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Economy is expected to record a notable downturn-CBSL: The
impact of persistent supply side disruptions, primarily due to
shortage of power and energy, and uncertainties associated
with socio-political developments, are expected to have
caused significant adverse effects on economic growth in Q2-
2022, while such impact is expected to have continued
through Q3-2022 as well. This is highlighted by the slowdown in
the Purchasing Mangers’ Index as well.

Trade Balance Recorded a Surplus in June: The trade balance
recorded a surplus of USD 21 Mn in June 2022, for the first time
since August 2002, reflecting the impact of historically high
monthly export earnings and the confinued decline in import
expenditure. Considering 1H-2022, the frade deficit declined
by USD 802 Mn on a Y-o-Y basis.

Policy Rates Remain Unchanged: CBSL decided fo maintain ifs
policy rates at the same level with SDFR at 14.5% and SLFR at
15.5%.

Market Interest Rates Increased Further: As a result of the
significant monetary tightening measures of the CBSL, market
intferest rates have increased notably amidst tight money
market liquidity conditions. Growth in credit to private sector is
also on a declining frend since May 2022.

Sri Lanka Included in UK’s new Trading Scheme: Sri Lanka has
been included in the UK's new Developing Countries Trading
Scheme (DCTS), which replaces UK's GSP.

GLOEBAL ECONOMY

Elevated Inflation is expected to Persist Longer; rising food
Inflation will drive food insecurity globally: IMF & WB: As a result
of the war in Ukraine and broadening of price pressures, the
IMF is expecting that global inflation will remain elevated
further. The record high food prices are expected to drive
milions more into poverty, magnifying hunger and
malnutrition.

Global Oil Prices Showed Mix performance thus far August:
Global oil prices fell in early August due to weak economic
data from China and concerns over a global economic
recession. However, prices picked up later on hopes for strong
demand due fo larger than expected US crude oil stocks. As
of 24t August, Brent priced at USD 99.81/barrel and WTI at USD
93.49/barrel.

Elevated global
inflation is expected
to persist with rising

food inflation
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FURTHER INSIGHTS- SRI LANKAN ECONOMY

Economic Growth is expected to Record a Notable Downturn: CBSL

The impact of persisted supply side disruptions, primarily due to shortage of power and energy,
and uncertainties associated with socio-political developments, are expected to have
caused significant adverse effects on economic growth in Q2-2022, while such impact is
expected to have continued through Q3-2022 as well, says the Central Bank of Sri Lanka
(CBSL) initsrecent Monetary Policy Review. That, coupled with the already recorded negative
growth in Q1-2022 and contractionary policies, could result in a larger than expected
confraction in real activity in 2022. However, the real GDP growth is expected to recover in
the period ahead, with the envisaged stabilization of macroeconomic conditions and
implementation of structural reforms in the economy, the CBSL further stated.

According to the CBSL Governor, the economy is likely to contract by more than 6% in 2022.
The following chart shows the latest projections by CBSL and other international agencies on
Sri Lanka’s economic growth.

Latest Growth Projections for Sri Lanka 2022 2023
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Both Manufacturing and Services Activities Declined in July

Purchasing Mangers’ Index (PMI) recorded a decline in July, owing to the fallin manufacturing
and services indices, as per the PMI survey of the CBSL. Manufacturing PMI fell in July 2022,
indicating a contraction in manufacturing activities on a month-on-month basis. Accordingly,
Manufacturing PMI recorded an index value of 41.4 in July 2022, with a decline of 2.7 index
points from the previous month (June) driven by the decrease in all sub-indices, except
Supplier’'s Delivery Time Index.

Services PMI recorded an index value of 43 in July 2022, indicating a contraction in services
activities for the 4th consecutive month. This continual contraction was driven by the declines
observed in New Businesses, Business Activities, Employment and Expectations for Activity.
Subdued demand conditions due to deterioration of consumer purchasing power and the
persisting fuel shortages were the main reasons for this decline in PMI.
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Banks’ Willingness to Lend, Declined in Q2-2022: CBSL Credit Supply Survey

Banks' overall wilingness to lend continued to decline at a higher pace in Q2-2022 in
comparison to the Q1 of same year, the CBSL found out through its Credit Supply Survey for
Q2-2022. The decline in willingness to lend was mainly driven by the increase in default risk to
reduced repayment capacities and negative business outlook in account of rising
macroeconomic stresses and political furmoil in the country. The survey results suggest that
the appetite toward lending was also negatively affected by the increase in cost of funding,
and, domestic and foreign liquidity pressures. Considering the outlook, survey results suggests
that, willingness to lend will decline further at a higher pace in Q3-2022 due to the possibility
of further tightening the monetary policy and worsening situation of the country.

Data Source: CBSL



Where Does Sri Lanka Stand in the Discussions with the IMF?
The below timeline illustrates the progress and future steps of Sri Lanka’s discussions with the

IMF for an Extended Fund Facility Programme to address the current economic crisis of the
country.

2022
February
Formal request letter
sent to the IMF
April
= |nitial technical discussions
between the IMF team and
May the Authorities on the Program
(notably the reform package)
IMF Virtual mission to =  Announcement of the interim
Sri Lanka debt policy
June/July
»  Follow-up Staff Missions and
technical follow-up sessions
= Discussions on the Debft
e S Sustainability Analysis and
Ezlgfﬁl e'n;fr%grlgﬁgsg’ PUSIrEs related constraints
August
= Stoff-Level agreement
= Continuation of
discussions with IMF Staff
and technical updates September to November

= Securing financial assurances

from official creditors

Ensuring compliance with the

Lending into Arrears Policy

Board Approval =  Confirming conftribution from
other IFIs for the financing of
the program

= |IMF Board Approval

= Delivery of prior actions

Data Source: MoF
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FURTHER INSIGHTS- GLOBAL ECONOMY

Elevated Inflation is expected to Persist for Longer: IMF

As a result of the war in Ukraine and broadening of price pressures, the IMF is expecting that
the global inflation will remain elevated further. The war is likely to have a protracted impact
on commodity prices, affecting oil and gas prices more severely in 2022 and food prices well
into 2023. For 2022, inflation is projected at 5.7% in advanced economies and 8.7% in Emerging
Market and Developing Economies (EMDEs), the IMF stated.

Inflation in 2023 is projected at 2.5% for the advanced economies and 6.5% for EMDEs.
However, as with the growth outlook, considerable uncertainty surrounds these inflation
projections, the IMF highlighted. They identified main factors those shaping the baseline
inflation outlook such as, the war in Ukraine that has aggravated spikes in commodity prices;
aggregate demand and supply imbalances; rebalancing of demand from goods towards
services and limitations in labour supply.

Global Inflation Trends
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Food Price inflation is Driving Rising Food Insecurity

The record high food prices across the globe have triggered a global crisis that will drive
millions more intfo extreme poverty, magnifying hunger and malnutrition, while threatening to
erase hard-won gains in development, says the latest Food Security Update of the World Bank.
The war in Ukraine, supply chain disruptions, and the contfinued economic fallout of the
COVID-19 pandemic are reversing years of development gains and pushing food prices to
all-time highs. As per the report, the rising food prices have a greaterimpact on people in low-
and middle-income countries, since they spend a larger share of their income on food than
people in high-income countries.

As of August 11, 2022, the prices of both maize and wheat prices are 2% higher compared to
January 2022, while rice prices are about 6% higher. According to the World Bank’s
Commodity Markets Outlook-April 2022 update, the war in Ukraine has altered global patterns
of frade, production, and consumption of commodities in ways that will keep prices at
historically high levels through the end of 2024, exacerbating food insecurity and inflation.

By June 2022, the number of acute food insecure people-whose access to food in the short
term has been restricted to the point that their lives and livelihoods are at a risk- increased to
345 million in 82 countries according the World Food Programme (WFP). In addition, WFP and
Food and Agriculture Organisation of the United Nations (FAO) warned that acute food
insecurity could worsen in 20 countries or areas during June to September 2022.

FAO Food Price Index
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DASHBOARD

EXTERNAL SECTOR PERFORMANCE-June 2022

Legend: 2021 All the numbers are in USD Mn
2022 unless otherwise specified.
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TRADE DEFICIT NARROWED BY 103%% Y-o-Y WORKERS' REMITTANCES SLIPPED BY 38% Y-o-Y (July-

JFMAMIJ JASOND 2022)
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DISCLAIMER:

All information collected and analyzed is derived from sources, which we consider reliable and a sincere effort is made to report accurate

information. The EIU does not warrant the completeness or accuracy of information derived from secondary sources. Details published herein
are intended for information purposes only.




