile, the receipt of 
long term financial flows due to the successful 
issuance of Sri Lanka’s tenth ISB amounting to 
US dollars 1.5 billion in July 2016 as well as the 
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receipt of the syndicated loan proceeds of US 
dollars 700 million during this period helped 
ease the pressure on yields of government 
securities. Although there was an upward 
adjustment in the yields immediately after the 
policy rate hike in July 2016, reflecting the low 
supply of government securities amidst some 
improvements in government finances and the 
availability of foreign inflows, the yields of 
Treasury bill rates started to decline from end 
August 2016. Accordingly, 91-day, 182-day and 
364-day Treasury bill rates declined to 8.55 per 
cent, 9.39 per cent and 10.11 per cent, 
respectively, by end September 2016.

 y Yields on Treasury bonds displayed an upward 
trend during the first nine months of 2016 
despite some moderation observed towards 
the end of the period under consideration. 
Following a similar trend observed for the yields 
of Treasury bills, the yields on Treasury bonds 
increased sharply during the first three months 
of the year in the midst of a high borrowing 
requirement  of the government, increasing 
money market interest rates and unfavourable 
market expectations, but moderated thereafter. 
The government continued to resort to short 
and medium term Treasury bonds during this 
period and issued short and medium term 

SLDBs at various floating rates. Yields on 5-year 
Treasury bonds increased from 9.79 per cent 
by end December 2015 to its peak at 13.0 per 
cent level by early April 2016 and moderated  
thereafter to 11.76 per cent recording a 197 
basis point increase during the year up to end 
September 2016. Treasury bond yields for 10-
year maturity also increased from 10.94 per cent 
by end December 2015 to 13.93 per cent by end 
March 2016 and declined to 11.06 per cent as at 
end September 2016.

 y Reflecting the overall increase in the interest 
rate structure, the upward trend in the 
secondary market Treasury bill and bond 
yields continued during the first nine months 
of the year. An upward shift in the yield curve 
for government securities was witnessed during 
this period, particularly for the short end. 
Accordingly, yields on Treasury bills of all 
maturities in the secondary market increased by 
214 to 298 basis points by end September 2016 
in comparison to the yield rates observed at end 
2015. Yields on Treasury bonds with short to 
medium term maturities increased by 154 to 288 
basis points, while those on long term maturities 
increased by 100 to 146 basis points by end 
September 2016 in comparison to the yields 
observed at end 2015. 
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Chart 7.5 Primary Market Treasury Bill Yields
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Deposit and Lending Interest Rates 

 y Both deposit and lending rates continued 
their upward trend reflecting the gradual 
transmission of the increase in short term 
interest rates to retail interest rates. The average 
weighted deposit rate (AWDR), which reflects 
the movements in interest rates relating to all 
outstanding interest bearing deposits held with 
commercial banks, increased by 136 basis points 
to 7.56 per cent during the first nine months of 
the year. Meanwhile, the Average Weighted Fixed 
Deposit Rate (AWFDR), which is computed in 
respect of outstanding term deposits maintained 
with commercial banks, increased by 210 basis 
points to 9.67 per cent by end September 2016. 
A substantial increase in interest rates pertaining 
to short term time deposits, particularly for 
3-month and 1-year, was observed during this 
period. Moreover, average weighted new deposit 
rate (AWNDR), which captures interest rates 
pertaining to all new interest bearing deposits, 
increased by 405 basis points to 11.01 per cent 
by end September 2016 from 6.96 per cent 
reported at end 2015. As such, the depositors 
continued to benefit from positive real rates of 
return on their deposits despite there being some 
increase in inflation during this period.

Table 7.1 Movements in Interest Rates

Per cent per annum

Sources: Colombo Stock Exchange 
 Respective financial institutions
 Central Bank of Sri Lanka

(a) The Repurchase rate and the Reverse Repurchase rate 
of the Central Bank were renamed as the                          
Standing Deposit Facility Rate (SDFR) and Standing 
Lending Facility Rate (SLFR), respectively, w.e.f. 2 
January 2014. 

(b) Weighted average yield rates at the latest available auction.  
(c) Based on the rates quoted by commercial banks and other selected financial institutions. 
(d) Maximum rate is a special rate offered by certain commercial banks. 
(e) Average rates, based on the maximum and minimum rates quoted by Licensed Finance Companies 

and therefore data for 2015 and 2016 is provisional. 
(f) Lending for housing purposes only.

   End End
   2015 Sep 2016

Policy Interest Rates (a)    
 Standing Deposit Facility Rate  6.00 7.00
 Standing Lending Facility Rate  7.50 8.50
Average Weighted Call Money Rate (AWCMR)  6.40 8.42 
    
Yield Rates on Government Securities    
 Primary Market (b)    
  Treasury bills    
   91-day  6.45 8.55
   182-day  6.83 9.39
   364-day  7.30 10.11

  Treasury bonds    
   2-year  6.70 11.04
   3-year  8.18 11.62
   4-year  8.91 10.61
   5-year  9.79 11.76
   10-year  10.94 11.06
   
 Secondary Market    
   Treasury bills    
   91-day  6.39 8.54
   182-day  6.66  9.37
   364-day  7.11 10.09

  Treasury bonds    
   2-year  7.65 10.54
   3-year  8.96 10.80
   4-year  9.42 10.96
   5-year  9.63 11.19
   10-year  10.41 11.51

Licensed Commercial Banks (c)     
  Interest Rates on Deposits     
   Savings Deposits  0.50-8.00 0.50-12.25
   One Year Fixed Deposits (d)  3.95-15.00 4.50-15.00
   Average Weighted Deposit Rate (AWDR)  6.20 7.56
   Average Weighted Fixed Deposit Rate (AWFDR)  7.57 9.67
   Average Weighted New Deposit Rate (AWNDR)  6.96 11.01

  Interest Rates on Lending    
   Average Weighted Prime Lending Rate (AWPR)  7.40 12.29
   Average Weighted Lending Rate (AWLR)  11.00 12.88
   Average Weighted New Lending Rate (AWNLR)  10.79 13.97

Other Financial Institutions     
  Interest Rates on Deposits     
   National Savings Bank    
    Savings Deposits    5.00  4.25
    One Year Fixed Deposits    7.25  11.00
   Licensed Finance Companies (e)    
    Savings Deposits    4.98-6.77  5.34-7.47
    One Year Fixed Deposits    9.34-10.68  11.44-13.07
    
  Interest Rates on Lending     
   National Savings Bank (f)   8.00-13.00 12.00-16.00
   State Mortgage and Investment Bank (f)   7.07-13.50 9.96-20.00
   Licensed Finance Companies (e)    
    Finance Leasing  15.38-24.05 16.30-25.87
    Hire Purchase  18.20-20.38 17.77-19.28
    Loans against Real Estate  20.00-22.00 16.60-19.33

Corporate Debt Market     
   Debentures  8.00-12.00 9.60-13.75
   Commercial Paper  7.00-12.00 8.70-14.60
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Chart 7.7 Movements in Selected Market Interest Rates
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 y Following monetary tightening measures, 
lending rates of commercial banks increased 
at a higher rate causing a widening of interest 
spreads. The Average Weighted Lending Rate 
(AWLR), which reflects the interest rates 
pertaining to the stock of all outstanding loans 
and advances extended by commercial banks to 
the private sector, increased by 188 basis points 
from 11.00 per cent at end 2015 to 12.88 per cent 
by end September 2016. Accordingly, the spread 
between the AWDR and AWLR also increased 
from 4.80 per cent recorded at end 2015 to 
5.32 per cent by September 2016. Bank-wise 
average weighted lending rates remained in the 
range of 10.28-15.48 per cent by end September 
2016. The Average Weighted New Lending 
Rate (AWNLR), which captures interest rates 
of all new loans and advances extended by 
commercial banks to the private sector during a 
particular month, also increased from 10.79 per 
cent by end December 2015 to 13.97 per cent 
at end September 2016. Meanwhile, reflecting 
the significant upward pressure on short term 
interest rates, the weekly Average Weighted 
Prime Lending Rate (AWPR), which is the rate 
applicable for borrowings by prime customers of 
commercial banks, increased substantially by 459 
basis points to 12.12 per cent by end September 

2016 compared to 7.53 per cent at end 2015. 
The monthly average of the weekly AWPR also 
increased by 489 basis points to 12.29 per cent 
by end September 2016 compared to 7.40 per 
cent at end 2015.

Other Interest Rates

Interest Rates on Debt Instruments 

 y Interest rates applicable on debt instruments 
issued by the corporate sector have also shown 
some upward movement during the first nine 
months of 2016. Accordingly, interest rates 
pertaining to commercial papers increased to a 
range of 8.70-14.60 per cent during the first  
nine months of 2016 compared to the range of          
7.00-12.00 per cent that prevailed during 2015. 
Meanwhile, during the first nine months of the 
year, there were 22 listings of debentures by 11 
corporates with maturities ranging from 2 to 10 
years. Interest rates offered on these issues, 
payable annually, were in the range of 9.60-13.75 
per cent by end September 2016, compared to                     
7.60-12.00 per cent reported during 2015. 

Interest Rates on Foreign Currency 
Deposits  

 y Indicating the impact of the movements in 
key global interest rates, particularly interest 
rates in the United States (US), interest rates 
on foreign currency deposits maintained at 
commercial banks increased marginally in 
2016 compared to the rates that prevailed at 
end 2015. Further, relaxation of controls on 
withdrawals from foreign currency deposits and 
allowing retail investors to invest in SLDBs may 
also have induced commercial banks to increase 
interest rates applicable on foreign currency 
deposits to some extent. Accordingly, interest 
rates on US dollar denominated savings deposits 
increased marginally to a range of 0.02-3.53 
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Chart 7.8 Movements in New Deposit and 
New Lending Rates*

AWNDR 

* The Central Bank commenced the compilation of average weighted interest rates on new deposits 
and new loans in April 2014.
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per cent by end September 2016 compared to 
a range of 0.02-3.00 per cent reported at end 
2015. Moreover, interest rates pertaining to US 
dollar denominated time deposits were in the 
range of 0.10-5.00 per cent by end September 
2016 compared to a range of 0.14-4.25 per 
cent recorded at end 2015. Meanwhile, interest 
rates on savings deposits denominated in pound 
sterling were in the range of 0.10-2.03 per cent 
by end September 2016 in comparison to the 
range of 0.05-2.25 per cent at end 2015. Interest 
rates applicable on pound sterling denominated 
time deposits were in the range of 0.25-4.00 per 
cent by end September 2016 compared to the 
range of 0.09-4.00 per cent by end 2015. 

Movements in Money and Credit 
Aggregates  

Reserve Money 

 y Reserve money, which represents the monetary 
base of the economy, continued to expand at a 
high rate during the first eight months of 2016, 
reflecting the significant expansion in 
commercial banks’ deposits maintained at the 
Central Bank along with the increase in SRR 
applicable to all rupee deposit liabilities of 
commercial banks. Accordingly, reserve money 
recorded a year-on-year growth of  23.3 per cent 
by end August 2016 compared to 16.5 per cent 
recorded at end 2015. In absolute terms, reserve 
money increased substantially by Rs. 112.3 
billion to Rs. 785.7 billion during the first eight 
months of the year. The increase in both currency 
in circulation and commercial banks’ deposits 
with the Central Bank contributed to the 
expansion in reserve money from the perspective 
of the liability side. Currency in circulation 
increased by Rs. 29.9 billion to Rs. 521.6 billion 
by end August 2016, whereas commercial banks’ 
deposits with the Central Bank increased by         
Rs. 82.3 billion to Rs. 264.0 billion. During the 

festive seasons, currency in circulation exhibited 
a similar historical pattern indicating some sharp 
increases. However, the year-on-year growth of 
currency in circulation moderated to 12.4 per 
cent by end August 2016 compared to 17.9 per 
cent observed at end 2015 reflecting the 
increased opportunity cost of holding currency 
amidst rising interest rates in the economy.

 y On the assets side, the expansion in reserve 
money during the first eight months of 2016 
was entirely due to the increase in net domestic 
assets (NDA) of the Central Bank, while net 
foreign assets (NFA) of the Central Bank 
recorded a contraction from end 2015. The 
expansion in NDA of the Central Bank was        
Rs. 189.4 billion during the first eight months of 
2016 compared to the increase of Rs. 207.3 
billion in 2015, albeit the significant increase of 
Rs. 260.4 billion recorded during the period 
from January to July 2016. Within NDA, net 
credit to the government (NCG) provided by 
the Central Bank increased by Rs. 166.6 billion 
to Rs. 396.5 billion during the first eight months 
of 2016. Significantly contributing to the 
expansion in NCG, Central Bank holdings of 
government securities (net of repurchase 
transactions) increased by Rs. 133.0 billion to 
Rs. 212.2 billion by end August 2016 compared 
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Chart 7.9 Movements in Daily Reserve Money* 

2014

* Sudden changes in the movement of reserve money in particular months are due to revisions to 
SRR and seasonal factors.
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to Rs. 79.2 billion recorded at end                                             
2015, although Central Bank holdings of 
government securities reported a contraction of 
Rs. 59.3 billion in August 2016 due to maturities 
of Treasury bills held by the Central Bank. 
Meanwhile, provisional advances to the 
government by the Central Bank, which is the 
other main component of NCG, also increased 
by Rs. 33.5 billion during this period. Among 
the other contributory factors towards the 
increase in NDA, other liabilities of the Central 
Bank contracted by Rs. 26.3 billion by end 
August 2016 contributing to enhance the NDA. 
This contraction was mainly attributable to the 
decline in funds placed under the Standing 
Deposit Facility by around Rs. 51.2 billion 
reflecting the prevailing deficit liquidity 
conditions in the domestic money market. 
Meanwhile, NFA of the Central Bank declined 
by Rs. 77.2 billion during the first eight months 
of the year reflecting a decline in foreign currency 
reserves of the Central Bank.

Narrow Money (M1)

 y Continuing the slowdown observed since the 
latter part of 2015, the year-on-year growth of 
narrow money supply (M1) moderated further 
during the first eight months of 2016.                        
The year-on-year growth of narrow money 
decelerated to 9.9 per cent by end August 2016 
compared to 16.8 per cent recorded at end 2015. 
With regard to the components, currency held 
by the public, which accounts for about 56 per 
cent of the expansion of narrow money, increased 
by 11.3 per cent on a year-on-year basis to                
Rs. 402.6 billion by end August 2016 compared 
to 17.8 per cent recorded at end 2015. The 
slowdown in demand for currency is partly 
attributable to the increase in the opportunity 
cost of holding currency in an environment of 
rising interest rates. Meanwhile, the year-on-year 
growth of demand deposits held by the public at 

commercial banks was 8.1 per cent in August 
2016 compared to 15.6 per cent recorded at end 
2015.  In absolute terms, demand deposits held 
by the public with commercial banks contracted 
by Rs. 15.3 billion during the first eight months 
of the year compared to the increase of                             
Rs. 44.2 billion that was observed during 2015.

Broad Money (M2b) and Domestic 
Credit 

 y The expansion in broad money supply (M2b) 
continued at a higher rate than projected 
during the first eight months of 2016, although 
some moderation was observed in August 
2016. M2b recorded a year-on-year growth of 
17.3 per cent by end August 2016 compared to 
17.8 per cent recorded at end 2015. On average, 
broad money growth was 18.1 per cent during 
the first eight months of the year indicating a 
significant expansion of monetary aggregates 
in the economy. The expansion in NDA of the 
banking sector, driven by domestic credit flows, 
contributed mainly to broad money growth 
during the first eight months of 2016, while NFA 
of the banking system also recorded an increase 
during this period reversing the contractionary 
trend observed in NFA during the first half of 
the year. 
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Chart 7.10 Key Contributory Factors to Year-to-Date 
Growth of Broad Money (M2b) 

Year-to-Date Change (%) 

Credit to Public 
Corporations
(Rs. -81.5 bn)

Credit to the 
Private Sector 
(Rs. 456.3 bn)

Net Credit to the 
Government 

(Rs. 178.4 bn)Net Foreign 
 Assets 

(Rs. 16.6 bn) 

Note: The size of the bubble represents the change in credit in absolute terms (Rs. bn) from January to 
August 2016.
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 y With regard to the liability side of monetary 
aggregates, during the first eight months of 
2016, the increase in time and savings deposits 
held by the public with commercial banks 
contributed mainly to the expansion in broad 
money supply as measured by M2b. Reflecting 
the impact of the upward adjustment in retail 
interest rates applicable on time and savings 
deposits due to monetary tightening measures 
amidst aggressive marketing campaigns by 
commercial banks to raise deposits, time and 
savings deposits increased by Rs. 423.5 billion 
during the first eight months of 2016 compared 
to the increase of Rs. 338.8 billion recorded in 
the corresponding period of the previous year. 
On a year-on-year basis, time and savings 
deposits recorded a growth of 18.6 per cent by 
end August 2016 contributing over 90 per cent 
of the total increase in broad money liabilities. 
Time and savings deposits held in domestic 
banking units (DBUs) of commercial banks 
increased by Rs. 418.9 billion, while such 
deposits placed with offshore banking units 
(OBUs) also increased by Rs. 4.6 billion during 
this period. Meanwhile, demand deposits held 
by the public increased at a lower rate of 8.1 per 
cent on a year-on-year basis, although it 
contracted by Rs. 15.3 billion on a cumulative 
basis during the first eight months of 2016. 

 y On the source side of M2b, NFA of the banking 
system increased marginally during the first 
eight months of 2016 on account of the 
increase in NFA of commercial banks, while 
NFA of the Central Bank contributed 
negatively to the monetary expansion. NFA of 
the Central Bank decreased by Rs. 77.2 billion 
by end August 2016 compared to the cumulative 
decline of Rs. 237.1 billion in the corresponding 
period of 2015. Meanwhile, NFA of commercial 
banks, which continued to decline during the 
first half of 2016, increased since July thereby 
recording a total increase of Rs. 93.8 billion by 

end August 2016 due to the expansion in NFA 
of both DBUs and OBUs by Rs. 27.0 billion and 
Rs. 66.9 billion, respectively. As reported by        
the commercial banks, the increase in NFA of 
DBUs during the period under review was 
mainly due to the combined impact of the 
increase in foreign currency placements with 
banks abroad as well as the decline in commercial 
bank borrowings from abroad, while both non-
resident foreign currency account (NRFC) and 
resident non-national foreign currency account 
(RNNFC) balances of commercial banks 
increased by around Rs. 6.7 billion during this 
period. The expansion recorded in NFA of 
OBUs was mainly attributable to the increased 
placements with non-residents, including banks 
and non-banks, while borrowings from banks 
abroad also declined marginally during this 
period. Consequent to these developments, 
NFA of the banking system expanded by                     
Rs. 16.6 billion during the first eight months of 
2016 compared to the significant contraction of 
Rs. 294.0 billion during the same period in 2015.

 y NDA of the banking system increased 
significantly contributing to over 96 per cent 
of the expansion in broad money supply during 
the first eight months of 2016. NDA of the 
banking system increased by 16.3 per cent on a 
year-on-year basis by end August 2016 and in 
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Chart 7.11 Movements in Net Foreign Assets
(NFA) of the Banking Sector  

NFA of Monetary Authorities NFA of Commercial Banks NFA of the Banking Sector
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absolute terms, NDA expanded by Rs. 406.0 
billion during the first eight months of 2016 
compared to the increase of Rs. 670.6 billion in 
the corresponding period of the previous year. 
The expansion in NDA was largely driven by the 
credit flows to both public and private sectors, 
despite a notable decline in credit extended to 
public corporations during this period. During 
the first eight months of the year, domestic credit 
by the banking system expanded significantly by 
Rs. 553.3 billion although a noticeable decline 
of  Rs. 79.7 billion was observed in August 
mainly due to the contraction in domestic credit 
granted to the public sector due to maturing of 
Treasury bills using proceeds of the ISB.

 y Within NDA of the banking system, NCG 
from both the Central Bank and commercial 
banks increased significantly during the first 
eight months of 2016. During the period under 
review, NCG from the banking system increased 
by Rs. 178.4 billion compared to the increase of 
Rs. 299.7 billion in the corresponding period of 
the previous year although some contraction was 
observed in August 2016 due to maturing of 
Treasury bills held by the Central Bank. The 
expansion in NCG during the reference period 
was mainly due to the increase in credit extended 
by the Central Bank amounting to                                                 
Rs. 166.6 billion in comparison to the increase 
of Rs. 80.3 billion recorded at end 2015. 
Contributing to the expansion in NCG by the 

Source: Central Bank of Sri Lanka

Table 7.2 Domestic Credit Expansion and Contributory Factors 

 Absolute Change (Rs. billion) Share of Domestic Credit (%)

 Period Domestic Credit (a) Credit to the Private Net Credit to the Credit to Public  Credit to the Private Net Credit to the Credit to Public
   Sector Government Corporations Sector Government Corporations

 2011 775.1 514.8 206.4 53.9 66.4 26.6 7.0
 2012 658.2 352.6 211.6 94.0 53.6 32.2 14.3
 2013 504.7 175.9 256.1 72.6 34.9 50.7 14.4
 2014 439.4 223.9 134.6 80.9 51.0 30.6 18.4
 2015 1,091.9 691.4 323.6 76.9 63.3 29.6 7.0
Jan - Aug 2016 553.3 456.3 178.4 -81.5 82.5 32.3 -14.7

Central Bank, Treasury bill holdings of the 
Central Bank (net of repurchase transactions) 
and provisional advances to the government by 
the Central Bank reported an increase during 
the reference period. Reflecting lower reliance 
on the commercial banking system, NCG by 
commercial banks increased only by                                           
Rs. 11.8 billion during the first eight months of 
2016 compared to the substantial increase of   
Rs. 243.3 billion recorded during 2015 and         
Rs. 204.9 billion recorded for the first eight 
months of the previous year. Contributing to 
this expansion, during the first eight months of 
the year, NCG by DBUs of commercial banks 
increased by Rs. 50.5 billion compared to the 
increase of Rs. 105.5 billion in the same period 
of 2015 due to the increase in investments in 
Treasury bonds (amounting to Rs. 110.9 billion) 
and SLDBs (amounting to Rs. 6.4 billion), while 
there was a decline of Rs. 31.2 billion in 
investments in Treasury bills. Meanwhile, 
outstanding overdraft balances of the 
government with the banking sector also 
declined by Rs. 68.1 billion to Rs. 56.9 billion by 
end August 2016 compared to Rs. 125.1 billion 
recorded at end 2015. Compared to the 
significant increase of Rs. 163.6 billion during 
2015, NCG by OBUs of commercial banks 
contracted by Rs. 38.7 billion, year-to-date, by 
end August 2016 largely due to a decline in 
investments in SLDBs by about Rs. 31.9 billion 
during this period. 

(a) Domestic Credit includes Credit to the Private Sector, Net Credit to the Government and Credit to Public Corporations.



CENTRAL BANK OF SRI LANKA 

106

9.9 
15.4 

76.5 

43.6 

27.3 

-20 

-10 

0 

10 

20 

30 

40 

-100

-50

 50  

0  

 100  

 150  

 200  

Ja
n-

12
 

M
ar

-1
2 

M
ay

-1
2 

Ju
l-1

2 
Se

p-
12

 
No

v-
12

 
Ja

n-
13

 
M

ar
-1

3 
M

ay
-1

3 
Ju

l-1
3 

Se
p-

13
 

No
v-

13
 

Ja
n-

14
 

M
ar

-1
4 

M
ay

-1
4 

Ju
l-1

4 
Se

p-
14

 
No

v-
14

 
Ja

n-
15

 
M

ar
-1

5 
M

ay
-1

5 
Ju

l-1
5 

Se
p-

15
 

No
v-

15
 

Ja
n-

16
 

M
ar

-1
6 

M
ay

-1
6 

Ju
l-1

6 
Au

g-
16

 

 y Mainly reflecting aggressive borrowings by      
the private sector in anticipation of future 
increases in interest rates due to monetary 
tightening as well as the positive impact of the 
increase in real incomes, credit to the private 
sector continued to flow at a higher rate in 
2016. In addition to the low interest rates that 
prevailed particularly during the previous year, 
the significant expansion in credit to the private 
sector is also attributable to competitive 
marketing campaigns by commercial banks as 
well as market expectations of upward 
adjustments in the government tax structure. 
The year-on-year growth of credit to the private 
sector continued to accelerate during the first 
seven months of 2016, recording a growth of 
28.5 per cent by end July 2016 compared to 25.1 
per cent that was observed at end 2015. However, 
the growth in credit to the private sector 
indicated some moderation to record 27.3 per 
cent in August 2016. On average, credit to the 
private sector grew by 27.5 per cent during the 
first eight months of 2016 compared to 16.6 per 
cent recorded in the corresponding period of the 
previous year. In absolute terms, the expansion 
in credit to the private sector was                                                          
Rs. 456.3 billion during the first eight months  
of 2016 compared to the increase of                                                       
Rs. 310.5 billion in the corresponding period of 

 y The declining trend in credit obtained by 
public corporations that was observed since 
November 2015 continued during the first 
eight months of 2016 as well. Credit extended 
to public corporations by the banking system 
contracted by Rs. 81.5 billion during the first 
eight months of the year compared to the 
increase of Rs. 36.5 billion in the corresponding 
period of the previous year and the overall 
increase of Rs. 76.9 billion recorded in 2015. 
The decline in credit to public corporations was 
mainly due to the repayments made by key 
public corporations including the Ceylon 
Petroleum Corporation (CPC) and the Ceylon 
Electricity Board (CEB). Reflecting the 
improved financial position, CPC settled 
around Rs. 97.5 billion of its outstanding debt 
with commercial banks. Meanwhile, CEB and 
Sri Lanka Ports Authority also settled around 
Rs. 8.4 billion and Rs. 1.7 billion, respectively, of 
their outstanding liabilities to commercial banks 
by end August 2016. However, borrowings by 
SriLankan Airlines and the Ceylon Fertilizer 
Corporation increased by Rs. 5.6 billion and      
Rs. 4.0 billion, respectively, while  the increase in 
credit extended to Colombo Commercial 
Fertilizer, Road Development Authority and 
Ceylon Shipping Corporation amounted to       
Rs. 9.0 billion during the first eight months of 
2016.
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Chart 7.12 Credit Granted by Commercial Banks 
to the Private Sector

Monthly Change in Credit 
(Left Axis) 

Y-o-Y Credit Growth 
(Right Axis) 
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Chart 7.13 Monthly Change in Security-wise Advances of 
DBUs of Licensed Commercial Banks

Personal Guarantees and Promissory Notes  Gold and Other Precious Metals under Pawning  
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the previous year, yielding an average of around 
Rs. 57 billion per month. As per the security-
wise presentation of advances, by end August 
2016, credit against Immovable Property, Plant 
and Machinery; Other Securities; Fixed, Savings 
and Other Deposits as well as Personal 
Guarantees and Promissory Notes, increased by 
Rs. 112.9 billion, Rs. 95.3 billion,                                                     
Rs. 68.4 billion and Rs. 54.9 billion, respectively. 
Meanwhile, the increase in credit on account of 
Leasing and Hire Purchase Agreements has been 
limited to Rs. 18.0 billion thus far in 2016 
compared to the substantial increase of                           
Rs. 65.6 billion recorded at end 2015. This 
reflects the subdued import demand for motor 
vehicles in view of certain measures adopted by 
the Central Bank, including the imposition of 
minimum cash margin requirements and a 
maximum LTV ratio as well as the revisions to 
the tax structure made by the government.

 y A considerable expansion in credit disbursed 
to all major sectors of the economy was 
observed thus far in 2016. As per the Quarterly 
Survey of Commercial Banks’ Loans and 
Advances to the Private Sector, which is available 
up to end June 2016, credit to the Services and 
Industry sectors expanded significantly by 46.1 
per cent and 29.6 per cent, respectively, on a 
year-on-year basis. In the Services sector, credit 
flows to Shipping, Aviation and Supply, and 
Freight Forwarding; Financial and Business 
Services; Transport; Health; Education and 
Wholesale and Retail Trade recorded 
considerable growth rates. Credit to major 
subsectors in the Industry sector also increased 
during the first half of 2016. Amongst these, by 
end June 2016, the Construction subsector, 
which accounts for around 60 per cent of total 
credit to the Industry sector, grew significantly 
by 40.2 per cent, on a year-on-year basis. 
Meanwhile, credit flows to the Agriculture 

sector grew at a moderate pace of 8.9 per cent, 
year-on-year, compared to 3.9 per cent recorded 
in the corresponding period of the previous year. 
Despite the slow growth in credit flows to 
certain subsectors such as Rubber, and Livestock 
and Dairy Farming, all other subsectors of the 
Agriculture sector received adequate credit flows 
during the period. Credit to the Paddy sector 
grew by 41.6 per cent by end June 2016, on a 
year-on-year basis, mainly due to increased 
disbursements of loans for cultivation during the 
Yala season. Meanwhile, credit under the 
Personal Loans and Advances category increased 
by 23.3 per cent, year-on-year, by end June 2016 
compared to 3.1 per cent recorded in the 
corresponding period of 2015. Within this 
category, credit disbursed towards purchase of 
consumer durables grew at a higher rate of           
58.9 per cent on a year-on-year basis.                     
However, continuing the declining trend that 
was observed since September 2013, pawning 
advances continued to contract by 20.2 per cent, 
year-on-year. Meanwhile, indicating the 
borrowers’ desire towards long term borrowings, 
long term credit grew by 59.7 per cent, year-on-
year, by end June 2016 compared to 28.5 per 
cent recorded in the same period of 2015.
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Broad Money (M4)

 y Following the same trend observed in broad 
money (M2b) based on the monetary survey, 
broad money supply as per the financial       
survey (M4), which considers monetary 
liabilities of the central bank, all licensed 
commercial banks (LCBs), licensed specialised 
banks (LSBs) and licensed finance companies 
(LFCs), increased by 14.6 per cent, year-on-
year, in August 2016 compared to 16.8 per 
cent reported at end 2015. From the liabilities 
side, time and savings deposits of all licensed 
banks and LFCs grew by 15.4 per cent, year-on-
year, in August 2016 compared to 16.8 per cent 
at end 2015. The growth in time and savings 
deposits held with LSBs and LFCs declined on a 
year-on-year basis to 7.2 per cent and 10.6 per 
cent, respectively, in August 2016 compared to 
7.7 per cent and 16.0 per cent, respectively, 

 Sector End  
June 2015

End  
June 2016 (c) 

Year-on-Year Change

Amount % 

Agriculture and Fishing 291.2 317.0 25.8 8.9
of which, Tea 69.0 78.1 9.1 13.2

Rubber 20.3 20.4 0.1 0.5
Coconut 9.8 12.5 2.7 27.7
Paddy 16.6 23.5 6.9 41.6
Vegetables, Fruit and Minor Food Crops 16.2 22.0 5.8 35.5
Fisheries 10.3 12.3 2.0 19.5

Industry  1,188.0  1,539.6 351.6 29.6
of which, Construction 528.5 741.0 212.4 40.2

Food and Beverages 73.5 86.5 12.9 17.6
Textiles and Apparel 131.8 144.7 13.0 9.8
Fabricated Metal Products, Machinery and Transport Equipment 105.2 126.5 21.3 20.3

Services 787.0 1,149.7 362.8 46.1
of which, Wholesale and Retail Trade 232.0 353.6 121.6 52.4

Tourism 88.8 118.8 30.0 33.7
Financial and Business Services 165.3 282.2 116.9 70.7
Shipping, Aviation and Supply, and Freight Forwarding 12.7 26.1 13.4 105.5

Personal Loans and Advances (d) 694.2 855.7 161.5 23.3
of which, Consumer Durables 108.2 172.0 63.8 58.9

Pawning 153.3 122.3 -30.9 -20.2
Total  2,960.5  3,862.0 901.6 30.5

Rs. billion

Source: Central Bank of Sri Lanka

Table 7.3 Classification of Outstanding Credit to the Private Sector Granted by Commercial Banks (a)(b)

recorded at end 2015. However, time and savings 
deposits of both LCBs and LSBs increased 
during the first eight months of the year, while 
the growth in time and savings deposits of LFCs 
indicated a decline. This could be largely due to 
attractive interest rates offered on new rupee 
deposit accounts by licensed banks resulting in a 
shift of deposits. On the assets side, NDA of 
LCBs, LSBs and LFCs increased by around         
Rs. 444 billion, in absolute terms, during the 
first eight months of the year, contributing 
almost entirely to the expansion of broad money 
as per the financial survey, while NFA of these 
institutions increased marginally by around         
Rs. 15 billion during this period. The expansion 
of NFA as per the financial survey was largely 
due to improvements in NFA of LCBs, while a 
marginal decline of around Rs. 2 billion was 
observed in NFA of LSBs during the first eight 
months of the year. Despite the contraction in 

(a) Based on the Quarterly Survey of Commercial Banks' Loans and Advances to the Private Sector 
(b) Includes loans, overdrafts and bills discounted and excludes cash items in the process of collection 
(c) Provisional 
(d) Excludes personal housing loans, which have been included under 'Construction' classified under 'Industry' and includes 
 outstanding balances of credit card advances, which is a part of 'credit to the private sector' in the monetary survey 
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credit granted to public corporations, credit to 
the government as well as the private sector 
contributed to the expansion in NDA of licensed 
banks and LFCs by end August 2016.

 y In spite of elevated market interest rates in 
response to tight monetary policy measures, 
credit to the private sector, as per the financial 
survey, has continued to be buoyant. The        
year-on-year growth of credit to the private 
sector was 22.9 per cent in August 2016 
compared to 23.5 per cent at end 2015. In 
absolute terms, credit flows to the private sector 
as per the financial survey increased by around 
Rs. 586 billion during the first eight months of 
the year compared to around Rs. 495 billion in 
the corresponding period of the previous year. In 
addition to the substantial increase in credit 
disbursed by LCBs during the first eight months 
of 2016, LFCs also granted around Rs. 83 billion 

Rs. billion

Source: Central Bank of Sri Lanka(a) Provisional

Item End 
August 2015

End 
2015

End 
August 2016 (a)

Year-on-Year Change

End 2015 Aug - 2016

Amount % Amount %

Financial Survey (M4) 5,390.7 5,720.3 6,178.8 822.6 16.8 788.1 14.6

Underlying Factors 
  Net Foreign Assets -435.7 -444.1 -429.1 -307.4 -224.8 6.6 1.5

   Monetary Authorities 450.9 576.2 499.0 -111.8 -16.3 48.1 10.7
   LCBs -729.7 -874.3 -780.5 -201.5 -29.9 -50.8 -7.0
   LSBs & LFCs -156.9 -146.0 -147.6 5.9 3.9 9.3 5.9

Net Domestic Assets 5,826.5 6,164.4 6,607.9 1,130.0 22.4 781.4 13.4
    Domestic Credit 7,161.8 7,603.7 8,293.2 1,311.8 20.8 1,131.5 15.8
        Net Credit to the Government 2,349.3 2,344.3 2,529.4 333.9 16.6 180.2 7.7
           Central Bank 244.5 229.9 396.5 80.3 53.6 152.0 62.2
           LCBs 1,491.1 1,529.6 1,541.4 243.3 18.9 50.3 3.4
           LSBs 552.1 529.2 527.0 14.4 2.8 -25.1 -4.6
           LFCs 61.5 55.6 64.5 -4.1 -6.8 3.0 4.9

        Credit to Public Corporations (LCBs) 482.5 523.0 441.5 76.9 17.2 -41.0 -8.5

        Credit to the Private Sector 4,330.0 4,736.4 5,322.3 900.9 23.5 992.3 22.9
           LCBs 3,068.7 3,449.6 3,905.9 691.4 25.1 837.1 27.3
           LSBs 534.2 481.7 528.2 7.2 1.5 -6.0 -1.1
           LFCs 727.0 805.2 888.2 202.3 33.6 161.2 22.2

    Other Items (net) -1,335.3 -1,439.3 -1,685.3 -181.8 -14.5 -350.0 -26.2

Table 7.4 Sources of Broad Money (M4)
(Computed as per the Financial Survey)

as loans and advances to the private sector, while 
LSBs granted around Rs. 47 billion during this 
period. During the first eight months of the year, 
NCG as per the financial survey increased by 
around Rs. 185 billion, in absolute terms, with 
NCG by LFCs increasing by about Rs. 9 billion, 
while that of LSBs declining by around                           
Rs. 2 billion by end August 2016.

Monetary Policy in Other Countries

 y Most advanced economies continue to pursue 
accommodative monetary policies to spur 
economic growth and to achieve desirable 
levels of inflation amidst concerns about 
uncertainty arising from unexpected global 
developments. Reflecting the divergence 
between monetary policy stance between key 
advanced countries, the US Federal Reserve 
embarked on changing its monetary policy 
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direction, while the European Central Bank 
(ECB) and Bank of Japan (BOJ) continued to 
adopt an accommodative monetary policy 
stance. Nevertheless, despite the monetary 
policy normalisation measures adopted by way 
of raising its policy interest rates in December 
2015, the US Federal Reserve continued to 
pursue an accommodative monetary policy 
stance to support further improvements in the 
labour market conditions and return to its 
inflation target of 2 per cent. Meanwhile, in the 
aftermath of the United Kingdom (UK) 
referendum decision to leave the European 
Union (Brexit), many advanced European 
economies have opted to confront adverse 
consequences via several monetary policy 
initiatives. Consequently, the Bank of England 
(BOE) launched a four-pronged approach to 
provide additional support to growth and to 
achieve its 2 per cent inflation target. In this 
context, measures including a 25 basis point 
reduction in the Bank Rate to 0.25 per cent, a 
new Term Funding Scheme to reinforce the pass-
through of the cut in Bank Rate, the purchase of 
up to pound sterling 10 billion worth of 
corporate bonds as well as an expansion of the 
asset purchase scheme for government bonds of 
pound sterling 60 billion were implemented in 
August 2016. Meanwhile, continuing to pursue 
an accommodative stance, the ECB relaxed its 
monetary policy stance further in March 2016. 
Accordingly, interest rates on main refinancing 
operations (MRO) of the Eurosystem and 
marginal lending facility (MLF) were reduced 
by 5 basis points each to 0.00 per cent and 0.25 
per cent, respectively, while the interest rate on 
the deposit facility was also reduced by 10 basis 
points to -0.40 per cent. Furthermore, the 
monthly asset purchase programme of the ECB 
is to continue until end of March 2017, or until 
inflation in the euro area increases up to its                
2 per cent target level. Meanwhile, in view of 
achieving the inflation target of 2 per cent, in 
September 2016, BOJ strengthened its existing 

Quantitative and Qualitative Monetary Easing 
(QQE) and QQE with a negative interest rate 
frameworks by introducing a new policy 
framework consisting of two major components. 
The first component is yield curve control where 
the BOJ will control short term and long term 
interest rates and the second component is an 
inflation overshooting commitment where the 
BOJ commits itself to expand the monetary base 
until year-on-year inflation exceeds the inflation 
target of 2 per cent and remains above the target 
in a stable manner. Meanwhile, the Reserve Bank 
of Australia (RBA) lowered its cash rate by 25 
basis points to 1.50 per cent in August 2016 
indicating that easing of monetary policy will 
favour the prospects for a sustainable growth in 
the economy with inflation returning to 2-3 per 
cent target range over time. At the same time, 
the Reserve Bank of New Zealand (RBNZ) also 
continued its accommodative monetary policy 
stance. Accordingly, the RBNZ reduced its 
official cash rate by 25 basis points to 2 per cent. 
Among other advanced countries, Sweden, 
Norway and South Korea also continued to 
follow monetary relaxation measures mainly 
through reductions in policy interest rates with 
the view of supporting the recovery of the 
respective economies. 

Source: Websites of respective Central Banks* On 4 October 2016, Repurchase rate was 
 reduced by 25 bps to 6.25% from 6.50%. 

Per cent 

Table 7.5 Changes in Policy Interest 
Rates of Selected Central Banks 

Country Key Policy Rate End 
2013

End 
2014

End 
2015 Sep 2016

Emerging Economies
India* Repurchase rate 7.75 8.00 6.75 6.50
Malaysia Overnight policy rate 3.00 3.25 3.25 3.00
Thailand 1-day bilateral repo rate 2.25 2.00 1.50 1.50
China 1-year yuan lending rate 6.00 5.60 4.35 4.35
Advanced Economies
USA Federal funds rate 0-0.25 0-0.25 0.25-0.50 0.25-0.50 
UK Bank rate 0.50 0.50 0.50 0.25
ECB Main refinancing rate 0.25 0.05 0.05 0.00
Japan Overnight call rate 0-0.10 0-0.10 0-0.10 -0.10-0.10
Canada Overnight rate 1.00 1.00 0.50 0.50
Australia Cash rate 2.50 2.50 2.00 1.50
Sweden Repo rate 0.75 0.00 -0.35 -0.50
South Korea Base rate 2.50 2.00 1.50 1.25
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 y Central banks of emerging market economies 
appear to be focusing on accommodative 
monetary policy measures in view of continued 
risks and uncertainties, although the growth 
prospects of those countries for 2016 and 
beyond have improved. As per the latest 
available information, business and consumer 
sentiment has improved regarding emerging 
market economies reflecting reduced concerns 
about economic prospects in China following 
policy support for growth as well as some 
recovery in commodity prices and expectations 
of lower interest rates in advanced economies. 
As the indicators of real activity in China were 
somewhat strengthened reflecting the effects of 
policy stimulus, the People's Bank of China 
(PBOC) has kept its policy rate unchanged at 
4.35 per cent so far in 2016 since lowering its 
policy interest rate by 100 basis points in          
2015. At the same time, amidst the improved 
prospects for the near term, many emerging 
countries continued to pursue an accommodative 
monetary policy. Taking advantage of the well 
contained inflation, the Reserve Bank of India 
(RBI) reduced its key policy rate, the repurchase 
rate, by 25 basis points to 6.25 per cent from 
6.50 per cent on 4 October 2016. However, RBI 
is closely monitoring possible cost push pressures 
to inflation due to recent increase of salaries and 
housing allowances of government servants. 
Moreover, implementation of the Goods and 
Services Tax (GST) is forecast to have a moderate 
impact on consumer price inflation if the 
standard GST rate is set at 18 per cent. 
Meanwhile, Bank Negara Malaysia reduced its 
overnight policy rate by 25 basis points to 3.00 
per cent and the ceiling and floor rates of the 
corridor for the overnight policy rate by 25 basis 
points each to 3.25 per cent and 2.75 per cent, 
respectively, in order to ensure a steady                
growth  of the economy in a stable inflation 
environment. 

Expected Developments

 y The Central Bank currently relies on an 
enhanced monetary policy framework with 
the view of moving towards a FIT framework 
in order to maintain low and stable inflation 
on a sustainable basis, while stabilising the real 
economy. In 2015, the Central Bank officially 
announced that the monetary targeting 
framework that was in operation since early 
1980s would be replaced gradually by aligning 
its monetary policy conduct towards a FIT 
framework. Under this framework, the Central 
Bank manoeuvres its policy tools to directly 
impact the general price levels in the economy, 
while considering broad monetary aggregates 
as the indicative-intermediate variable to guide 
monetary policy conduct. At the same time, 
the Central Bank continues to fulfill certain 
prerequisites to ensure the effectiveness of the 
monetary policy framework in terms of increased 
reliance on market based monetary policy 
instruments and enhanced institutional setup of 
the monetary policy conduct. In this endeavour, 
it is also expected that the government would 
extend its support by way of adhering to fiscal 
targets and ensuring fiscal consolidation on a 
sustainable basis, which is a key prerequisite for 
moving towards a full-fledged inflation targeting 
framework in the future. At the same time, in 
order to improve the efficacy of the monetary 
policy conduct as well as to reduce market 
uncertainties, the Central Bank would continue 
to further enhance its communication policy 
and transparency through various initiatives, 
including the announcement of the medium 
term policy framework, particularly the desired 
inflation path. Moreover, the Central Bank would 
continue to strengthen its technical capability, 
particularly with regard to macroeconomic 
modelling and forecasting, while upgrading the 
compilation methodologies of macroeconomic 
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statistics in line with international standards in 
order to devise sound economic analyses and 
forecasts for the purpose of formulating effective 
policies.

 y A slowdown in domestic credit expansion is 
expected in the period ahead in response to 
monetary tightening measures adopted by 
the Central Bank. Reflecting the impact of 
monetary policy measures, market interest rates, 
particularly medium to long term lending rates, 
indicate a significant upward adjustment leading 
to a rise in the cost of funds in the economy. As 
a result, credit aggregates, particularly credit to 
the private sector, are expected to flow at a level 
sufficient to facilitate the growth momentum of 
the economy, while a gradual decline in credit 
to the public sector is also expected with the 
anticipated strengthening of the fiscal position 
of the government as well as the improved 
financial position of key state owned enterprises. 
Nevertheless, it is essential that credit flows 
are channelled to productive economic 
activity rather than directed predominantly 
for consumption needs. At the same time, past 
episodes suggest that the domestic economy 
generally experiences undue credit cycles 
with substantial variations. In particular, it is 
observed that credit flows to the private sector 
could pick up sharply subsequent to a period of 
credit contraction or experience a sharp drop 
in response to tight monetary conditions thus 
disturbing the smooth flow of credit. As such, the 
Central Bank would continue to closely monitor 
the developments in credit to the private sector 
and adopt timely and effective monetary policy 
measures, supported by other macro-prudential 
measures, in order to ensure stable credit flows 
to the economy without creating bubbles that 
could threaten both monetary and financial 
stability.  

 y The low inflation trajectory that prevailed 
during the past several years is expected to 
be sustained in the medium term mainly due 
to proactive policy measures taken by the 
Central Bank. Although some upward trend in 
both headline and core inflation was observed 
in 2016, demand pressures in the economy 
are expected to moderate in response to early 
monetary tightening measures adopted by the 
Central Bank. Accordingly, it is expected that 
inflation would be sustained in a range of 4-6 per 
cent in the medium term, which is also consistent 
with the inflation target bands stipulated under 
the EFF Programme of the IMF. Nevertheless, 
supply shortages stemming from weather-related 
developments as well as shocks that could arise 
due to possible reversal of global commodity 
prices could cause temporary variations in price 
levels. In addition, the changes to the government 
tax structure could also elevate price levels. As 
such variations in inflation seem temporary or 
could only lead to a one-off adjustment in prices, 
it is expected that inflation expectations would 
broadly remain anchored. However, in response 
to such temporary disturbances to prices, it is 
expected that the government would adopt 
relevant short and long term measures to counter 
the adverse supply side effects on domestic prices 
as well as to curb imported inflation emanating 
from external shocks thus helping  to mitigate 
the adverse inflation expectations of the general 
public. The Central Bank would also continue to 
discharge its function of conducting monetary 
policy by way of adopting pre-emptive policy 
measures in order to curb the sustained rise in 
general price levels in the economy emanating 
due to excessive demand, and hence to ensure a 
stable macroeconomic environment essential for 
sustainable economic growth.    


