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1. EXECUTIVE SUMMARY

As part of the Article I'V surveillance, the staff conducted sustainability assessments
for Sri Lanka. Given that the range of possible outcomes is vast, three aspects of
sustainability were examined—-in terms of the fiscal position, external debt, and the
external current account,

Chapter H focuses on the fiscal position. Standard analysis shows that, prior to the
adjustment announced in the 2002 budget, fiscal policy was clearly unsustainable,
leading to a rising debt-GDP ratio. If the adjustment, centering on tax policy reform and
expenditure resiraint, continues into the medium term, then fiscal policy is sustainable.
However, if growth fails to take off, then fiscal policy will be unsustainable, even in the
presence of strong adjustment. Other risks include: a failure of revenue reform to produce
results; a fall in external financing; recourse to nonconcessional foreign borrowing; and
higher capital spending.

Chapter I1I looks at external debt and complements the analysis of the public debt
dynamics in the fiscal chapter. The baseline scenario shows that the debt ratios decline
significantly in the medium term, as a result of strong growth founded on renewed peace
and political stability, far-reaching structural reforms, and stable macroeconomic
conditions. However, this scenario is highly sensitive to assumptions on growth and, to a
lesser extent, non-debt creating capital inflows. The main message from the sensitivity
analysis is that if there is no radical departure from past outcomes (including on growth,
exports and FDI) and the associated policies, the external debt ratio will be significantly
higher than the baseline by 2006. Debt ratios are resilient to temporary shocks to interest
rates, growth, and the current account, but a combination of these or any large
depreciation of the exchange rate could jeopardize sustainability.

Chapter 1V looks at the external current account using the macroeconomic balance
approach. The results indicate that during 1999-2000, the actual savings-investment
balance was out of line with the estimated equilibrium savings-investment balance,
reflecting mainly the larger fiscal deficit. However, by end-2001 the imbalance had been
eliminated. Extending the savings-investment balance analysis to the equilibrium
exchange rate, shows that the real exchange rate was also overvalued during 1999-2000.
A forward looking analysis shows that, if adjustment measures continue, the external
position would stay on a sustainable path that is consistent with the baseline medium-
term projections. However, radical departures from the fiscal stance assumed in the
baseline would pose a risk to external sustainability.

Chapter V provides a summary on tax policy reforms that were outlined in the 2002
Budget. The tax changes were designed to increase revenue significantly in 2002 and to
develop a sustainable resource envelope in the medium term. The main reform is the
transformation of the GST and NSL into a new VAT, which came into effect on

August 1, 2002. The income tax base was also broadened by phasing out special tax
incentives. Stamp duties levied by the central government have been eliminated. To
improve tax administration, the administrative function of the large taxpayer unit was
consolidated under a single commissioner.



1I. FISCAL SUSTAINABILITY:
A. Introduction

1. Despite high deficits, fiscal policy in Sri Lanka has been sustainable in the past.
The budget deficit has been traditionally high in Sri Lanka, averaging 10 percent of GDP
since the mid-1980s, Despite this, Sri Lanka has managed to run a sustainable fiscal policy
for a number of reasons. First, growth has been robust, with real GDP increasing at an
average 44 percent a year over the past two decades. Furthermore, debt service costs were
low, as Sri Lanka accessed significant quantities of concessional foreign borrowing—
accounting for around half of total debt—and also engaged in financial repression, keeping
domestic debt costs low. For these reasons, Sri Lanka was able to run high primary deficits.

2. The sustainability of fiscal
p()licy has become more important Figure IL1. Government Debt and Interest Payments, 1973-2001
in the recent past. After {In percent of GDP)

encouraging signs of fiscal T
consolidation in the early 1990s and
from 1997-1999, which helped
reduce the debt-GDP ratio, fiscal
consolidation was significantly
reversed in 2000 and 2001, raising .
the concern that public debt could 12
grow rapidly over the medium term. y i
Public debt climbed to 104 percent of . . . N R
GDP il’l 2001’ Whllﬁ interest 1973 1873 1977 1979 1981 1983 1985 J9RT U989 1991 1593 1995 1997 19%9 200l
payments—the largest component of |~ Govemment debt (Jeft axis) = = Inicrow: payments (right axis} |

the budget—rose to almost 7 percent
of GDP. (Figure IL1).

3. There are good reasons to believe that, absent consolidation, fiscal policy in

Sri Lanka is no longer sustainable. While primary deficits remain high, the old safety valve
of higher growth and low effective real interest rates on government debt may no longer
apply, owing to a number of developments.

¢ Prospects for GDP growth have dimmed. GDP contracted by about 1% percent in 2001,
the first time since independence. Moreover, with no clear signs that the U.S. economy
will rebound quickly, growth in 2002 is expected to be below trend. In addition, there is a
risk that slow implementation of growth-enhancing structural reforms could compromise
medium-term growth prospects.

! Prepared by Anthony Annett (FAD) and Daniel Kanda (APD).



* Aspart of government efforts to foster a more competitive financial sector, there has
been a reduction in financial repression in recent years, such that an increasing share of
new government debt attracts market-determined rates.

e With Sri Lanka now considered a lower middle-income country, the likelihood is that the
share of nonconcessional aid flows will increase over the medium term, further
increasing the overall interest rate on public debt.

4. One possible counter argument is that large deficits may still be sustainable over
the medium term, it the government relies on nondebt financing. Since the state sector is
pervasive in S1i Lanka, asset sales could help sustain a high primary deficit over a
considerable period. There is some precedent for this: in 1997, asset sales accounted for

2% percent of GDP. On the other hand, sustainability will be adversely affected over the
longer term by rising contingent liabilities associated with civil service pensions. |

5. The purpose of this paper is to analyze the sustainability of fiscal policy in Sri
Lanka, both historically and looking forward. Using time series methods, we show that
fiscal policy has been set in a sustainable fashion in the past. However, looking forward, we
argue that recent fiscal policy is not sustainable, and that significant adjustment is required
over the medium term. Moreover, the sustainability of fiscal policy can only be maintained if
there is reasonably robust GDP growth. This makes clear the importance of rapid
implementation of envisaged pro-growth structural reforms. Finally, we attempt to quantify
the implicit tax arising from financial repression, and find that there has been a tendency for
this tax to increase in periods of high deficits.

B. Basic Concepts and Literature Review
Tests Based on an Intertemporal Budget Constraint

6. Empirical tests of fiscal sustainability often focus on assessing whether fiscal
policy has been set in a manner consistent with satisfying an intertemporal budget
constraint. Chalk and Hemming (2000) give an overview of some of these tests. In this
chapter we focus on using the test formulated by Bohn (1998) to evaluate fiscal
sustainability. Unlike other tests, the Bohn test does not require any assumptions ahout
interest rates, and is valid in economies with uncertainty. The Bohn test is based on
estimating the following test equation:

s, = pd, +0Z, +¢, (1)

where s, represents the primary surplus-GDP ratio, d, represents the debt-GDP ratio, Z,is a
set of other determinants of the primary surplus (assumed to be stationary), and ¢, is the error

term. Bohn shows, under very general conditions, that fiscal policy is sustainable if
s, increases at least linearly with d, at high debt-GDP ratios. This ensures, that increases in



the debt-GDP ratio are eventually reversed through primary surpluses. Thus the Bohn test is
a test of whether p > 0 in the above test equation. However, Bohn also points out that there

could be a concern that the linear relationship between s, and d, in the test equation is

actually an approximation to a nonlinear relation that is concave to the origin at high levels
of the debt-GDP ratio. To investigate this possibility, he proposes the inclusion of a quadratic
term (d, —d)*, where d is the mean value for d,, in the test equation. If the estimated.

second derivative of s, with respect to d, is positive.

Tests Based on Sustainability Indicators

7. An alternative to testing whether the intertemporal budget constraint is satisfied
is to devise indicators of how far fiscal policy has deviated from sustainability. In this
case, a sustainable policy is often defined as one that does not lead to a marked increase in
the debt-GDP ratio or decrease in the ratio of government net worth to GDP. Thus, Buiter
(1985) calculates the permanent primary deficit required to keep the government net worth-
GDP ratio constant over time, and suggests that the difference between this permanent deficit
and the actual primary deficit can be used as a sustainability indicator. However, in most
cases it is difficult to obtain data on government net worth. In contrast, Blanchard (1990)
looks at sustainability from the point of view of policies required to keep the debt-GDP ratio
stable, and derives a “primary gap indicator” based on the gap between the actual primary
surplus and the sustainable primary surplus. Note that these two measures can lead to
differing conclusions about sustainability. For example, an increased recourse to asset sales
for financing a deficit would reduce the buildup of debt, but leave net worth unaffected.

g. For Sri Lanka we use the primary gap approach to derive the sustainable

- primary deficit. If the actual primary deficit exceeds this sustainable primary deficit, then
the debt-GDP ratio is increasing, leading to unfavorable debt dynamics. We calculate the
sustainable primary deficit each year and compare it with the actual primary deficit, which
gives us a rough indicator of sustainability each year,

Previous Studies on Sri Lanka

9. Studies done for Sri Lanka have given mixed results, Carter (1995), using a
sustainability indicator approach, found Sri Lankan fiscal policy to have been sustainable,
primarily because of low interest rates on government debt. However, Cashin, Haque,
Olekalns (1999), using time series methods, found that fiscal policy had been unsustainable.

C. Empirical Resuits for Sri Lanka
Sustainability Tests—Backward Looking

10.  'We use the Bohn test to answer the following question: historically, has Sri
Lankan fiscal policy been conducted in an nnsustainable fashion? Augmented Dickey-
Fuller tests and Phillips-Perron tests, based on data from 1973-2001, were unable to reject



the hypothesis of a unit root for both the debt-GDP and the primary surplus-GDP ratios.
Thus, we conclude that they are nonstationary, and so the Bohn test becomes equivalent to a
test for cointegration between the two variables. We use the Johansen cointegration test,
which is the most widely used test for cointegration.

11.  Test results indicate significant evidence of cointegration between the debt-GDP
ratio and the primary surplus-GDP ratio. The estimated cointegrating vector (at 5 percent
significance level) is given by

s, =0.17d, - 0.17 (6)

Thus, we can conclude that for Sri Lanka s, responds in linear fashion to 4,. Moreover, an
examination of cointegration between s, , d,, and (d, ~d)* indicated that the second
derivative of s, with respect to d, is nonnegative.” Hence we conclude that fiscal policy
appears to have been conducted in a sustainable fashion in Sri Lanka over the sample period.

Sustainability Evaluation—Forward Looking

12.  Here we use the primary gap approach to evaluate whether the current fiscal
position is sustainable, The methodology is to compare a baseline scenario based on no
adjustment with a medium term adjustment scenario, and subject the latter to a sequence of
stress tests. Figure I1.2 shows the debt-GDP ratio under each scenario, while Figure 11.3
looks at the difference between actual primary surplus and that required for sustainability.

13.  Sri Lanka has some clear advantages with regard to the structure of its public
debt. Although the current high debt-GIP ratio immediately suggests sustainability to be a
major issue, Sri Lanka has the distinct advantage of owing around half of this debt stock to
foreigners on highly concessional terms. The average nominal interest rate on foreign debt is
around 2 percent. Moreover, over 64 percent of outstanding domestic debt at end-2001 was
owed to public sector or publicly controlled institutions, thus moderating the risk of creditors
forcing drastic changes in fiscal policy by a refusal to rollover debt. Even so, there is clear
evidence that, absent serious fiscal consolidation, current fiscal policy is unsustainable,

No Adjustment Scenario

14.  Theno-reform scenario assumes that policies in 2001 are maintained in the
medium-term (Table I1.1). No fundamental tax policy or tax administration reforms are

? Here we abstract from conceptual difficulties associated with taking deviations around the
mean of a nonstationary variable. In any case, it is plausible to assume that the debt-GDP
ratio for Sri Lanka is bounded, so this should not pose a serious problem.



undertaken, and the revenue-GDP ratio does not increase. Likewise, the ratios of primary
current spending and capital spending to GDP are maintained. In this case, the share of total
expenditure in GDP rises substantially, as interest costs rise from 7 percent of GDP in 2001
to 11%2 percent of GDP by 2006. Accordingly, the deficit increases to 152 percent of GDP
by 2006; as in the past, most of this is financed domestically. The increased domestic
financing requirements lead to a higher average interest rate on domestic debt (13%2 percent).
We assume that growth rebounds

only, to a relatively low medium-

term rate of 3% percent. Figure 112 Debt-GDP Ratio Under Different Scenario
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16. The second scenario
assumes that substantial pro-growth structural reforms and strong fiscal adjustment
take place from 2002, based on the announced budget (Table I1.2). The government
implements high quality tax policy reforms, and embarks on a major overhaul of tax
administration, causing the revenue-GDP ratio to rise steadily from 16%2 percent in 2001

to 20% percent by 2006 back to about the average revenue ratio over the past 15 years. Much

of the improverent in revenue can be traced to the administrative gains arising from the



establishment of a unified revenue authority in 2003, as well as a dramatic simplification of
the tax system through the introduction of a broad based VAT and the phasing out of tax
exemptions.

17.  Adjustment also takes place on the expenditure side. Recurrent spending is
compressed as both wages and transfers are kept in check, leading to the expenditure-GDP
ratio falling by 3% percent of GDP between 2001-06. This scenario assumes civil service
reform and wage increases not in excess of inflation; a review of public expenditure to weed
out inefficiencies, redundancies, and overlapping responsibilities; the streamlining and
improved targeting of subsidies to households; a continuation of the peace process leading to
security-related expenditure declining to 3 percent of GDP in the medium-term; and a
withdrawal of the state from large areas of the economy, reducing the need for subsidies to
public corporations. Reflecting important infrastructure needs, but not building in the
potential costs of reconstruction in the north and east, capital expenditure is assumed to rise
to 7% percent of GDP in the medinm term.

18.  Strong adjustment under this scenario leads to the overall deficit falling from
11 percent in 2001 to 4 percent by 2006. The primary balance switches from deficit to
surplus in 2004, At the same time, net domestic financing falls from 8% percent of GDP

in 2001 to 134 percent of GDP at the end of the period. The reduction in domestic financing
pressure leads to interests rates on domestic debt falling to 10 percent. The structural and
fiscal reform agenda puts Sri Lanka on a higher growth trajectory, with growth reaching
6V2 percent by the end of the period.

19.  This scenario is clearly sustainable, with a falling debt-GDP ratio (both domestic
and foreign} and a large negative gap between the actual and sustainable fiscal deficits.
The total debt-GDP ratio declines by nearly 20 percentage points of GDP over this period.

Stress Tests

20.  The conclusion about the adjustment scenario is contingent on a number of
favorable assumptions. To check robustness, we now subject this scenario to a number of
stress tests, to see how the conclusions change if one of the assumptions does not hold. Key
risks examined include: low growth; inability to implement revenue reform; a fall in external
financing; recourse to nonconcessional foreign loans; and higher capital spending.

o Qur initial stress test assumes that growth is low, a mere 1 percent in the medium term
(Table IL3). This causes the debt-GDP ratio to rise to 117 percent of GDP by 2006,
instead of falling back to 84 percent of GDP. Although the tax policy and administration
reforms go ahead in this scenario, the weak economy is assumed to allow revenue ta
increase to only 18Y2 percent of GDP by 2006, 12 percentage points of GDP lower than
under the baseline. With interest rates exceeding the growth rate, interest payments
increase as a share of GDP: combined with weaker revenue, the deficit only falls to
9 percent of GDP by 2006. Thus, one key conclusion is that the sustainability of the
reform scenario depends crucially on a return to solid growth rates in the medium term. If
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growth does not resume, then fiscal policy will become unsustainable, even with tax
reform and expenditure adjustment.

The second stress test assumes that Sri Lanka faces severe external financing
constraints (Table II.4), Here, external financing does not materialize as envisioned, and
the ratio of net external financing to GDP remains at just over 1% percent in the medium
term, the same as in 2001, This scenario also assumes that privatization is suspended and
no grants are received. In this case, domestic sources finance a greater share of the
deficit, leading to significantly higher interest rates on domestic debt (15 percent). No
change is assumed in interest rates for foreign debt. As a result, interest costs rise
dramatically to 9% percent of GDP by 2006. Accordingly, slower overall adjustment is
observed, with the deficit falling to 7% percent over this period. Nonetheless, this shock
alone does not imperil sustainability as we have defined it; the debt-GDP ratio falls
gradually over time. However, it remains at over 100 percent of GDP by 2006,
suggesting sustainability hangs on a knife-edge. Also, this is a partial equilibriumn
analysis: a realistic scenario would be to lower growth rates in the face of such high
domestic interest rates.

Another stress test relates to higher foreign interest rates. This scenario assumes that
Sri Lanka’s foreign debt becomes increasingly less concessional over time, as would be
the case if Sri Lanka opted for nonconcessional foreign borrowing (Table 11.5).
Specifically, the average interest rate on foreign debt rises gradually in the medium term,
from 2 percent in 2001 to 7 percent by 2006. As a result, instead of falling to 5% percent
of GDP, the interest bill rises to 734 percent of GDP by 2006. We assume that this is
accommodated in the form of slower adjustment; accordingly, the deficit now falls to
only 6%2 percent of GDP in the medium term. Absent any further effects from this shock,
sustainability is not directly endangered. Again, this test assumes that the high growth
trajectory can be maintained.

A fourth stress test assumes that capital spending increases to around 9 percent in the
medium term, to finance reconstruction in the north and east, and possibly to provide for
the recapitalization of Peoples Bank (Table I1.6). No other assumptions are changed. As a
result, the deficit only declines to 5% percent, instead of 4 percent, by 2006.
Sustainability is not endangered, although debt falls at a slower pace, reaching

8914 percent of GDP by 2006, 5 percent of GDP above the baseline.

Finally, we assume that there is no tax reform. While the government commits to fiscal
adjustment, it does not implement any further tax policy or administration reforms. Thus,
there are no efficiency gains from tax simplification, from broadening the base, or from
re-organizing the agents of tax administration. All other assumptions are maintained. As
in the no-reform scenario, the revenue-GDP ratio remains constant in the medium-term
{Table IL.7). Along with the higher trajectory of interest payments, lower revenue implies
a deficit of 9% percent of GDP by 2006. Again, growth is assumed to be unaffected,
Technically, fiscal sustainability is not endangered, although the debt-GDP ratio barely
declines, and is a full 16 percentage points of GDP more than what it would have been in
the presence of revenue reform.
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D. Implicit Tax from Financial Repression

21.  As has been the case with other developing countries, Sri Lanka has taken
advantage of financial repression to reduce the cost of government debt. This has
included issuing debt in the form of rupee loans at below market rates, and restricting
pension and other social security funds to investing largely in government paper, thus
creating a large pool of funds which could be tapped at lower rates.

22. A substantial, albeit declining, proportion of Sri Lanka’s domestic debt is made
up of nonmarket debt instruments. By 2001, rupee securities accounted for around

36 percent of total domestic debt, down from a peak of 62 percent in 1997, Toward the end
of the decade, the authorities moved toward more market based instruments, reducing their
reliance on rupee securities.

23.  Most of these securities are held by provident firnds, chiefly the Employees’
Provident Fund (EPF).? Investment options are heavily restricted; as a result, the portfolios
of the provident funds are dominated by rupee securities, with a miniscule amount of treasury
bills, and an increasing proportion of treasury bonds in recent vears.* As a result of this
policy, these funds offered very low returns on their investments; the average after tax real
rate of return over the past 3 decades was only around Y4 percent. In effect, this amounts to
an implicit tax on pension income of all workers who are not in the civil service.

24.  The size of this implicit tax can be measured by comparing the return on rupee
securities with a compatible market interest rate in a particular year. The 364-day
treasury bill rate is chosen as such a comparator, given that treasury bonds were only
introduced in the last few years. Table IL.8 shows that in every year except one in the last
decade, the treasury bill rate was higher than the rupee security rate, sometimes substantially.
Multiplying the interest rate differential by the quantity of rupee securities held by the
provident funds gives an estimate of the implicit tax.

25.  Captive source funding tends to assume a larger role in periods where the deficit
is high. From 1991 to 1996—with fiscal deficits averaging 9% percent of GDP—the implicit
tax averaged 0.3 percent of GDP. However, by 1999 fiscal adjustment had reduced the deficit

3 The EPF covers all private sector and public corporation and statutory board employees, s
funded by employee and employer contributions (8 percent and 12 percent respectively}, and
pays out a lump sum upon retirement. Participation is compulsory and'there is no cap on
contributions as income increases.

* In terms of numbers, the provident funds held Rs 3.1 billion in treasury bills (2 percent of
the total), Rs 64.8 billion in treasury bonds (28 percent of the total), and Rs 183.5 billion in
rupee securities (63 percent of the total) at end-2001.
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to 7% percent of GDP, and the implicit tax fell sharply, as the gap between interest rates on
rupee securities and market-based instruments narrowed. The gap was actually negative

in 1997, and miniscule in 1998 and 1999 as the authorities made a concerted effort to switch
to market based debt instruments. In 2000 and 2001, however, fiscal slippage led to a deficits
averaging 10%2 percent of GDP, causing the implicit tax rate on provident funds to jump to
over 0.6 percent of GDP in 2001. A large increase in domestic interest rates was not reflected
in rupee security returns, and the gap widened again.

26.  In conclusion, there is a temptation to resort to nonmarket financing whenever
interest rates are high. By holding debt service costs down, financial repression can bolster
fiscal sustainability. The disadvantages of this policy are manifold: aside from the costly
distortions it creates, resorting to financial repression for fiscal policy purposes is both
nontransparent and inequitable.’

E. Concluding Remarks

27.  This paper has examined the sustainability of Sri Lankan fiscal policy using both
backward- and forward-looking frameworks. In general, we find that fiscal policy was
conducted in a sustainable fashion in the past, as the government was able to run large
primary deficits because of high growth and low real effective yields on government debt.

28.  Looking to the future, strong medinm term adjustment is needed for fiscal
policy to be sustainable. Failure to adjust implies a rising deficit with mushrooming interest
payments. The results are highly sensitive to assumptions about growth—even strong
adjustment can lead to a rising debt-GDP ratio if growth remains low. This demonsirates the
importance of early implementation of the envisaged pro-growth structural reforms outlined
in the budget. In addition, fiscal adjustment should be carried out in a manner that promotes
growth (see, for example, Gupta et al (2002)) rather than cutting capital spending. Although
none of the other scenarios appear to directly endanger sustainability, any combination could
cause problems, especially if they adversely affect mediurn-term growth. Also, as the
government moves toward market-determined securities the implicit tax on financial
repression will decline substantially, and need to be compensated for by lower deficits.

3 Private sector employees are already taxed heavily, while public sector workers are not
liable for income tax and receive pension benefits directly from the consolidated fund.
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Table I1.1. No Adjustment Scenario

(In percent of GDP)

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Total revenue 18.5 172 17.7 16.8 16.5 16.5 16.6 16.5 i6.5 16.4
Total expenditure 26.4 263 252 267 274 23.8 204 30.0 30.9 319
Interest payments 6.2 54 3.6 57 6.7 82 8.8 9.5 10.3 11.3
Overall balance -7.9 -9.2 215 -2.9 -10.9 -12.3 -12.8 -13.5 -14.4 -15.5
Primary balance -1.7 -3.8 -19 42 -4.1 4.1 -4.0 -4.0 -4.1 -4.2
Financing 7.9 9.2 7.5 99 10.9 123 i2.8 13.5 14.4 15.5
Net external financing 1.1 1.0 0.1 0.7 1.6 2.6 1.5 1.5 1.4 2.0
Net demestic financing 34 70 6.8 8.8 8.3 7.9 99 11.3 12.3 12.9
Asset sales 25 04 0.0 0.0 0.6 13 0.9 0.3 a3 0.2
Grants 0.8 0.7 0.6 04 0.4 0.6 0.5 0.4 0.4 0.4
Total debt 858 90.8 9s5.1 971 1036 1033 1091 1142 12001 1269
Domestic debt 43.6 45.5 49.1 53.9 58.3 59.4 64.0 703 77.2 g4.4
Foreign debt 423 453 459 432 453 459 451 439 42.9 42.5
Interest rates on government debt 7.5 6.3 6.3 6.3 7.1 8.3 8.5 8.8 92 9.5
Domestic 13.0 11.2 10.6 10.1 11.2 135 13.5 13.5 13.5 13.5
Foreign 1.8 1.7 1.8 1.8 1.8 1.7 18 1.8 1.8 1.8
Real GDP growth 6.4 47 43 6.0 -1.4 3.5 15 3.5 3.5 3.5
Inflation {GDP deflator) 8.9 92 4.2 7.3 13.0 9.2 6.2 5.0 4.6 44
Domestic real interest rate 3.8 1.8 6.2 2.6 -1.5 39 6.9 8.1 8.5 8.7
Foreign real interest rate -6.5 -6.8 -2.3 5.1 99 -6.9 -4.1 -3.0 2.7 -2.5
Actuel primary deficit 1.7 38 1.8 4.2 4.1 4.1 4.0 4.0 4.1 42
Sustainable primary deficit 32 3.7 4.9 6.1 4.4 4.5 1.2 -0.4 -12 -1.9
Fiscal sustainability -1.6 0.0 -3.0 -1.8 -0.2 -0.4 2.8 4.4 5.2 6.1

Sources: Data provided by the authorities; and Fund staff projections.
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Table I1.2. Adjustment Scenario

{(In perceat of GDP})

1997 1098 1999 2000 2001 2002 2003 2004 2005 2006
Total revenue 18.5 17.2 17.7 16.8 16.5 17.5 19.8 20.1 20.2 202
Total expenditure 26.4 26.3 252 267 27.4 26.1 264 255 248 242
Interest payments 6.2 5.4 5.6 5.7 6.7 7.4 6.2 5.9 5.6 5.3
Overall baiance -7.9 92 -1.5 9.9 -10.9 -8.5 -6.6 ~5.4 -4.6 -4.0
Primary balance -1.7 -3.8 -1.9 -4.2 -4.1 -1.2 -0.4 0.5 10 1.3
Financing 7.9 9.2 1.5 99 10.% 8.5 6.6 5.4 4.6 4.0
Net external financing L1 1.0 0.1 0.7 1.6 2.6 1.5 14 1.3 1.8
Net domestic financing 3.4 1.0 6.8 8.8 8.3 4.1 338 i3 2.7 1.7
Asset sales 2.5 0.4 0.0 0.0 0.6 1.3 09 0.3 0.2 0.2
Graats 0.8 0.7 0.6 0.4 04 0.5 0.5 04 0.4 03
Total debt 85.8 90.8 95.1 971 1036 1013 97.5 933 88.5 83.9
Domestic debt 43.6 45.5 49.1 539 58.3 55.5 534 513 48.7 45.5
Foreign debt 423 45.3 459 432 45.3 458 44.1 420 398 38.4
Interest rates on government debt 7.5 6.5 6.3 6.3 7.1 7.9 6.6 6.5 6.5 6.4
Domestic 13.0 11.2 10.6 10.1 11.2 12.3 10.5 103 10.3 10.3
Foreign 1.8 1.7 138 1.8 1.8 19 18 1.8 1.8 1.8
Real GDP growth 6.4 4.7 4.3 6.0 -1.4 37 5.5 6.0 6.3 6.5
Inflation (GDP deflator) 8.9 9.2 4.2 7.3 13.0 9.2 6.2 5.0 4.0 44
Domestic real interest rate 3.8 1.8 6.2 2.6 -1.5 2.8 4.1 5.1 35 5.7
Foreign real interest rate -6.3 -6.8 -2.3 -5.1 8.9 -6.7 -4.1 -3.0 =27 -2.5
Actual primary deficit 1.7 3.8 1.9 42 4.1 1.2 0.4 -0.5 -1.0 -1.3
Sustainable primary deficit 32 3.7 49 6.1 44 53 5.0 43 4.2 3.8
Fiscal sustainability -1.6 0.0 -3.0 -i.8 -0.2 4.1 4.6 -4.7 -5.1

-5.2

Sources. Data provided by the authorities; and Fund siaff projections.
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Table I1.3. Siress Test I-Low Growth
(In percent of GDP)

1997 1998 1699 2000 2001 2002 2003 2004 2003 2006

Total revenue 18.5 17.2 17.7 16.8 16.5 17.0 183 18.3 186 18.5
Tatal expenditure 26.4 26.3 252 26.7 274 26.6 275 27.3 274 274
Interest payments 6.2 54 5.6 5.7 6.7 1.6 6.8 7.0 74 1.6
Overall balance -7.9 -9.2 -1.3 29 -16.9 9.6 9.2 -8.8 -8.8 -8.9
Primary balance -1.7 -3.8 -1.9 4.2 -4.1 -2.1 2.4 -1.8 -1.4 -1.3
Financing 7.9 9.2 1.5 9.9 16.9 9.6 9.2 8.8 88 8.9
Net external financing 1.1 1.0 0.1 07 1.6 2.7 1.6 1.6 1.6 22
Net domestic financing 34 1.0 6.8 88 83 5.1 6.2 6.5 6.5 6.0
Asset sales 25 0.4 0.0 0.0 0.8 1.4 0.9 03 0.3 0.3
Grants 08 0.7 0.6 0.4 0.4 0.6 0.5 05 0.4 0.4
Total debt 85.8 90.8 95.1 971 1036 1049 1075 1105 1136 1169
Domestic debt 436 45.5 49,1 539 58.3 57.9 60.2 63.2 66.3 68.9
Foreign debt 423 433 459 432 45.3 47.0 473 47.3 47.3 48.0
Interest rates on government debt 75 6.5 6.3 6.3 7.1 7.6 6.6 6.6 6.7 6.8
Domestic 130 11.2 6 101 11.2 12.2 10.3 10.3 10.3 10.3
Foreign 18 1.7 1.8 1.3 1.8 1.9 1.8 1.8 1.8 1.8
Real GDP growth 6.4 47 4.3 6.0 -1.4 1.0 1.0 1.0 1.0 1.0
Inflation (GDP deflator) 3.9 9.2 4.2 73 13.0 9.2 6.2 5.0 4.6 4.4
Domestic real interest rate 38 1.8 6.2 286 -1.5 2.7 4.1 5.1 3.5 5.7
Foreign rezl interest rate -0.5 -6.8 2.3 -5.1 -9.9 6.7 4.1 -3.0 2.7 2.5
Actual primary deficit 1.7 3.8 19 4.2 4.1 2.1 24 18 14 1.3
Sustainable primary deficit 32 3.7 4.9 6.1 44 1.6 0.5 -G.7 -1.2 -1.5
Fiscal sustainability -1.6 0.0 3.0 -1.8 -0.2 -0.6 1.8 2.5 2.7 28

Sources. Data provided by the autherities; and Fund staff projeciions.
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Table I1.4. Stress-Test [I-External Financing Constraints

(In percent of GDP)

1997 1598 1599 2000 2001 2002 2003 2004 2005 2006
Total revenue 1B.5 172 17.7 16.8 16.3 17.5 19.8 201 20.2 20.2
Total expenditure 26.4 26.3 252 267 274 26.1 20,4 29.1 28.7 285
Interest payments 6.2 54 3.6 57 6.7 74 9.2 9.4 9.5 9.5
Overall balance -7.9 -9.2 -1.5 -6.9 -109 -85 -9.6 -8.0 -8.3 -B.3
Primary balance -1.7 -3.8 -1.9 -4.2 -4.1 -12 0.4 04 1.0 1.2
Financing 7.9 92 7.5 9.9 109 8.5 9.6 9.0 8.5 83
Net external financing 1.1 1.0 0.1 0.7 16 1.6 1.6 1.6 1.6 1.6
Net domestic financing 34 7.0 6.8 8.8 83 7.0 8.0 7.4 6.9 67
Asset sales 2.5 0.4 0.0 0.0 0.6 0.¢ 0.0 0.0 0.0 0.0
Grants 0.8 0.7 0.6 0.4 04 0.0 0.0 0 0.0 0.0
Total debt 85.8 90.8 95.1 97.1 1036 1032 1035 1029 1017 1005
Domestic debt 43.6 455 491 53% 58.3 584 60,2 61.5 62.1 62.6
Fuoreign debt 423 453 45.9 432 453 44 8 43.3 41.5 396 380
Interest rates on government debt 7.5 6.5 6.3 6.3 7.1 7.6 9.4 8.6 9.8 99
Domestic 13.0 11.2 10.6 10.1 11.2 12.0 15.0 15.0 15.0 15.0
Foreign L8 1.7 1.8 1.8 13 1.6 1.8 1.8 1.8 1.8
Real GDP growth 6.4 4.7 4.3 6.0 -1.4 3.7 55 6.0 6.5 6.5
Inflatdon (GDP deflaror) 8.9 9.2 4.2 7.3 13.0 92 6.2 5.0 4.6 4.4
Domestic real intarest rate 3.8 1.8 6.2 2.6 -1.5 2.5 8.3 9.3 9.9 102
Foreign real intetest rate -6.5 -6.8 2.3 -5.1 -9.8 -6.7 ~4.1 -3.0 2.7 -2.3
Actual primary deficit 1.7 3.8 t9 42 4.1 1.2 0.4 04 -1.0 -1.2
Sustainable primary deficit 32 37 49 6.1 4.4 53 2.4 1.6 1.5 1.1
Fiscal sustainability -1.6 0.0 <30 -1.8 -0.2 4.2 -2.0 -2.0 =23 -24

Sources. Data provided by the authorities; and Fund staff projections.
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Table I1.3. Stress Test IT]-Increasingly Non-Concessional Foreign Debt

{In percent of GDP)

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Total revenue i8.5 17.2 179 16.8 165 17.5 19.8 201 202 202
Total expenditure 264 26.3 252 26.7 27.4 26.1 27.4 27.0 26.8 26.6
Interest payments 6.2 5.4 5.6 57 6.7 1.4 1.2 13 75 77
Overail balance -79 -9.2 7.5 99  -109 -85 -1.6 6.9 -66 ' -64
Primary balance -17 -3.8 -1.9 -4.2 -4.1 -12 -04 04 08 1.3
Financing 7.9 9.2 7.5 99 10.9 8.5 7.6 0.9 6.6 6.4
Net external financing 1.1 1.0 0.1 0.1 16 2.6 15 i4 1.3 1.8
Net domestic financing 34 7.0 6.8 8.8 83 4.1 4.3 4.8 4.7 4.1
Asset sales 2.5 0.4 0.0 a0 0.6 1.3 0.9 03 02 0.2
Grants 0.8 0.7 0.6 G.4 0.4 0.5 0.5 0.4 04 03
Total debt 85.8 50.8 95.1 97.1 1036 1013 98.5 95.7 92.7 90.0
Domestic debt 43.6 45.5 49,1 53.9 58.3 55.5 544 537 52.8 316
Foreign debt 42.3 453 459 432 453 458 44.1 42.0 39.8 384
Interest rates on government debt 7.5 6.5 6.3 6.3 7.1 7.7 7.6 8.0 83 8.9
Domestic 130 11.2 10.6 10.1 11.2 123 10.5 103 1G.3 10,3
Foreign 18 1.7 1.8 18 1.8 1.5 4.0 50 6.0 7.6
Real GDP growth 6.4 4.7 43 60 -1.4 1.7 5.5 6.0 6.5 6.5
Inflation (GDP deflator) 89 9.2 4.2 7.3 13.0 9.2 6.2 50 4.6 4.4
Domestic real juterest rate 3.8 1.8 6.2 26 -1.5 2.8 4.1 51 35 57
Foreign real interest rate -6.5 -6.8 -2.3 -5.1 -9.9 -6.7 2.0 0.0 1.3 2.5
Actoal primary deficit 17 3.8 1.9 4.2 4.1 1.2 04 -0.4 -0.9 -1.3
Sustainable primary defieit iz 37 4.9 6.1 4.4 5.3 4.1 30 2.6 2.0
Fiscal sustainability -1.6 0.0 -3.0 -1.8 -0.2 -4.1 -3.6 -34 -3.6 -3.3

Sources. Data provided by the authorities; and Fund staff projections.
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Table 1.6. Stress Test IV-Higher Capital Spending
{In percent of GDF)

1967 1998 1599 2000 2001 2002 2003 2004 2005 2006

Total revenus 18.5 17.2 17.7 i6.8 16,5 17.5 19.3 20.1 202 202
Total expenditure 264 263 252 267 27.4 26.1 276 27.2 26.9 25.9
Interest payments 6.2 5.4 56 5.7 6.7 7.4 6.2 6.0 39 58
QOverall balance 1.9 9.2 -7.5 -9.9 -10.9 8.5 -7.8 -7.1 6.4 -5.7
Primary balance -1.7 -3.8 -19 -4.2 -4.1 -1.2 -1.6 -1.1 -0.5 0.t
Financing 7.9 92 7.5 9.9 10.9 8.5 7.8 7.1 64 5.7
Net external financing 11 1.0 ¢l 0.7 1.6 26 15 1.4 1.3 1.8
Net domestic financing 34 7.0 6.8 3.8 8.3 4.1 5.0 5.0 45 34
Asset'sales 2.5 04 0.0 0.0 0.6 1.3 09 0.3 0.2 0.2
Grants 0.8 0.7 0.6 0.4 0.4 0.5 0.5 0.4 0.4 0.3
Total debt 858 90.8 951 97.1 1036 101.3 93.7 96.1 92.8 89.4
Domestic debt 436 455 49.1 539 58.3 555 54.6 54.1 33.0 51.0
Foreign debt 423 453 43,9 432 453 45.8 44.1 42.0 398 384
Interest rates on government debt 7.5 6.3 6.3 6.3 7.1 7.3 6.0 6.5 6.6 6.7
Domestic 13.0 112 166 10.1 11.2 12.3 10.5 10.3 0.3 10.3
Foreign 1.8 1.7 1.8 1.8 1.8 19 1.8 1.8 1.8 1.8
Real GDP growth 6.4 4.7 4.3 6.0 -1.4 3.7 3.5 6.0 8.5 6.5
Inflation (GDP deflator) 8.9 9.2 472 7.3 1390 9.2 6.2 5.0 4.6 4.4
Domestic real interest rate 3.8 1.8 62 2.6 -1.5 2.8 4.1 5.1 55 5.7
Forelgn real interest rate -6.5 -6.8 -2.3 -5.1 5.9 -6.7 -4.1 -3.0 27 -2.5
Actual primary deficit 1.7 33 19 4.2 4.1 1.2 1.6 1.1 05 -0.1
Sustainable primary deficit 3.2 37 4.9 6.1 4.4 33 5.0 4.3 42 39
Fiscal sustainability -1.6 0.0 -30 -1.8 -0.2 -4.1 3.4 233 -38 -3.9

Sources. Data provided by the authorities; and Fund staff projections,
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Tabie II.7. Stress Test V-No Revenue Reform

(In percent of GDP)

1597 1998 1999 2000 2001 2002 2003 2004 2003 2006
Total revenue 18.5 17.2 17.7 16.8 16.5 16.5 16.5 i6.3 16.5 16.4
Total expenditure 26.4 263 252 267 27.4 26.0 26.6 26.1 259 25.6
Interest payments 6.2 5.4 5.6 5.1 6.7 7.4 6.5 6.5 6.6 6.7
Overall balance <19 82 -7.5 9.9 -109 -9.5 -10.1 9.6 94 9.2
Primary balance -1.7 18 -1.9 -4.2 -4.1 2.2 -3.6 -3 -2.8 <235
Financing 79 9.2 7.5 9.9 10.9 9.5 10.1 9.6 94 9.2
Net external financing 1.1 1.0 0.1 0.7 1.6 2.6 1.3 1.4 1.3 1.8
Net domestic financing 34 7.0 6.8 8.8 8.3 5.1 7.3 7.5 7.5 6.9
Asset sales 2.5 0.4 0.0 0.0 0.6 1.3 0.9 0.3 0.2 0.2
Crants 0.8 0.7 0.6 04 0.4 0.5 0.3 0.4 04 0.3
Total debt 85.8 90.8 95.1 97.1 103.6 1023 1018 1015 1006 99.9
Domestic debt 43.6 43.5 491 539 58.3 56.5 57.8 595 60.8 61.6
Foreign debt 42.3 453 459 432 453 45.8 44.1 420 39.3 38.4
Interest rates on government debt 7.5 6.5 6.3 6.3 7.1 7.6 6.7 6.7 6.9 7.0
Domestic 13.0 11.2 106 10.1 112 122 10.5 10.3 10.3 10.3
Foreign 1.8 1.7 1.8 18 1.8 1.9 1.8 1.8 1.8 1.8
Real GDP growth 6.4 47 43 6.0 -14 7 35 6.0 6.5 6.5
Inflation (GDP deflator) 8.9 9.2 4.2 73 13.0 0.2 6.2 5.0 4.6 4.4
Domestic real interest rate 3.8 1.8 62 26 -1.5 2.7 41 5.1 3.5 5.7
Foreign real interest rate -6.5 -6.8 -2.3 -5.1 9.9 -6.7 -4.1 -3.0 2.7 -2.5
Actual primary deficit 1.7 3.8 19 42 4.1 2.2 3.6 31 2.8 2.5
Sustainable primary deficit 3.2 37 4.9 6.1 4.4 53 5.0 4.4 4.3 40
Fiscal sustainahility -1.6 0.0 3.0 -1.8 -0.2 -3.2 .14 -1.2 -1.5 -14

Sources. Data provided by the authorities; and Fund staff projections.



Table I1.8. Financial Repression Tax

Rupee securities held

Average interest rate

364-day treasury

Total financial ~ Implicit income tax on

Total rupee securities by provident funds on rupee securities bill rate repression tax pension income
{In billions of Sri Lankan rupees) {In percent) (In percent of GDP)
1991 67 45 16.0 18.1 0.38 0.26
1992 69 54 16.0 18.9 0.47 0.36
1093 106 68 17.3 20.5 0.68 0.44
1994 138 81 15.0 15.4 0.10 0.06
1995 158 97 14.0 16.7 0.64 0.40
1966 206 117 14.0 16.6 0.71 0.40
1997 239 137 12.9 12.3 -0.16 -0.09
1998 251 148 11.8 121 0.08 0.05
1999 262 156 12.3 12.6 0.07 0.04
2000 264 162 11.5 14.0 0.53 0.33
2001 293 184 13.0 17.5 1.05 0.66

Sources: Central Bank of Sri Lanka Annual Report; and Fund staff calcuiations.
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III. EXTERNAL DEBT SUSTAINABILITY®
A, Introduction

1. This chapter examines Sri Lanka’s external debt—as a compiement to the
preceding chapter on fiscal sustainability as well as the next chapter analyzing current account
sustainability.” The issue is important for Sri Lanka for several reasons, including concerns
over public debt sustainability, for gauging the scope and terms of external borrowing to
finance reconstruction of the North and East, and the vulnerability of the balance of payments
to external shocks given the openness of the economy. Such assessments of debt sustainability
involve judgments about whether the current account can be financed through private and
official flows, medium-term balance of payments and associated debt projections, assessments
of the appropriate level of the exchange rate, the degree of adjustment that is politically and
socially feasible, as well as the balance sheets of several interlinked sectors, °

2. The new framework that was recently developed by Fund staff is used to gauge
whether Sri Lanka’s external debt dynamics over the medium term are sustainable.
Section B summarizes the baseline medium term macroeconomic scenario, and the
assumptions on which the external projections are based. Section C presents a short overview
of Sri Lanka’s external debt history and structure. It then outlines and assesses external debt
sustainability using a framework recently proposed by the staff’ This assessment decomposes
the external debt dynamics of the baseline scenario and incorporates a standard set of
sensitivity tests around this projection using alternative assumptions about the variables
affecting the ability to service debt. These results are compared with levels that empirical data
show have been associated with debt problems or corrections. Finally, since the results from
these scenarios and the debt burden need to be viewed in the context of the debt structure,
notably its concessionality, Section D discusses the present value of Sri Lanka’s debt,
comparing the debt burden with a framework—the HIPC Initiative—which is

® Prepared by Sukhwinder Singh (PDR),

7 This chapter does not examine financial sector issues linked to external and fiscal
sustainability, for example contingent claims on the government. Financial sector
vulnerabilities were examined under the recently completed Financial Seetor Assessment
Program (FSAP).

® Assessments of the exchange rate are important to assess external sustainability, for example
the risks from an overvalued exchange rate in the presence of foreign currency denominated
debt. This chapter only considers the impact of an exchange rate shock on debt ratios.

> See Assessing Sustainability, SM/02/166.
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used for assessing the external debt sustainability of low-income countries.'” Section B
concludes with a summary of the external debt sustainability results and policy implications.

B. Mediom Term Balance of Payments Prospects—the Baseline Scenario

3. The baseline macroeconomic scenario assumes the conflict does not escalate, and
that far reaching structural reforms and the maintenance of macroeconomic stability
raise the growth rate.!' The staff’s central scenario also assumes a significant reduction in
the political uncertainty that has plagued policy making in the recent past. The main elements
of the government’s strategy are elaborated in its poverty reduction strategy paper (PRSP),
which identifies reforms of investment policy, the regulatory environment, labor market,
financial and public sectors, as well as governance as key for liberalizing the economy and
supporting private sector led growth.

4. Central to the baseline macroeconomic framework is the achievement of low
single digit inflation and strong fiscal consolidation. The overall fiscal deficit of the
central government is forecast to be more than halved over the four years ending 2006, to

4 percent of GDP. Improvements, in the form of a simplified tax system and strengthened
administration, are likely to raise total revenue by 22 percent of GDP, while expenditure
measures to reduce defense spending, reduce public employment, rationalize public
departments and transfers, and improve expenditure control, account for almost 2 percent of
GDP. The baseline scenario assumes that economic growth will increase steadily to

6% percent over the medium term, driven by higher investment, exports and consumption.

5. Structural reforms and infrastructure development would allow the economy to
adjust to the shock from the removal of textile quotas and increased regional
competition. Improved business and investor confidence in response to the economic
reforms and peace is likely to encourage a shift toward higher value added garment exports, a
growth of other industrial exports, and a resumption of agricultural and fisheries exports
from the North and East. From 2003, however, export volume growth tapers off as total
apparel and textile exports are programmed to remain flat in value terms due to the adverse

19 The comparison with the HIPC Initiative is purely illustrative and in no way intended to
suggest Sri Lanka is eligible for HIPC Initiative relief. To the contrary, the country’s
exemplary debt service record and income level clearly sets it apart from HIPC countries.

" Uncertainties associated with the peace process mean the baseline does not assume fiscal

outlays or external borrowing associated with reconstruction in the North and Hast. Clearly,
medium term external debt sustainability depends on the magnitude of any such expenditure
as well as the terms of its firancing.

12 See “Connecting to Growth,” Sri Lanka’s Poverty Reduction Strategy, Government of Sri
Lanka’s draft presented to the Development Forum in Colombo in June, 2002.
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impact on smaller scale garment producers—from the loss of “secure access” and heightened
competition from more competitive producers—of the elimination of quotas on textiles and
clothing exports under the Agreement on Textiles and Clothing.13 Growth of services 1s
expected to average 5%z percent between 2002-06, led by increased tourism resulting from
peace and further infrastructure development. As a result of these developments, and fairly
stable income account and private transfers as a share of GDP, the external current account
deficit is forecast to remain around 22 percent of GDP into the medium term.

6. The capital and financial account is expected to grow in line with GDP as donor
flows and FDI respond to the reform effort. The capital and financial account recovers

in 2002 based on the inflow of program loans and delayed asset sales, as well as foreign
direct and portfolio investment buoyed by increased investor confidence and private sector
participation in infrastracture and utilities. Capital inflows are projected to remain at these
levels over the medium term as the authorities implement their reform agenda and accelerate
project implementation, with the large majority assumed on concessional terms. Gross
reserves would increase steadily to just over $3 billion by 2006, equivalent to 4 months of
import cover, with this cushion being justified by the narrow export base and vulnerability to
shocks, and the dependence on official capital inflows.

C. External Debt Sustainability
Evolution and Structure of External Debt

7. After a rapid increase over the first half of the 1990s, Sri Lanka’s external debt
has remained fairly stable, as creditors have contained their exposure. External debt
increased sharply between 1990-95 from around $6.5 billion to $9.7 billion but net inflows
have been limited over the last six years (Table IIL.1)."* Reflecting the predominance of the
state in the economy and its failure to raise per capita incomes above low income country
thresholds, the increase has largely been in public and publicly guaranteed debt associated

B Under the Agreement on Textiles and Clothing (ATC), WTO members that maintain
import restrictions on textiles and clothing must progressively reduce the restrictions and
integrate the products concerned into GATT rules. All products have to be integrated by the
end of a ten-year transition period (2005). Implementation of the integration process has been
slow so far, suggesting a large impact from 2005 (see AITIC, 1999). Although estimates of
the simultaneous effects of ATC quota elimination and China’s WTO accession on Sri Lanka
are not available, general equilibrium estimates suggest a dramatic shift in textile and
clothing trade toward China and India and lost market share for most other developing
countries (see Francois, T. and Spinanger, D., 2002).

1 Debt figures are inclusive of approximately $1 billion in banking system liabilities.
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with concessional disbursements from IDA, the AsDB and Japan.' In terms of the debt
burden, the external debt-to-GDP and debt-to-exports ratios averaged close to 80 percent and
250 percent respectively over the first half of the 1990s, reflecting low growth, mefficient
public investment and poor export performance through the late 1980s and early 1990s.'® Debt
ratios, however, declined noticeably over the second half of the decade, with the debt-to-GDP
and debt-to-exports ratios averaging 63 and 170 percent respectively. This was mainly the
result of very limited net debt inflows, rather than exceptionally strong growth and export
performance. The concessionality of the external debt and lengthy grace periods have
moderated debt service ratios, which averaged 15 percent over the 1990s.

8. At end-2001, total external debt was around 60 percent of GDP but the majority
was concessional public sector liabilities to official creditors. Over 80 percent was public
external debt, with the large majority being claims on central government. In terms of
maturity, about four fifths of the total debt stock is medium-and long-term, although the
proportion of short term debt declines to around 7 percent if banking system liabilities are
excluded. The large majority of public debt is held by multilateral and bilateral official
creditors, who each account for around 40 percent of total liabilities. IDA and the AsDB
together account for almost one half of central government debt and Japan, which is the largest
official creditor, a further one third. Sri Lanka’s eligibility for low income country facilities is
reflected in the concessionality of the debt structure with over 90 percent of public external
debt and between 65-75 percent of total external debt (depending on whether banking sector
liabilities are included) on concessional terms. In NPV terms the total and public debt stock is
estimated to be around 51 and 39 percent of GDP respectively, reflecting a grant element of
approximately 20 percent (see Table II1.3)."” Total private sector and public corporation debt
which is not covered by a government guarantee (mainly trade credits to BOI companies) was
less than 3 percent of the total debt stock, rising fo 14 percent if banking sector liabilities are
excluded.

** Debt to the Fund declined over the 1990s reflecting repurchases of the SAF and limited new
disbursements, but rose from 2001 when a new Stand-By Arrangement was approved.

'® Part of the increase in the debt stock, particularly over the first half of the decade reflects the
significant appreciation of yen and SDR against the U.S. dollar. In terms of currency
composition, about 90 percent of the debt is in one of three currencies {40 percent in SDRs,
27 percent in ven, and 22 percent in U.S. dollars).

' Because the NPV of the debt takes into account its concessionality, it is a more accurate
measure of a country’s effective debt burden. The grant element is defined as the difference
between the nominal and NPV of the debt, expressed in terms of its nominal value.
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External Sustainability Framework

9. The framework for assessing external debt recently developed by Fund staff
seeks to build on existing best practices in the assessment of sustainability.1’3 Of the two
main elements of the framework, the first is the centrality of the staff’s baseline medium-
term scenario. The historical and projected debt dynamics resuiting from this scenario are
decomposed, allowing identification of whether the stability or otherwise in the debt ratio
arises from the behavior of interest rates, growth rates, inflation or real exchange rate
movements or through adjustment in the trade balance. In terms of debt dynamics, a country
is sustainable if it satisfies the present value budget constraint (i.e., the present discounted
value (PDV) of its current and future primary spending is no greater than the PDV of current
and foture income, net of initial indebtedness) without a major correction in the balance of
income and expenditure given the costs of financing it faces in the market. Formally, the
decomposition of the change in the external debt ratio is based on the debt dynamics
equation:

Dr+l = (1 + r)Dr - TBHI

where D is end-pertod debt in U.S. dollars, r is the external interest rate, and TB is the debt-
creating component of the noninterest current account of the balance of payments, Expressed
in terms of the change in the external debt ratio, the debt dynamics equation can be written:

-d =Md'_f
(It+g+pt+gp)

14! t+1

where the change in the net debt ratio is a fanction of real GDP growth (g), the external

- interest rate (r), the growth rate of the U.S. dollar value of the GDP deflator (p), the external
debt-to-GDP ratio (d), and the debt-creating component of the noninterest current account as
a percent of GDP (¢b).

10.  The second part of this framework consists of a set of standard sensitivity tests
around the medium-term scenario, examining the implications of alternative
assumptions about policy variables, macroeconomic developments and the costs of
financing. The first sensitivity test sets the key parameters to their historical averages,
thereby assessing the realism of the baseline projection given past outturns. The other tests
consider adverse two-standard deviation shocks lasting two years to each of the key
parameters—the current account, growth, interest rates, and doilar GDP—and a one-standard
deviation combined shock to each of these variables. Finally, since the volatility of the real

¥ Even though this approach is primarily intended to be applied to countries with significant
market access, the analysis of the debt dynamics is useful for low income countries,
especially when combined with an assessment of the debt’s concessionality.



.27 -

exchange rate may, historically, be low under a crawling band regime of the type operated by
Sri Lanka prior to 2001, a scenario in which there is a 30 percent real exchange rate
depreciation is also considered.

11.  While the focus is on the debt dynamics, these need to be viewed against the level
of the debt ratio. It is difficult to establish any definitive danger levels for the external debt-
to-GDP ratio given the importance of country specific factors. Existing cross country
empirical work suggests that an external debt ratio of about 40 percent of GDP provides a
useful benchmark, with an appreciable increase in the likelihood of a debt crisis or debt
correction at ratios above this level. '* Moreover, debt ratios have to be viewed in terms of
the concessionality of the debt, which is typically an important consideration for low income
countries such as Sri Lanka. In this regard, the thresholds under the HIPC Initiative
framework provide a reference point, where a country is considered unsustainable if the NPV
of public debt-to-exports is above 150 percent or, for very open economies, the NPV of
public debt to government revenue exceeds 250 percent.””

Baseline Scenario

12.  Under the baseline scenario, the external debt-to-GDP ratio declines gradually
through the forecast horizon. The debt ratio rises modestly in 2002 to 63 percent of GDP
and then declines by 12 percentage points of GDP over the forecast horizon through 2007
(Table TI1.2). With the exception of 2002, the decline is driven by a fall in net debt creating
external flows, which more than offsets any increase in gross foreign assets, In 2002, the
increase in the debt ratio is primarily the counterpart of the large accumulation of
international reserves by the central bank and the reconstitution of commercial banks’ net
foreign assets. This build up of foreign assets is primarily supported by official capital
inflows (albeit on concessional terms), which outweigh the impact of higher growth, a
recovery in foreign direct and portfolio investment, relatively low interest rates on external
debt, and favorable projected impact of changes in the U.S. dollar value of the GDP deflator

' A survey of the empirical work is provided in Appendix I of “*Assessing Sustainability,”
SM/02/166. Specifically, the conditional probability of a debt crisis or correction rises to
15-20 percent for countries where the debt ratio is above 40 percent of GDP, from

2-5 percent where the ratio is below. Moreover, it is worth noting that the debt ratios that can
be supported before a crisis occurs are likely to be higher the greater the export to GDP ratio;
this ratio is over 30 percent for Sri Lanka, suggesting the 40 percent threshold may be
conservative.

%0 Recent empirical work using a large panel data set for 93 developing countries over
1969-98 finds that the average impact of debt on growth becomes negative at close to the
150 percent of exports threshold set under the HIPC Initiative (see Patillo et.al., 2002).
Moreover, this work indicates that debt levels beyond 35-40 percent of GDP (measured in
either nominal or NPV terms) may be detrimental to growth.
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on the debt ratio. From 2002 onwards, however, there is a significant and continuous decline
in the external debt ratio that averages about 2 percentage points each year. While continued
reserve accumulation over the medium term contributes to debt accumulation, albeit at a
slower pace, the decline in the external debt-to-GDP ratio is primarily being driven by lower
net debt creating inflows. This is despite a current account deficit (net of interest) of around
1 percent of GDP throughout the projection period. The key variable driving this reduction is
the growth rate, and to a lesser extent continued high foreign direct and portfolio investment
and the impact of the exchange rate (and domestic prices) on dollar GDP.

13. This decomposition of the external debt dynamics highlights the crucial role of
higher growth and FDI for both a continuous decline in the debt ratio and securing a
more comfortable reserves cushion. In turn, this growth clearly depends on the returns on
foreign borrowing and FDI. In this regard, it is imperative that the government implement its
reform agenda to increase the marginal efficiency of investment and total factor productivity
more generally, and for donors to align their assistance behind these reforms.?! This requires
liberalizing product and factor markets where extensive regulations misallocate resources by
distorting economic incentives, and a major reduction and reorientation of the role of the
public sector. Macroeconomic stability also needs to be secured—indeed, this is inextricably
related to the excessive role of the state in the economy, resulting in large fiscal deficits that
reflect large public claims on output.

Sensitivity Analysis

14.  If the new policy agenda is not implemented vigorously, debt ratios could rise
well into unsustainable territory. The baseline can be compared with various shocks (see
Figure I11.1).* The implications of the status quo are illustrated by comparing the difference
between the baseline with simulations based on historical values of the key variables (Stress
Test 1). Under these assumptions, the debt ratio increases steadily from 2001 to 69 percent of
GDP by 2007, or 17 percentage points of GDP above the baseline. The main factors are the
higher current account deficit and the lower growth rate. More specifically, the baseline
assumes growth will average 5.8 percent or about 1 percentage point above the historical

2! The baseline scenario builds in such improvements in the efficiency of investment with the
incremental capital output ratio (ICOR) declining from 6.6 to 4.5 between 2002 and 2007.

22 These shocks are applied as (i) temporary deviations from the baseline, (ii) with all other
variables unchanged, (iii) without feedback effects, and (iv) with magnitudes based on
historical standard deviations over the past ten years. A key assumption in the framework is
that the level of asset accumulation is invariant to the shock—mneither the authorities nor the
banking system varies its build up of reserves or borrowing in response to the shock, but
undertakes the necessary adjustment in macroeconomic policies to return to the baseline
path. This may be unrealistic, but serves to highlight the debt implications of securing a
“comfortable” level of foreign assets in the presence of shocks.
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average. As for the current account, the baseline assumes that the deficit will be

1-1%: percentage points lower than the average of the past ten years, driven primarily by an
improved trade deficit. The stress test makes explicit the assumptions underlying the
baseline, hlghhghtmg the urgency of Figure TL.1. Sri Lanka: External Debt Sustainability

increasing growth—through 100 i
openness, good governance,
investing in and rewarding human
capital, and building sound
institutions—if the poverty reduction
goals in the PRSP are to be realized.
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15.  Other stress tests highlight that the sensitivity of Sri Lanka’s external debt
dynamics to macroeconomic shocks is closely related to the type of shock. The interest
rate shock (Stress Test 2) would have relatively little impact, raising the external debt-to-
GDP ratio by only 1 percentage point of GDP, due to the low historical volatility and level of
interest rates. A large shock to the growth rate in 2002 and 2003 (Stress Test 3) that resulted
in no growth in those years would see the debt ratio increase to 66 percent by 2003—some
10 percentage points above the baseline—but the resumption of high growth through the rest
of the projection period would prevent an explosion of the external debt-to-GDP ratio. A
large deterioration in the current account deficit in 2002 and 2003 to 7% percent of GDP
(Stress Test 5, with the noninterest current account deficit at § percent of GDP) would force
the debt levels to 71 percent in 2003, only returning to 2001 levels by 2006. If Sri Lanka
experienced a combination of growth, interest rate, current account and exchange rate
shocks—perhaps reflecting a breakdown in peace talks, stalling of structural reform, and
downturn in the global economy—debt ratios would be between 10-13 percentage points
above the baseline (Stress Test 6). A large real exchange rate depreciation, such as a

30 percent GDP deflator shock, which might follow a major escalation of the civil conflict
and large scale reversal of the reform momentum, would translate into an explosive increase
in the debt ratio in 2002 (to 90 percent of GDP}, with this remaining over 20 percentage:
points of GDP above the baseline scenario five years later (Stress Test 7).

D. Concessionality

16.  In addition to analyzing the debt dynamics, assessment of the level of the debt
ratio can be meaningful for low income countries once allowance is made for the
concessionality of the debt. To this end, a simple estimation was undertaken to determine
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the NPV of the total and public and publicly guaranteed external debt, and how this is
projected to evolve over the medium term under the baseline scenario. Although actual
repayment profiles are used for the three largest creditors—Japan, IDA and the AsDB—these
estimates should be interpreted with caution since they are based on aggregate debt stocks by
groups of creditors (as opposed to a loan by loan decomposition, with loan specific terms
applied), and stylized assumptions on the terms of new borrowing.” The results are
summarized in Table I11.3.

17.  Even after the concessionality of the external debt is taken into account, Sri
Lanka’s debt sustainability depends on an aggressive modernization of the economy.
Results from the NPV calculations indicate a total debt-to-GDP ratio of around 50 percent, or
11 percentage points of GDP below the nominal debt ratio, implying a grant element of
around 20 percent. For publicly and publicly guaranteed debt, the ratio is 39 percent of
GDP.* Under the baseline scenario, the NPV public external debt ratio declines steadily
through the projection period to 34 percent by 2006, reflecting the strong growth assumed
over the medium term. At the same time, however, the NPV public external debt to exports
ratio increases from 100 percent in 2001 to 127 percent by 2006. In part this reflects the
gradual decline in the exports to GDP ratio into the medium term due to the slowdown in
export volumes of textiles and clothing. It is also being driven by the significant increase
(almost 30 percent) in the NPV of public debt over the projection period, entirely reflecting
the rapid accumulation of new (mainly public) external debt.” While the ratios to GDP and
exports remain well below the averages for HIPCs, the fiscal burden of external debt is

? Key assumptions underlying the NPV analysis are: (i) use of actual projected debt service
through 2010 for Japan, IDA, and the AsDB and average maturity and interest rates to
calculate the debt service profile thereafter (these creditors account for 2/3 of total public
debt); (ii) other bilateral and multilateral debt has a 5 year grace and twenty year maturity;
(iii) publicly guaranteed debt is on IDA terms and has the same remaining maturity as IDA;
(iv) private debt is repayable over 4 years; (v) public commercial debt, banking sector
liabilities (whose maturity is typically less than one year) and short term debt are all at
market rates and their NPV is equivalent to their nominal value; (vi) all new central
government borrowing and 80 percent of gapfill financing is on IDA terms; and (vii) the
OECD’s average six month currency specific commercial interest reference rates (CIRRs) for
the last semester of 2001 are used as the discount rates, as per HIPC Initiative methodology.

24 The NPV and grant element projections are highly sensitive to the discount rate applied.
For example, the NPV of Japan’s claims is higher than its nominal value since the average
interest rate on the debt exceeds the CIRR of the yen, which was close to historically low
levels at end-2001 (less than 1.5 percent).

% The NPV of existing public debt would fall by $1.3 billion between 2001 and 2006.
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notable in that ratios to central government revenues are initially in the unsustainable range
under the HIPC Initiative, although they decline rapidly thereafter. *°

E. Conclusions
18.  The analysis of external debt sustainability suggests the following conclusions:

o First, Sri Lanka’s external debt dynamics are favorable under the baseline scenario
and external debt ratios (based on nominal debt stocks) move toward sustainability
when structural reform efforts are reinvigorated and macroeconomic stability is
maintained. However, the sensitivity analysis shows clearly how dependent this outcome
is on attaining higher growth rates than the recent past and the implications of failing to
adjust to the type of shocks to which St Lanka is vulnerable.

s Second, although most public debt is on concessional terms, the grant element in the
debt stock is not particularly high (given low international interest rates). Over the
medium term, the debt ratios (in present value terms) border levels that empirical work
has identified as canse for concern. This is primarily on account of the large volume of
new borrowing, even if assumed to be on concessional terms.

+ Finally, the policy implications of these conclusions highlight the critical importance
of accelerating structural reforms that support innovation and diversification of the
export base, of fiscal consolidation and of a prudent debt management strategy.
Contracting of non concessional debt should be strictly limited and grant financing of the
PRSP sought as far as possible. Establishing the conditions that encourage non debt
creating inflows is imperative.

?® The simple average of the total NPV of public and publicly guaranteed debt for a group of
24 HIPCs that had reached their decision point by February 2002 was 60 percent for NPV
debt-to-GDP, 290 percent for debt to exports and 278 percent for NPV of debt to revenues.
These ratios are after the full application of traditional debt relief mechanisms but before
HIPC relief. '
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Table I1I.1. External Debt Outstanding, 19902001

{In millions of U.S. dollars)

19%0 1993 1995 1997 1999 2000 2001
Total medium and long term 4,786 6,301 17,356 7,286 8,355 8,269 7,800
Government 4,312 5,652 6,637 6,346 7,125 6,963 6,808
Concessional 3,887 5,290 6,237 5,915 6,910 6,660 6,375
Multateral 1,387 2,194 2,662 2,820 3,156 3,027 3,104
Of which: IDA g18 1,220 1,464 1,509 1,650 1,555 1,576
AsDB 495 901 1,124 1,243 1,444 1,406 1,461
Bilateral 2,501 3,095 3,575 3,095 3,754 3,633 3,271
Of which : Japan 925 1.452 1,879 1,611 2,286 2,159 1,987
Commercial 418 308 400 431 215 303 433
Public corporations and private secior 1/ 330 468 640 670 544 1,028 744
Other public corporations and private sector 2/ 144 181 279 270 286 278 24§
Short-term debt 3/ 481 338 342 478 475 575 557
MF 390 517 596 433 258 161 200
Total debt {excl. banking sector liabs.} 5,657 7,156 8,694 8,197 6,088 9,005 8,566
Banking Sector Liabilities 859 941 1,078 1,202 885 1,076 1,119
Total debt (incl. banking sector liabs.} 6,516 8,097 9,772 9,399 5973 10,081 9,683
Memorandum items:

Total medium- and long-term debt 4/ 5,176 6,818 8,152 7,719 8,613 8,430 8,009
Total public and publicly guaranteed debt 4/ 5032 6,637 7,873 7,449 8,327 8,152 7,761

Total external debt 3/
(In percent of GDP) 81 78 75 62 63 61 62

(In percent of exports of goods and

nonfactor services) 270 232 21 170 179 136 159
Debt service ratio 158 14.3 16.5 13.3 15.2 14.7 13.3

Source: Data provided by the Sri Lankan authorities.

1/ With government guarantee,
2/ Without govemment guarantee.

3/ Tncludes acceptance credits of Ceylon Petroleum Corporation, trade credits and short-term borrawings from FCBUs.

Excludes nonresident foreign currency deposits.
4/ Including use of Fund credit.
5/ Includes banking sector liabilities,
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Table I1.2. External Debt Sustainability Framework

Actual Projecdons
2001 2002 2003 2004 2005 2006 2007
I. Baseline Medium-Term Projections
1 External debt/exports of G&S 159.1 1709 1627 1555 1520 1497 1463
2 External debt/GDP 61.8 62,7 60.7 58.2 55.4 53.3 512
3 Change in external debt/GDP (4+135) 1.0 0.9 2.0 2.5 2.8 -2.1 221
4 Net debt-creating external flows/GDP {5+6+9) 5.5 -2.1 3.4 4.1 -4.0 -3.6 -3.3
5 Cument account deficit, excluding interest payments/GDP 0.7 0.9 1.0 0.9 1.1 1.2 13
6  Minus net non-debi creating capital inflows/GDP (~7-8) -0.5 -1.6 -1.5 -1.6 -1.6 -1.6 -1.5
7 Net foreign direct investment, equity/GDP 0.3 1.4 1.2 12 1.2 1.2 1.1
8 Net portfolio investment,equity/GEP -0.1 0.2 0.4 0.4 0.4 0.4 0.4
9 (r-g-{ptEp){1+g+p+gpidebt/GDP (11/10) 52 -1.4 -2.9 3.4 -3.5 -3.2 231
10 Adjustment factor: 1+g+p+gp 0.9 1.0 1.1 1.1 Il 1.1 1.1
11 {r-g-(pHgn))deb/GDP {12+13+14) 49 -1.4 3.1 -3.7 -3.8 -35 -3.4
iz  (interest rate) times debt/GDP 15 1.6 1.5 1.6 1.5 1.4 13
13 minus g (real GDP growth rate) times debt/GDP 0.9 2.3 -3.4 -6 -3.8 3.6 -3.5
14 minus { + gp) {0 = U.8. dollar value of GDP deflator, 2.5 -0.7 1.2 «1.6 -1.5 -1.3 -1.2
growth rate} times debt/GDP
15 Residual, incl. change in gross foreign assets/GDP (3-4) -4.5 a0 14 1.6 12 1.5 .1
Memorandwn items: Key macro and external assumptions
Nominal GDP (in billions of U.S. dellars) 15.7 16.4 17.6 19.2 209 22.8 248
Real GDP growth (in percent per year) -1.4 37 5.5 6.0 8.5 6.5 6.5
Nominal GDP deflator {in 1.8, dollars, change in percent per year) -4.2 1.1 1.8 2.5 24 22 22
External interest rate (percent per year) 25 25 24 2.6 2.6 26 24
Growth of exports of G&S (U.S. dollar terms, in percent per year) -6.0 -1.0 9.1 9.0 0.3 63 6%
Growth of imports of G&S (U5, dellar terms, in percent per year) ~13.4 0.9 8.8 8.5 6.8 6.6 6.9
II. Sensitivity Analysis for External Debt-to-GDP Ratio
1. If interest rate, real GDP growth rate, US$ GDP deflator growth,
non-interest current accouat, and non-debt flows (in percent of GDP)
are at avetage of past 10 years 64.4 65.3 66.4 67.1 68.0 63.6
2. 1f interest rae in 2002 and 2003 is average plus two standard deviations,
others at baseline 63.3 62.0 59.4 56.5 544 52.2
3. If reat GDP growth rate ln 2002 and 2003 is average minus two standard
deviations, others at baseline 5.0 66.3 63.5 60.4 58.0 55.6
4, If US$ GDP deflator in 2002 is average minus two standard
deviations, others at baseline 67.5 65.3 62.6 59.5 57.2 54.8
5. If non-interest current account (in percent of GDP) in 2002
and 2003 is average minus two standard deviations, others at baseline 679 76.7 67.7 64,3 61.7 59.1
6. Combination of 2-5 using one standard deviation shocks 69.3 73.5 70.3 66.8 64.0 613
7. One time 30% depreciation in year 2002 (-30% GDP deflator shock), 89.6 86.3 82.4 782 T4.7 71.3
others at baseline,
Memorandum items:
Current account deficit, excluding interest payments (percent of 2.5 2.5 25 25 2.3 2.5
GDP, average of past 10 years)
Current account deficit, excluding interest payments {percent of 1.3 1.8 1.8 1.8 1.8 1.8
GDF, standard deviation of past 10 years)
Nel non-debt creating capital inflows {percent of GDP, average 13 13 13 13 1.3 13
of past 10 years)
Interest rate (average of past 10 years) 3.1 31/ 31 31 3l 31
Interest rate (standard deviation of past 10 years) 0.3 0.3 0.3 03 03 03
Real GDP growth rate {average of past 10 vears} 4.6 4.6 4.6 4.6 4.6 4.6
Real GDP growth rate (standard deviation of past 10 years) 24 2.4 24 2.4 24 24
GDP deflator, U.S. dollar terms (average of past 10 years) 1.1 11 1.1 1.1 1.1 1.1
GDP deflacor, U.S. dollar terms (standard deviation of past 1 years) 3.2 38 38 3.8 3.8 3B

Source: Data provided by the Sri Lankan authorities and staff projections.
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Table IIL.3. Net Present Value of External Debt

200 2002 2603 2004 2005 2006

(In billions of U.S. dollars)
Stocks

Nomina] Debt

Totai external debt 9.7 10.3 10.7 11.2 11.6 12.1
Total external debt {gxcluding banking liabilities) B4 0.0 9.3 9.7 101 10.3
Total public and publicly guaranteed external debt 1/ 8.3 8.7 8.9 a1 9.4 9.7

Net Present Value

Total external debt 2/ 79 84 83 9.3 9.9 10.4
Tora! external debt {excluding beaking liabilities) 6.8 7.2 7.6 8.1 8.7 2.3
Total public and publicly guaranteed external debt 1/ 6.0 6.4 6.7 1.0 7.4 1.7
(In percent}
Ratios
To GDP
Total nominal external debt 62 63 61 58 55 53
Total nominal public and publicly guaranieed 53 53 50 47 45 42
external debt 1/
Total NPY of external debt 31 51 50 48 47 46
Total NPY public and publicly guaranteed external debt 1/ 39 39 38 36 35 34
To Exports 3/
Total nominal external debt 160 170 177 184 192 201
Toetal nominal public and publicly guaranteed extemal debt 1/ 138 144 146 130 155 160
Total NPV of extarnal debt 131 138 145 153 163 172
Tatal NPV public and publicly guaranteed external debt 1/ 100 106 14 115 123 127

To Central Government Revenues 4/

Total nominal public and publicly guaranteed external debt 1/ 391 346 258 275 254 240
Total NPY public and publicly guaranteed external debt 1/ 336 292 247 224 206 191

(In billions of U.S. dotlars)

Memorandum items; .
Exports of Goods and Services 6.1 60 6.6 7.2 1.6 8.1
Exports of Goods and Services (3 year moving average) 6.0 6.2 6.2 6.6 7.1 1.6
GDP 157 16.4 17.6 19.2 20,9 22.8
Central Government Revenue 26 2.9 33 3.7 4.0 4.4
Centraf Government Revenue (at base year exchange rate) 4/ 25 3.0 36 4.0 4.6 5.1
Grant element of public and publicly guaranteed external debt (in percent’ 27 26 24 23 21 20

1/ Includes IMF debt.

2/ Includes new disbursements on existing and new debt.
3/ Uses the three year moving average of exports of goods and services ending in the current year.
4f Uses central govemment revenue excluding grants converted at end-2001 exchange rates.
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IV. EXTERNAL CURRENT ACCOUNT SUSTAINABILITYZ
A, Introduction

1. As a prior action for the approval of the stand-by arrangement (SBA), the
Central Bank of Sri Lanka (CBSL) floated the rupee on January 23, 2001. The move to
the floating exchange rate regime was preceded by a period of high interest rates low
reserves, large import bills and an exchange rate level and regime (crawling band) that was
no longer credible.

2. Despite the adoption of a flexible exchange rate regime and the subsequent
monetary easing, the exchange rate remained broadly stable during most of the year.
Specifically, during 2001 the reverse repo rate was reduced by 900 basis points, thus
dwarfing the reduction in both the U.S. federal funds rate and neighboring countries’ rates
for the same period. Notwithstanding the monetary easing and the elimination of the
exchange market regulations that were imposed soon after the float, the rupee showed
remarkable stability and remained at Rs 90/US$ during most part of 2001

3. Against this background, the principal objective of this chapter is to assess the
sustainability of the external current account balance (both historically and looking
forward) given the level of the real exchange rate. The chapter is organized as follows.
Section B summarizes the background prior to the float in January 2001. Section C provides
a brief summary of the empirical methodology used to judge the consistency of the external
current account and the real exchange rate-—the macroeconomics balance approach, which
uses the saving-investment balance method. Section D presents the estimated equilibrium
savings-investment balance equation, its extension to both equilibrium real exchange rate
analysis and an analysis of external current account sustainability over the medium term.
Section E summarizes the findings and the policy implications of the results,

B. Background

4. Serious macroeconomic imbalances began to emerge in late 1999, and by
late 2000 Sri Lanka was on the verge of a foreign exchange crisis. Whereas GDP growth
was buoyant, external reserves fell to vulnerable levels, and inflation picked up.

. Real GDP grew at 6—6%2 percent between mid-1999 and the third quarter
of 2000, boosted by strong exports, but growth eased in the fourth quarter as
poor monsoons affected agricultural output and high interest rates dampened
domestic demand.

%7 Prepared by Lamin Leigh (APD).

% At meetings with bankers during various missions, a few argued that the rupee was
somewhat “overvalued” and artificially held up by the CBSL’s foreign exchange regulations.
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) The rupee was allowed to depreciate by progressively widening the exchange
rate band (to +/-5 percent in early January 2001). Due to political concerns in the
run up 1o the parliamentary elections in December 2000, the required policy
adjustments were delayed, resulting in accelerated market pressures on the rupee.

) In response to these pressures, the CBSL raised domestic interest rates sharply
and intervened heavily in the foreign exchange market to defend the rupee.” By
late 2000, Sri Lanka had low reserves, large import bills due, and an exchange rate
level and regime (a crawling band) that was no longer credible.

o Inflation rose sharply to 11 percent (on a 12-month basis) by December 2000,
reflecting largely the depreciation of the rupee and increased administered prices.

5. Against this background, the authorities made a fundamental shift in exchange
rate policy on January 23 2601, moving to a floating exchange rate regime. Initially, to
support the float, monetary conditions were kept tight during the first quarter of 2001 with
high real interest rates (about 9 percent) and some temporary foreign exchange regulations
were put in place to curb speculative activities. After some initial volatility, the exchange
rate stabilized at about Rs 90/US$ with no significant premium in the parallel market. The
imposition of foreign exchange regulations raised concerns about the true commitment of the
authorities to the flexible exchange rate regime. However, most of these regulations were
removed by end-August 2001, Moreover, from April 2001, interest rates were progressively
reduced—by end-2001 the reverse repo rate was 9 percent below its peak level of 23 percent
in January, 2001.%° Notwithstanding these policy changes, the exchange rate remained
generally stable during most of the year.

6. Subsequent developments in the foreign exchange market, however, did not
suggest a clear pattern of whether the rupee was overvalued. The CBSL purchased about
$90 million in August 2001 alone with no pressure on the exchange rate and despite the
significant reduction in policy rates. Moreover, a rising parallel market premium combined
with foreign exchange rationing are classic symptoms of an overvalued exchange rate, but
during most of 2001, parallel market rates in Sri Lanka were in fact slightly more appreciated
than the official rate.

7. Developments in the overall net foreign assets position of the country were also
not conclusive. Although the SBA program’s NIR targets for the monetary anthorities were

29 During the second half of 2000, official reserves (excluding Asian Clearing Account
balances) dropped by more than $600 million.

*® During policy discussions the authorities argued that drastic reduction in policy rates was
aimed at bolstering economic activity given the marked slowdown of the economy in 2001—
at end-2001, GDP contracted by about 1% percent.
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met, NFA of the banking system as whole was about Rs 55 billion lower than programmed at
end-December 2001 which suggests that the build-up of the monetary authorities’ NFA was
at the cost the large decline of the NFA of the commercial banks (which became significantly

negative by end-2001).

8. In summary, the basic
behavioral pattern of the foreign
exchange market and key
macroeconomic indicators did not
suggest that the rupee was
overvalued in the short run. At the
same time, the remarkable stability

130

Figure IV.1, Real Effective Exchange Rate, 1990-2002
(January 1997 = 100)

120

110

109

Jio0

of the rupee raised concerns about
the consistency of the real exchange
rate with medium-term external
sustainability.” These developments
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account deficit.
C. Empirical Methodology

9. The literature on equilibrium real exchange rates is vast and this partly reflects
the considerable difficulties in estimating equilibrium real exchange rates (ERER).*
These models aim at determining the level of the real exchange rate that is consistent with
both external equilibrium (sustainable current account) and internal equilibrium (in terms of
goods and labor market).

10.  In this chapter, we use the macroeconomic balance approach to assess the
overall consistency of the external current account and the real exchange rate.”” The
macroeconomic balance approach makes quantitative assessments of exchange rates that are
consistent with “appropriate” current account positions (external balance) when economies

3! We should note that the absence of overvaluation in the short-run does not preclude
medium-term misalignment,

32 An excellent survey of the literature is available in Chapter 1 of Williamson ed (1994).

** We used this methodology given the limitations of the purchasing power parity (PPP)
hypothesis and the difficulties of interpreting meaningful single-equation or systems of
reduced-form models for Sri Lanka. For instance, the assumption of the constancy of the
ERER is a basic flaw of the PPP approach, while single-equation reduced reform
specifications do not yield explicit estimates of equilibrium current account positions.
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are operating at potential output (internal balance). In operational terms, it essentially
involves two broad steps which can be readily applied on the Sri Lankan data. First, the
measures of equilibrium savings-investment balances are derived from a model-based
savings-investment estimated equation, based on the econometric estimates of the
relationship between the saving-investment balance and a set of medium-term
macroeconomic determinants. Second, the actual savings-investment balance is compared
with this equilibrium model-based norm. The difference between the actual current account
and the norm is then used to calculate the degree of exchange rate misalignment (Isard and
Mussa, 1998).

D. Application of the Macroeconomic Balance Approach on Sri Lanka

11.  This section presents the application of the macroeconomic balance approach to
the Sri Lanka data.** The first step is to estimate a basic current account (savings-
investment=S-I} balance equation as specified in equation 1 below,

(Current Account = S - I) = ¢y + 0 (MACROFUNDAMENTALS); + pis (1)

where MACROFUNDAMENTALS are the determinants of the medium-term savings and
investment (current account) balance. Specifically,

* Fiscal policy will affect national saving through changes in public saving unless full
Ricardian equivalence holds.* Fiscal policy may also affect investment through real
interest rates and its impact on business confidence.

s Demographic factors affect private saving if, as the life cycle hypothesis suggests, older
people save less. If @ country has a relatively low dependency ratio, it would be expected
to have a higher private saving rate than one with higher dependency ratio. The
dependency ratio may also affect public saving through its impact on the fiscal accounts.
To the extent that capital-labor ratios are affected by the number of available workers,
demographics may also affect investment.

» Terms of trade volatility may indace countries to save more as a buffer against the
variability of their income. Systematic changes in terms of trade volatility could affect
savings and the current account balance.

3* Based on the Chinn and Prasad (2000) data set, extended to end-2001.

3% Ricardian equivalence implies that fiscal deficits have no effect on aggregate saving or
investment and, through the S-I identity, on the external current account.
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» Countries with a greater degree of openness to international trade may be able to finance
larger current account deficits, as more open economies can have a greater capacity to
generate earnings through exports, and hence be better able to service their external debt.

o Financial deepening can induce greater saving by providing a vehicle for the
accumulation of surplus funds, and thus be positively correlated with the current account
balance.

12.  The estimated regression equation for the “equilibrium’ savings-investment
(current account) balance for Sri Lanka appears in Table IV.1. The estimated equation
suggests that the larger public sector deficit was the most significant contributor to the larger
current account deficit in Sri Lanka. Large fiscal imbalances, averaging more than 9 percent
of GDP during the period 1980-2001, led to prolonged periods of public dissaving. This is
consistent with the point made in Chapter II that in recent years fiscal policy led to a rising
debt-GDP ratio.*® Other variables such as demographic factors and terms of trade volatility
did not seem to have significantly affected the estimated equilibrium savings-investment
balance. Specifically, the relatively low and

declining dependency ratio did not have a {Ta percent of GDP)_
significant impact on the extemnal current °f A e 7kl Based T
account via its impact on private savings. ! i
Moreover, Sri Lanka’s relatively low level of bl
financial development and openness to trade
do not seem to have been major factors
driving the external current account balance.

-

Figure IV.2. Savings-Investinent Balance, 1071-2001 7

13.  Figure IV.2 shows the plot of the oo I e 0 15 w0
actual underlying savings-investment

balance, the estimated equilibrium savings- | **T ™ e 1v.2 soviogs Tovesimen Baancs, 20022006 |
investment balance, and the deviation of the | . {In perceat of GOF)

actual savings-investment balance from the 2307 [+
norm. The estimated model tracks well the

actual savings-investment balance. It also 2551 s
shows that during the period 1995-1998 the Sulfs oo pojcions

actual savings-investment balance was below 2801 26
its estimnated equilibrium level. However, the )
disequilibrium emerged in 1999 and widened B T

* However, one caveat here is that despite the fiscal deficit rising from about 10 percent
in 2000 to about 11 percent in 2001, the overall savings-investment balance improved

in 2001. This is Iargely related to the decling in private sector investment {(due to the
combination of the economic contraction and the impact of the adjustment policies), which
more than compensated the public sector dissaving.
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in 2000. By end-2000, the savings-investment balance was 1%z percent larger than the
equilibrium savings-investment balance. Further analysis shows that this yielded a real
exchange rate misalignment of about 8 percent at end-2000. However, the results also show
that by end-2001, the external current account imbalance had been eliminated.

14.  Moving to a forward looking analysis, we used our estimated equilibrium model
to generate medium-term forecasts for the savings-investment balance through 2006
based on a policy adjustment scenario. The
results from our ex ante forecasts (Figure I'V.3) O Bigare 1.4, Savings Lovesrment Fatmaee, 20022005 |
show that with policy adjustments (in particular "o, Umpercentof GOP)

fiscal consolidation), the savings-investment 2

balance would stay on a sustainable path that is g b
broadly consistent with the baseline medium- i fieftscale)
term projections.”” Further sensitivity analysis
was conducted by employing a VAR and ]
generating selected impulse response functions
from the basic model. The results show that M o e s s
fiscal shocks (with a shock dying out after four

years) have a significant impact on the savings-investment balance (Figure 1V.4). Thus, any
radical departure from the fiscal stance assumed in the baseline scenario would pose a risk to
medium-term external current account sustainability,

. Model-based
*e,, {right scale}

E. Conclusions

15. Sri Lanka’s experience with the flexible exchange rate system has been generally
favorable. The current account deficit balance has narrowed and the overall external position
has strengthened considerably. However, the general stability of the rupee since the adoption
of a floating exchange rate regime has raised questions about the overall consistency of the
real exchange rate with medium-term external sustainability.

16.  This paper has attempted to provide an analytic basis for external current
account sustainability using both backward and forward looking analysis. Using the
macroeconomic balance approach, this paper finds that during the period 1999-2000, the
actual savings-investment balance was out of line with the estimated equilibrium savings-
investment balance, reflecting the large public sector deficit. However, by end-2001 the
imbalance had been eliminated. Extending the savings-investment balance analysis to

¥ While this suggest that the estimated equilibrium savings-investment balance equation is
reasonably robust, we should note that medium-term forecasts of the external current account
balance that are based on an estimated regression equation have their own limitations. For a
start, they assume that the established historical relationship would remain stable and
continue over the medium term. Furthermore the analysis here assumes a sustainable level of
capital inflows.
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equilibrium real exchange rate analysis, shows that the real exchange rate was overvalued
during 1999-2000, compared with the estimated equilibrium values. A forward looking
analysis shows that, if adjustent measures continue, the external current account deficit
would stay on a sustainable path. However, any radical departures from the fiscal stance
assumed in the baseline would pose a risk to medium-term external sustainability.

17.  The empirical methods and the results presented in this chapter have
limitations. First, an analysis of current account sustainability that is partly based on an
estimated equilibrium relationship implicitly assumes that the established historical
relationship would remain stable and continue over the mediurm term. Moreover, a

sustainable level of current account deficit for the medium-term would also depend on the
sustainable level of capital inflows.
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Table IV.1. The Estimated Current Account = S — I Equation V¥

(Sample period: 1971-2001)

Variable Model Coefficient Estimates T-ratios
Constant -0.256 -1.245
Govt. budget balance/GDP 0.846 3.747
Relative income (to the U.S.) -3.717 -1.618
Relative income squared 22.74 1.918
Young dependency ratio -0.151 -0.660
Old dependency ratio -3.888 -1.341
Standard deviation of Terms

Of Trade/100 0.023 1.610
Openness ratio -0.069 -0.498
M2/GDP ‘ 0.103 . 0.564
Diagnostics statistics

R-squared 0.692

Normality- ¥*(2) 0.845

Autocorrelation- F(2, 20) 1.880

Heteroscedasticity- F(1, 20) 0.104

RESET -F(1,21) 6.969

Y The savings-investment balance is specified in percent of GDP.

*Initially, all the variables were tested for stationarity and the results of both the augmented
Dickey-Fuller and Phillips-Perone tests indicate that the variables are either I(0) - stationary
or borderline 1(0)/I(1) series. The results of the regression analysis presented here are broadly
consistent with a co-integrated long-run solution for these variables.
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V. TAX POLICY DEVELOPMENTS, 2002

1. The government embarked on a major reform of tax policy in 2002, aimed at
making the tax system simpler and more transparent. Prior to this, the tax system was
becoming increasingly complex: the authorities yielded persistently to pressure for
exemptions and resorted to ad hoc initiatives, an ever narrower tax base, and an array of
different taxes, often on the same transaction. Consequently, tax administration became
increasingly difficult. These developments led the revenue-GDP ratio to decline by

4 percentage points between 1995-2001. The new government recognized that urgent tax
reform was needed. Most of the reforms announced in the budget (March 22, 2002) are
consistent with the recommendations of a November 2001 FAD technical assistance report.

A. Value Added Tax

2. Before the recent reform, Sri Lanka operated parallel taxes on goods and
services. The Goods and Services Tax (GST), was a tax on value added. Its single rate was
12} percent, although its efficiency was hampered by wide-ranging exemptions. The
National Security Levy (NSL) was a cascading turnover tax, with a 6% percent rate including
a 25 percent markup for imports. It had a wide base with few exemptions.

3. The government announced that these two taxes would be eliminated, and
replaced by a dual rate VAT. There would be two rates: 20 percent and 10 percent, with the
lower rate designed to cover those goods and services which had been subject to NSL, but
exempt from GST. This category includes peiroleum products, electricity exceeding 30 kwh,
fertilizer, water, and most basic foodstuffs (including coconut poonac, tea, spices, eggs,
coconut 0il, potatoes, onions, chilies, lentils, powdered and condensed milk, dried fish,
Maldives fish, and sugar).” The exempt category would still include a number of basic food
items—unprocessed agricultural goods, unprocessed farm or poultry products, desiccated
coconuts, rice, rice flour, wheat, wheat flour, bread, liquid milk, and infants milk powder—as
well as crude petroleum, kerosene, financial services, public transportation, electricity below
30 kwh, gems, health services, and medical equiprnent.4° The budget speech also announced

38 Prepared by Anthony Annett (FAD),

** Other items taxed at 10 percent include: hotels and restaurants; construction contractors;
travel agents; film production and importation; education services; magazine and journals;
pharmaceutical products; ayurvedic, unani, or homeopathic preparations; rubber; vegetable
seeds and planting materials; motor coaches; agricultural tractors; agricultural machinery;
photovoltaic and solar batteries; industrial machinery; and foreign employment bureau.

“ Other exempt goods and services include: books; postage stamps; public library services;

excursion tours and taxi services,; leasing of motor coaches; diplomatic missions; duty free

shops; services consumed outside Sri Lanka; residential accommodation; goods and services
(continued...)
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the intention of the authorities to extend the VAT to the retail sector in 2003, Based on a
June 1 introduction, the authorities anticipated a small (Rs 3.5 billion) revenue gain from
replacing with GST and NSL with the VAT, The aim of the reform was not to raise
significantly more revenue, but to simplify the tax system and broaden the VAT base.

4. The VAT was not introduced as planned on June 1, 2002. The authorities decided
to wait until July, so as not to burden taxpayers and the tax administration with both GST and
VAT quarterly returns. The introduction was postponed further, as a consumer group issued
a court challenge to the new tax. After minor modifications to the law, the VAT was
introduced on August 1. The two month delayed led to an estimated revenue loss of

Rs 1 billion.

5. The authorities also made some changes to the schedules. A number of goods—
eggs; pharmaceutical products; spices; bunker and aviation fuel; and agricultural tractors and
equipment—were removed from the 10 percent schedule to the exempt schedule. Another
group of goods had their rate lowered from 20 percent to 10 percent; these include motor
bikes and bicycles, poultry feed and prawn feed, unprocessed meat and chicken; CFL and
solar batteries; professions and vacations; leasing; goods transport; LP gas; and agricultural
tractors and equipment. The estimated loss from these additional changes is Rs 0.8 billion.

B. Individual Income Tax

6. The budget introduced a rumber of reforms aimed at simplifying the personal
income tax system. The personal income tax bands were reduced from 4 to 3; the two
middle bands of 15 percent and 25 percent were merged into a 20 percent band, while the
upper and lower bands remain unchanged at 35 percent and 10 percent respectively. The tax
exemption threshold was raised from Rs 144,000 to Rs 240,000. The tax threshold for
retirement benefits was also raised; from Rs 500,000 to Rs 1,000,000. However, the
government opted pot to extend income taxation to civil servants, but left the option open
for 2003. The medium-term strategy is to eliminate the top band and reduce the top personal
tax rate to 20 percent by 2004. The Save the Nation Contribution, an income tax surcharge,
was eliminated prior to the budget by the previous government, toward the end of 2001.

7. A number of other changes were made. For individuals, the 10 percent tax on
interest earnings was made a final withholding tax. Similarly, individuals’ dividend income

provided beyond immigration point; burials and cremations; free meals provided to =
employees; personal baggage under Customs Ordinance; duty free reimportation; ex-bond
clearance of ships stores; project related imports by GST exempt BOI companies for 2 years;
artificial limbs; import of donated goods by approved organizations; infants milk powder;
temporary import of plant and machinery for a period not exceeding 12 months; ships,
aircraft, and helicopters; nonbusiness imports less than Rs 10,000; and supply of services by
an agent or freight forwarder for payment in foreign currency.
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became subject to a 10 percent final withholding tax. A 10 percent withholding tax was also
introduced on nonresidential rent above Rs 500,000 per year.

C. Corporate Income Tax

8. The budget also announced plans to simplify the corporate tax regime, based on
a uniform low rate. The government eliminated the 20 percent corporate income tax
surcharge and announced plans for a low general rate in the medium term. Specifically, the
rate will be reduced from 35 percent to 30 percent in 2003, and again to 20 percent in 2004.
Given that many enterprises enjoying tax holidays receive long-term concessional corporate
tax rates upon expiration of the holiday, reducing the standard rate was seen as a way of to
level the playing field. The 20 percent rate was introduced this year for companies with
taxable income below Rs 5 million. The Advance Corporate Tax and the capital gains tax
were also eliminated. The provisions allowing accelerated depreciation over two years were
maintained, and reduced to one year for investment in information technology and software.

9. The budget proposed to rationalize, but not eliminate, tax incentives. While
honoring all existing commitments, the government committed to grant no new exemptions
under either the Board of Investment (BOI) or Inland Revenue department (IRD) regimes.
There are two exceptions to this policy, however. First, limited incentives will be allowed for
a number of sectors— including nontraditional exports, agriculture, information technology,
electronics, industrial and machine tool manufacture, and food processing — as well as for
“other designated enterprises” and investments in excess of Rs 500 million in specified
industrial and agricultural services. These incentives will take the form of a three year tax
holiday, a concessionary 10 percent rate for two years, followed by the standard 20 percent
rate. Second, there will be 5-10 year tax holidays for “pioneering investment” in power
generation, transmission and distribution and the development of highways, seaports and
airports, railways and water services. These enterprises will be taxed at 15 percent upon
expiration of the tax holiday.

D. Taxes on Financial Transactions

10. A debit tax was introduced to compensate for the loss of stamp duty revenue.
The government abolished stamp duty-—widely regarded as a nujsance tax---on

Aprit 30, 2002. A residual turnover tax on banking and finance was abolished by the
previous government toward the end of 2001. To compensate for these changes, a debit tax
was introduced on May 1, 2002, at a rate of 0.1 percent on debits including checks, credit
cards, travelers’ checks, and bank debit transactions on accounts maintained with banks and
other financial institutions. The authorities regard this as a transitional measure, designed to
compensate for the loss of stamp duty and turnover tax on financial transactions.

E, Trade Taxes

11. A number of trade tax reforms were implemented. The budget announced the
immediate halving of the import surcharge, from 40 perceat to 20 percent, with a
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commitment to eliminate it entirely at the beginning of 2003. Partly to compensate for the
loss of stamp duty on imports, a “Port and Airport Development Levy” was introduced at a
general 1 percent rate, and a concessionary (0.75 percent rate for exporters. Part of the
rationale for this levy was the need to bring BOI imports into the tax net. The budget also
replaced a number of ad valorem duties and import licenses on certain agricultural imports—
mainly rice, chilies, onions, potatoes and edible oil—with specific duties equivalent to a

60 percent tariff. The customs duty on maize and textile fabrics was eliminated. To facilitate
trade policy reform, a permanent Tariff Commission was established. Duty reductions
consistent with the Indo-Sri Lanka free trade agreement were also implemented.

F. Excise Taxes

12. Some rationalization of excise taxes took place. The collection of excises on beer
and liquor was rationalized by unifying the excise rate and assigning responsibility to a
single department. Prior to this, these goods were taxed separately by the Excise Department,
and by the Excise (Special Provisions) unit of the Customs Department. The budget
announced the elimination of the Excise (Special Provisions) 10 percent duty on beer, and

30 percent on liquor, while adjusting the excise duty on domestic liquor and the customs duty
on imported liquor to ensure revenue-neutrality. The excise duty on wine was increased, as
was the customs duty. A new excise was imposed on aerated water. To facilitate the
automatic petroleum pricing formula, the excises on gasoline and diesel were transformed
from ad valorem to specific duties before the budget, on February 1, 2002.

G. Other Tax Policy Changes

e Annual levies of Rs 12 million and Rs % million, to be paid quarterly, were imposed on
casinos and off-course betting, respectively.

¢ With respect to importation of used vehicles, the depreciation was reduced by 22 percent
for cars more than 2Y2 years old, and other vehicles more than 4 years old.

e All duties, surcharges, and levies on imports with a value of less than Rs 10,000 sent
through parcel post were removed.

¢ A tax amnesty was announced.
s The Rs 20,000 resident visa tax was abolished.

+ Rent on government property was increased and all administrative fees and charges were
raised by 15 percent.

» A flat fee of Rs 25 per piece will be charged on garments sold in the local market.

* The 100 percent transfer tax on the purchase of immovable property by nonresidents was
abolished.
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H. Tax Administration

13.  The need to simplify tax administration underpins the government’s tax reform
strategy. Some measures to improve tax administration directly were also announced. All of
the administrative functions of the Large Taxpayers Unit (LTU) were placed under a single
commissioner with responsibility for administering all taxes owed by large taxpayers. The
Inland Revenue Department registered an additional 30,000 taxpayers over the past year.
Moreover, efforts are underway to strengthen the LTU andit program and intensify the
collection of tax arrears; all of this was recommended by the November 2001 FAD technical
assistance report. On the custormns front, the authorities intend to shift toward a system of
pre-clearance based on risk analysis.

14.  The linchpin of the government’s tax administration strategy is the creation of a
single revenue authority, comprising the Inland Revenue department, the Customs
department, the Excise department and the tax administration component of the BOL
A seven member Revenue Management Advisory Committee was established on May 21,
with a mandate to advise on the steps needed to set up a revenue authority. The government
intends to pass enabling legislation in August, so its initiation can be announced with

the 2003 budget (scheduled for November 6, 2002). It has also advertised for a CEQ, outside
the civil service pay scales. An FAD mission visited Colombo in August 2002 to provide
technical assistance on this issue. The AsDB has also pledged to provide $500,000, mainly in
the form of consultants; it will work closely with FAD.

15.  Following the creation of the revenue authority, the BOI can be turned into a
pure investment promotion agency, without tax or customs functions. The main reason
for the continued existence of the BOI, especially after its incentives granting powers are
being curtailed, is the perceived inefficiency by investors of customs administration. The
government views amalgamation of all tax administration entities—including the BOI—into
a single unified revenue authority as a politically acceptable way out of this impasse.
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ANNEX V.1

Tax Summary

I. Income Tax

Legislation:

Inland Revenue Act No. 38 of 2000

Implementation agency:

Department of Inland Revenue

The global system is adopted in computing taxable
income. Income from all sources computed
according to the provisions of the Inland Revenue
Act is considered as total statutory income from
which certain specific deductions are made to
arrive at the assessable income. Tax free allowance
and qualifying payment allowance (on certain
specific payments) are deducted from the
assessable income to arrive at the taxable income.
As a result of budget proposals 2002 interest on
deposits (incleding interest on Government T Bills
and T Bonds) and dividends received by
noncompany entities are considered under a
scheduler system.

Date of payment: Any income tax shall be paid in four installments
on or before the 15™ day respectively of August,
November, February, in the year of assessment and
15" May of the next year of assessment with the
final payment on 30% Septernber.
A. Personal Income Tax
Tax free threshold: Rs 240,000 per year (only for residents),
w.ef, 4/1/2002
Tax rates: Taxable income Rate
First Rs 180,000 10%
Next Rs 180,000 20%
Balance 35%
Effective: 4/1/2002
Terminal benefits on retirement; Rate
First Rs 1,000,000 Exempt
Next Rs 500,000 5%
Next Rs 500,000 10%
Balance 15%

Effective: 4/1/2002

Retiring gratuity:

Retiring gratuity in excess of Rs 1.8 million or
average salary of last 3 years multiplied by number
of years of service (whichever is more)—taxed as
normal income.

Compensation under approved voluntary
retirement schernes or retrenchment—exempt.

Capital gains:

(Also applicable to Corporate Income Tax)

Abolished from 4/1/2002
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Tax Summary (Continued)
Rates of Depreciation: Type of Asset Rate (%)
(Also applicabie to Corporate Income Tax) Plant, machinery or fixtures 50
Motor vehicles or office fumniture 25
Qualified buildings 6.67
Motor coaches used for transport 100
of employees
Information technology equiprnent 100
and software
B. Corporate Income Tax
Tax rates: Rate (%)
Taxable Income < Rs.5Mn 20%
Taxabie Income > Rs.5 Mn 35%
Exports, Tourism, Construction 15%
and Agriculture
Provident Funds, Charities 10%
Clubs and Associations 20%

Quoted Company (with 300 shareholders or more)
would receive a 5% tax credit

Advanced Company Tax (Act):

Abolished from 4/1/2002

Withholding taxes: Rate (%)
On interest, royalties paid out of Sri Lanka 20
Interest paid in Sri Lanka (on deposits) 10
including investments in government
bends and securities
This is firal tax in case of noncompany 10
entities Dividends (4/1/2002)
This is final tax in case of noncompany 5
entities on specified fees paid o
specified persons
On nonresidential rent income Rs 50,000

II. Goods and Services Tax (GST}
Legislation: *  Goods and Services Tax Act No.34 of 1996 and

Amendment Act No: 11 of 1998, No.26 of 2000
and No.05 of 2001

Implementing agency:

Department of Infand Revenue

Date of payment: + Payable on or before the last day of the month
following the end of the taxable period (month or
quarter)

GST threshold: e Turnover in excess of Rs 500,000 in any quarter

ending on the month of March, June, September,
December.

In excess of Rs 1,800,000 in any four successive
quarters. However, there is no thresheld for
imports.
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Tax liability:

On taxable supplies of goods or services made in
Sri Lanka, and :
On the importation of goods taxable into Sri Lanka

Tax rates:

Standard rate of 12.5 per cent on all taxable

supplies of goods and services and import of goods

Zero rate

» Export of goods

» International transportation

» Services directly connected with any moveable
or immovable property outside Sri Lanka

GST on inputs for zero rated and taxable goods

and services are refundable.

Exemptions:

Essential food items, i.e., rice, flour sugar, milk
and milk powder, bread, dried fish ete.

Coconut, paddy, tea, potatoes, onion, chillies, etc.
Pharmaceutical products & health care
Petroleum products, fertilizer

Public passenger transport

Financial services, etc.

Computation of GST:

»
o

On manufacturing, sale price excluding G8T and
NSL multiplied by the GST rate

On services, final consumer price, excluding GST
and NSL, multiplied by the GST rate

On imports, CIF with all fiscal levies, excluding
GST and NSL, multiplied by the GST rate
Abolished with introduction of VAT on
08/01/2002

111. National Security Levy (NSL)

Legislation:

The NSL is imposed under the National Security
Levy Act No. 52 of 1991 as amended from time to
tite.

Implementing agency:

Department of Inland Revenue

Date of payment:

Returns to be furnished on a quarterly basis and
pavment should be settled monthly basis.

NSL threshold:

There is ne threshold for NSL except for service
providers, Service providers whose turnover in
excess of Rs.100,000 per quarter or over are liable.

Tax liability:

Manufacturers, importers and many service
providers including insurance, banking, finance &
telecommunications.

Tax rates:

Standard rate _ 6.5%
Concessionary rate for -~

Import or manufacture of

Plant, machinery & equipment 0.5%

Exemptions:

Exports

Re-exports

Imports to manufacture exportable goods
Essential services and services related to exports
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Computation of NSL:

*
o

Domestic: Sale price including NSL tax amount

multiplied by the NSL rate:

E.g., Price inclusive NSL. X 6.5 % =93.5

Note: Sale price should be adjusted by removing
Excise { 5p.Pr) Duty where applicable.

Imports: The aggregate of CIF value, customs

duty (CD) and 25 per cent mark up of CIF value

and CD to be multiplied by the NSL rate.

E.g. 125% (CIF +CD) X NSL rate

Aholished on 08/01/2002 with introduction of

VAT.

IV. Value-Added Tax (VAT)

Legislation:

Value-Added Tax Act

Implementing agency:

Department of
Inland Revenue

Date of payment:

Payable on or before the last day of the month
following the end of the taxable period (month or
quarter).

VAT threshold:

Turnover in excess of Rs 500,000 in any quarter
ending on the month of March, June, September,
December.

In excess of Rs 1,800,000 in any four successive
quarters. However, there is no threshold for
imports.

Tax liability:

On taxable supplies of goods or services made in
Sri Lanka, and
On the importation of taxable goods into Sri Lanka

Tax rates:

-
o

Lower rate 10%
Standard rate 20%

Zero rate

» Export of goods

» Ioternational transportation

»  Services directly connected with any moveable
or immovabie property outside Sri Larka,

VAT on inputs for zero rated and taxable goods

and services is refundable.

Exemptions:

Easential food items, i.e., rice, flour, milk, bread,
fish, vegetables, etc.

Coconut, paddy, tea, potatoes, onion, chillies, etc.
Public passenger transport

Financial services, etc. .

Computation of VAT:

On manufacturing, sdle price excluding VAT
multiplied by the VAT rate

On services, final consumer price, excluding VAT
multiplied by the VAT rate

On imports, CIF with the addition of daty any
surcharge, cess and any excise duty payable and
multiplied the VAT rate

Effective from 8/1/2002
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Tax Summary (Continued)

V. Stamp Duty

Stamp duty: » Abolished from 5.1.2002,
¢ However, stamp duty devolved to the Provincial
Councils rernains unchanged.

VI. Customs Duty

Legislation: ¢ Customns Ordinance No.17 of 1869 as amended
from time to time.

Implementing agency: ®  Department cf Customs

Tax liability: «  Customs duty is levied on the CIF value of all
goads, wares and merchandise imported into Sri
Lanka.

*  Zero duty—ILive fish, live plants, wheat grain,
seeds, petroleum, crude oil, pharmaceuticals,
fertilizer, wood, wood pulp, books, yarm, sewing
thread, fabrics, pearls, diamonds, precious stones,
gold, silver, platinum, heavy machinery for
construction works, tractors, buses, refrigerated
trucks, lorties, medical, dental, and veterinary
instruments and appliances, maize, news prints,
raw materials.

» Standard rate bands:

5% - Machinery

10% - Intermediate goods

25% - Finished products

35% - Vegetabie (frozen), Green gram, T/dhal,
Cowpea

Computation of duty: ¢ Duty rate is applied on CIF vaiue or quantity of
imports,
CD= value of CIF X Rate of Customs Duty
or
=Quantity X unit rate of duty

Date of payment: » At the point of import.
VII Turnover Tax
Legislation: _ e Turnover ActNo. 69 of 1981 as amended from
time to time, '
Implementing agency: * Department of Inland Revenue, Turnover Tax on

wholesale and retail trade is devolved to the
provincial councils.

Tax liability: » 1T is applicable to banking & financial services
which are not liable to GST. However, turnover of
wholesalers or retailers is liable to TT and is
collected by the Provincial Councils.
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Tax rates:

*,
-

Bankers, Financiers, Money Lenders, 1%
Pawn brokers

Trade (payable to Provincial Councils) 1%-5%

TT collected by the Central Government was

abolished from 10/12/2001.

VIII. Excise (Special Provisions) Duty

Legislation:

Excise (Special Provisions) Act Na: 13 of 1989
and Amendments Act No, 40 of 1990 and Act
No. & of 1994,

Implementing agency:

Excise (Special Provisions) unit of Department of
Customs.

Tax lability: ¢  On the following articles manufactured loeally or
importad.

Tax rates: Cigarettes
60 mm in length Rs 1,300 per 1,000 sticks
60 mm - 67 mm Rs 3,142 per 1,000 sticks
67 mm - 72 mm Rs 4,503 per 1,000 sticks
72 mm - 84 mm Rs 4,965 per 1,000 sticks
24 mm Rs 5,156 per 1,000 sticks
Pipe tobacco Rs 250/- per kg
Diesel Rs 6.50/- per liter
Petrol Rs.30 per liter
Motor vehicle

Petrol cars 15%
Diesel cars 65%

Vans 35%
w.e.f. 3/22/2002

Computation of duty: *  Domestic: Wholesale price excluding excise
{Special Provisions) duty multiplied by the excise
{Special Provisions) duty rate.

¢ Tmports: 105% of CIF with all fiscal levies,

excluding excise (Special Provisions) duty,
multiplied by the excise (Special Provisions) duty
rates,

Date of payment: + Cigarettes & Petroleum

products monthly
Liquer quarterly
Imports at the point of import
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IX. Excise (Ordinance) Duty

Legislation:

+ Excise Ordinance No. § of 1912 and subsequent
amendments,

Implementing agency:

» Department of Excise

Tax liability: »  Domestically produced hard & soft liquor only.
Tax rates: Coconut and processad Rs 299.00 per proof litre
Arrack
Country Made Fareign Rs 399.00 per proof litre
Liguor
Molasses and Palmyrah Rs 299.00 per proof litre
Arrack
Malt liquor above 5% Rs 23 per litre
in strength
Malt liquor less than 5% Rs 15 per litre
in strength
Wine containing more Rs 149
than 4% in Strength per
proof liter
w.e.f. 3/22/2002
X. Luxury and Diesel Motor Vehicle Tax
Legislation: + The motor vehicle levy was introduced in Sri

Lanka by the Finance Act No. 16 of 1995 and
implemented from 1% April 1995.

Implementing agency:

* Department of Motor Traffic

Tax liability:

s Apnannuzal levy of Rs 5,000 on diesel motor
vehicles. Luxury motor vehicles as classified
below are also liable to a levy which is imposed on
ant annual depreciation over a period of 7 years.

Tax rates:

Vehicle Type  Capacity Levy in the First
Year

Luxury Digsel-exceeding 2500cc  50,000/-
Petrol-exceeding 2000c

Semi luxury Diesel-2200ce-2500cc
Petrol-1 800cc-2000cc 25,000/-

Semi luxary Diesel-exceading 2500cc 10,000/
dual purpose, Petrol-exceeding 2000cc

excluding

vans

<+ All Diesel vehicles other than public passenger and
goods transport are liable for Rs 5000 per year.

“  Diesel Motor Vehicle Tax was abolished

w.e.f. 10/12/2001.
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Tax Summary (Continued)

XI. Ports and Airports Development Levy
(Effective from 05/01/2002)

Legislation: * Finance Act
Implementing agency: *  Department of Customs
Tax liability: .

A levy at the rate of one per centum on the cost,
insurance and freight value of imported article.
* A concessionary levy at the rate of 0.73 per centum

on the articles imported for processing and
re-export.

Exemptions: * Imports by any diplomatic mission or any other

organization within the provisions of Diplomatic
Privileges Act No. 9 of 1996.

s Impeorts of diamonds, gems, gold, jewelry and any
electronic items or components import for
processing and re-export.

XII. Betting and Gaming Levy

Legislation: s Betting and Gaming Levy Act No. 40 of 1990
Implementing agency: o Department of Inland Revenue
Tax liability: Gaming Rs. 12 million per year
Bookmaking, with live Rs. 500,000 per year
telecast
Bookmaking, without Live Rs 10,000 per year
telecast

L/

< Each place of business will be liable to the above
duty
% The above rates are effective from 4/1/2002
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XII1. Debits Tax
(Effective from 01/06/2002)

Legislation: . ¢ Debits Tax Act (awaits parliamentary approval)

Implementing agency: ¢ Department of Inland Revenue

Tax liability: ¢ The Debits Tax at the rate of one tenth of one per
centum (0.1%) will be charged on all debits on
current account transactions, proceeds realized by
the encashment of certificates of deposits and
travelers cheques.

Exemptions: »  If tax liability of a current account during a

particular month is not more than Rs, 10.

Debits made on tax payments and loan finterest

payments to the government

Payments in relation to:

> pension fund benefits

» settlement of transactions for licensed produce
brekers

> trading in government securities for primary
dealers

> outright and repurchase and reverse repurchase
transactions of government and corporate debt
securities in the secondary market

» settlement of transactions in the Colombo Stock
Exchange

Debits in relation to:

> inter- and intra-bank transactions

> collection accounts

» any exempt accoun!

» dishonored cheques and error corrections
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Tax Incentives Under Inland Revenue Act

Category Incentives
Agriculture, cultivation of land, and animal »  Profits sourced from export of nontraditional goods are subject to
husbandry 15 percent concessionary tax rate until April 1, 2014 (for
Fishing companies commencing activity after November 10, 1993) and

until April [, 2013 (for companies commencing business before
November 10, 1993).

Agriculture, tourism, and construction = Dividends out of qualified export profits are subject to 15 percent
Expeorts tax rate.
=  Companies that supply to export operations also benefit from
15 percent tax rate. Dividends are also taxed at
15 percent.
=  10-year tax holiday for the export and fruit and vegetables.

Housing Tax Exemptions:

=  Net annual value of any one place of residence owned and
occupied is exempt from income tax;

«  Rent is exempt from income tax for 7 year period including the
year when construction is completed;

= 75 percent of profits from construction and sale of houses is
exempt from income tax, and dividends out of such profits are
exempt.

Relief for Investment

The following expenses are deductible from income as ‘qualifying

payments’:

*  Expenditure incurred after April 1, 2002 in the construction or
purchase of the first house;

*  Repayment of the capital of any approved housing loan for the
construction ar purchase of the first house after April 1, 2002.

Export of handicraft = Tax holiday (3 years)
Infrastructure facilities = Tax holiday (ap to 20 years) if business commenced
Gems and jewelry trade *  Profits and income from the sale of gold, gems, and jewelry are

exempt from tax .
»  Dividends out of such profits are also exempt.
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Overview of Tax Incentives Under Section 17 of BOI Law

Category

Incentives

Group I:

1. Nontraditional exports:

»  Manufacturing (minimum investment of
Rs 50 million and exporting at least
80 percent of output).

s Export oriented services (exporting at
least 70 percent of output).

»  Regiocnal operating headquarters
{exporting at least 70 percent of output}.

2. Agriculture and agro processing
(including traditienal export crops):
*  Minimum investment of Rs 5 million,

1. Information technology and IT enabled

services and IT related training institutes:

=  Minimum of 15 technically qualified
persons for IT enabled services and 300
students in IT related training institutes.

Group I1:

Pioneering investments:

' Power generation, transmission, and
distribution.

*  Development of highways, seaports,
airports, railways, water services, and
other infrastructure projects.

Three year tax holiday, a concessionary 10 percent rate for

2 years, followed by a 20 percent rate,

Impart duty exernption on capital goods and raw materials for
manufacturing and export oriented services.

Import duty exempticn on capital goods for regional operating
headquarters during project establishment period.

Three year tax holiday, a concessionary 10 percent rate for
2 years, followed by a 20 percent tate,
Import duty exemption on capital goods.

‘Three year tax holiday, a concessionary 10 percent rate for
2 years, followed by a 20 percent rate,
Import duty exemption on capital goods.

Five year tax holiday (investment Rs 12.5-Rs 25 billion).

Eight year tax holiday (investment Rs 25-Rs 50 billion).

Ten year tax holiday (investment above Rs 50 billion).
Concessionary tax at 15 percent upon expiration of tax holiday.
Import duty exemption on capital goods during project
implementation period.

Y These rationalized BOI incentives will be administered under the Inland Revenue Act,
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Table 1. 811 Lanka: Gross Domestic Product and Expenditure Components, 1996-2001 Y

1996 1957 1998 1594 2000 2001
Prov.
{In billions of Sti Lapka rupees at current prices)

Consumption 6304 736.0 8233 §90.2 1,038.4 1,185.3
Private 569.4 643.8 723.5 790.4 906.2 1,043.9
Public 81.0 02.2 95,7 95.9 132.2 141.5

Grogs investment 183.5 2189 2357 301.7 352.6 308.4
Private 2/ 1602 187.0 221.8 266.5 311.5 266.4
Public 233 299 34.0 352 41.1 420

Domestic demand 8339 952.9 1,075.0 1,192.0 1,391.0 1,4939

Exports of goods and nonfactor services 268.6 3253 369.0 3924 490.7 5175

Aggregate demand 1,102.6 1,278.2 1,447.9 1,584.4 1,881.6 2,011.4

Impeorts of goods and nonfactor services 3372 388.2 430.1 478.5 624.0 611.3

Expenditure on gross domestic product 7454 890.0 1,017.8 1,105.9 1,257.6 1,4006.1

Net factor income from abroad -11.3 0.4 -11.6 178 -23.1 -25.0

Gross national income 3/ 754.1 B20.6 1,006.3 1,088.0 1,234.5 1,375.1

Net gurrent transfers from abroad 423 491 582 64.1 75.6 857

National dispesable income 796.4 329.7 1,064.4 1,1522 1,310.1 1,460.8

{In pereent of GDE)

Consumption 85.0 82.7 B(L9 80.5 82.6 84.7

(Gross fixed investment 240 24.4 251 273 28.0 22.0
Private 2/ 209 21.0 21.8 241 24.8 12.0
Public 3.0 3.4 33 3.2 33 3.0

(In billivns of 30 Lanka rupees al constant 1996 prices) 4/

Consumption §50.4 694.8 7435.6 7832 824.8 828.0

Gross investment 186.3 192.9 2223 236.6 260.2 215.5

Domestic demand 836.7 385.7 968.0 1,021.8 1,084.9 1,043.6

Exports of goods and nonfactor services 2680 2989 302.9 3150 3717 3475

Aggregate demand 1,1053 1,182.3 1,270.8 1,336.8 1,456.6 1,391.1

Imports of goods and nonfactor services 337.2 37Ls5 4153 444 4 510.6 458.8

Resource gap -68.6 ~72.6 -112.4 -129.4 -138.9 -lii2

Expenditure on gross domestic produat 768.1 817.1 §55.6 §92.4 946.0 §932.3

Cross domestic product at factor cost 695.9 739.8 774.8 808.3 857.0 844.6

{Annual percent change, constant prices) 5/

Consumption 34 7.1 7.0 53 5.0 0.4

Gross investment 2.8 35 15.3 6.4 10.0 -17.1

Domestic demand 33 63 5.8 5.6 6.2 <38

Exports of goods and nonfactor services 32 116 1.0 4.0 18.0 -6.5

Aggregate demand 32 7.6 6.8 52 9.0 4.5

Tmports of goods and nonfactor services 21 10.5 11.5 7.0 14.9 -10.1

Gross domestic product KR 6.3 4.7 43 6.0 -1.4

Memorandum items:

Population (midyear, in millions) 17.5 177 17.9 13.2 18.3 18.7
Gross national income per capita, in rupees (thousand) 43.1 49.7 56.1 . 59.8 656.8 73.4
Gross national income per capita, in SDRs 537 a13 640 621 669 645

Sources: Data provided by the Sl Lankan authorities; and Fund staff estimates.

1/ At market prices.

2/ Includes changes in stocks and investment by public corporations not financed through the government budget.

3/ Including stetistica] discrepancy,

4/ New series of GDP estimates, with 1996 as the base year, Estimates for 1995 and before have not been compiled on the new basis.

5/ Growth rates for 199596 are based on the accounts at 1982 constant prices. See SM/98/183 for details.
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Table 2. Sri Lanka: Saving, Investment, and Current Account, 1996-2001

1996 1997 1998 1999 2000 2001
Prov,
(In billions of Sri Lanka rupees at current prices)

Gross investment 1863 217.1 2559 301.8 352.6 308.5

External current account balance -40.2 -25.8 -17.9 -41.2 -82.6 -35.0

National saving 1457 1913 238.0 260.3 270.0 2735

Net factor income from abroad -11.3 5.4 -11.6 -17.8 -23.1 -25.0

Net private transfers 352 46.5 4.8 62.4 73.8 83.8

Domestic saving 1177 154.2 1947 2157 219.3 214.7
Private 146.6 174.0 2194 227.1 262.3 283.7
Public -28.9 -19.7 -24.6 -11.4 -43.0 -059.0

{In percent of GDP)

Domestic saving 154 173 19.1 19.5 17.4 153
Private 191 19.5 21.6 20.5 209 20.3
Public 1/ -3.8 2.2 2.4 -1.0 -3.4 -4.9

(Gross investment 24.0 244 25.1 27.3 28.0 22.0
Private 2/ 20,9 21.0 21.8 24.1 24.8 19.0
Public 3.0 34 3.3 32 33 3.0

National saving 19.0 215 234 235 21.5 19.5

Of which : Private 3/ 22.8 237 25.8 24.6 249 245

External current account balance -5.2 -2.9 -1.8 -3.7 -6.6 -2.5

Private sector saving minus investment 1.9 2.7 4.0 0.5 0.1 54

Public sector saving minus investment 6.8 -5.6 -5.8 -4.2 -6.7 -1.9

Sources: Data provided by the Sri Lankan authorities,

1/ Total revenue minus current expenditure,

2/ Includes investment by public corporations not financed through the government budget.
3/ Includes net factor income and transfers from abroad,
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Table 3. Sni Lanka: Gross Domestic Product by Industrial Origin at Current Prices, 19962001

1996 1997 1998 1999 2000 2001

Prov,

{In billions of Sri Lanka rupees at current prices)

Agriculture 1/ 156.1 1758 192.7 203.6 218.4 2425
Plantation crops 2/ 27.2 30.8 325 322 31.3 31.0
Paddy 19.9 24.5 26.8 30.2 26.5 28.8
Fishing 18.8 214 237 25.8 254 31.5
Other 90.3 99.1 109.7 117.3 131.2 1512

Mining and quarrying 13.9 16.6 174 18.3 21.5 23.9

Manufacturing 112.7 131.9 151.0 163.1 189.3 198.1
Plantation crop processing 16.2 19.5 232 24.8 282 27.8
Other 86.5 1124 127.8 138.3 161.1 170.2

Construction 48.2 56.4 69.3 75.5 82.7 94.5

Services 364.9 423.0 4824 532.2 6133 693.8

Gross domestic product 695.9 803.7 912.8 094.7 1,125.3 1,252.8

Net factor income from abroad -113 -0.4 -11.6 -17.8 -23.1 -25.0

Gross national product 684.7 794.3 901.3 976.9 1,102.2 1,227.8

(In percent of GDF)

Agriculture 1/ 224 219 21.1 20.7 194 19.4
Plantation crops 2/ 39 38 36 32 2.8 2.5
Paddy 2.9 3.0 2.9 3.0 24 2.3
Fishing 27 27 2.6 2.6 2.6 25
Other 13.0 123 12.0 11.8 11.7 12.1

Mining and guarrying 20 2.1 1.9 1.8 1.9 1.9

Manufacturing 16.2 16.4 16.5 164 16.8 15.8
Plantation crop processing 23 24 2.5 2.5 2.5 22
Other 139 14.0 14.0 13.9 14.3 13.6

Construction 6.9 7.0 7.6 7.6 7.3 7.5

Services 52.4 52.6 52.8 53.5 54.5 55.4

Gross domestic product 100.0 100.0 100.0 100.0 100.0 100.0

Memorandum items:
Annual percentage increase
in implicit GDF deflator 3/ 12.1 8.6 3.4 4.4 6.7 13.0
CP{ Inflation 15.8 9.6 9.4 4.7 6.2 14.2

Sources: Data provided by the Sri Lankan authorities; and Fund staff estimates,

1/ Including forestry and fishing.
2/ Tea, rubber, and coconuts.
3/ Based on factor costs.
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Table 4. Sri Lanka: Gross Domestic Product by Industrial Origin at Constant Prices, 1996-2001 1/

1996 1997 1998 1999 2000 2001
Prov.

(In billions of Sri Lanka rupees at 1996 prices)

Agriculture 2/ 1561 160.8 164.8 172.2 175.3 170.1
Plantation crops 3/ 27.2 28.1 27.3 28.8 30.5 28.5
Paddy 19.9 22.1 20.2 27.9 27.8 26.2
Fishing 18.8 19.7 21.3 23.0 235 22.6
Qther 90.3 90.8 89.8 92.6 93.5 92.7

Mining and guarrying 139 14.5 13.7 14.2 14.9 15.0

Manufacturing 112.7 122.9 134.7 136.5 1491 143.2
Plantation crop processing 16.2 16.8 16.6 17.2 17.9 17.0
Other 96.5 106.2 114.1 119.3 131,2 126.2

Construction 48.2 50.8 54.5 571 59.8 61.3

Services 364.9 350.8 411.2 428.3 4579 455.1
Of which:

Public administration and defense 352 371 382 39.8 41.4 41.9
Wholesale and retail trade 1553 165.1 172.5 174.2 189.4 177.1
Gross domestic product 695.9 739.8 774.8 808.3 857.0 844.6

Net factor income from abroad -11.3 -8.8 -9.9 -14.0 -16.8 -15.5

Gross national product 684.7 730.9 764.9 794.3 840.2 829.1

(Annual percentage change)

Agriculture 2/ -4.6 30 2.5 4.5 1.8 -3.0
Flantation crops 3/ -0.9 35 2.3 4.9 3.8 -0.4
Paddy -26.7 11.2 18,3 6.6 -0.3 -5.7
Fishing ) -3.9 50 8.3 7.6 2.5 -4.0
Other 32 0.6 -1.1 30 1.0 -0.8

Mining and quarrying 8.9 3.8 54 4.1 48 0.7

Manufacturing _ 6.5 9.1 6.3 4.4 9.2 -4.0
Plantation crop processing 1.0 35 . -1.2 3R 4.2 -53
Other 7.2 10.0 7.5 4.5 10.0 <338

Construction i4 54 7.1 4.8 48 2.5

Services 58 7.1 5.2 4.2 6.9 -0.6
Of which :

Public administration and defense 52 3.0 4.2 42 1.0
Wholesale and retail trade 5.2 6.3 4.5 1.0 8.7 -6.5
Gross domestic product 38 6.3 47 4.3 6.0} -1.4

1/ New series of GDP estimates, with 1996 as the base year. Estimates for 1995 and before have nct been compiled on the
new basis. Growth rates for 199596 are based on the accounts at 1982 constant prices. See SM/98/183 for details.

2/ Including forestry and fishing,

3/ Tea, rubber, and coconuts.



Table 5. Sri Lanka: Trends in Principal Agricultural Crops, 1992-2001

Calegory Unit 1592 1993 1994 1995 1995 1997 1998 1939 2060 1fﬂm
oy,
Tea
Production kg mn 17389 2319 2422 2459 258.4 2768 280.1 837 305.8 295.1
Registered extont under tea 1/ hectares 271,836 192,730 187,426 188,970 189,354 193,676 194,736 179,761 180,025 180,170
Fertiliser used mt 000 112 147.2 126.4 1203 1535 161.8 i81.7 164.1 200.2 186.3
Cost of Production 2/ Ra/kg 72.26 75.81 75,67 76.74 £7.04 80.26 100.71 101,29 110.64 121.43
AVETHEE price
Colombo (net) Rakg 60.51 68,88 £5.12 7221 103.88 119.40 134.35 113.31 135.53 143.96
Export (Lo.b.} Ra/kg 81.98 9116 51.32 10231 139,56 158.39 184.94 16239 184.73 208.89
Replanted anusel hectares 1,417 1,31 1,225 1,215 937 926 1,234 1,376 1,094 1018
Replanted cumulative eciares 56,122 57,433 58,658 59,873 60,810 61,736 62,970 64,346 65,440 66,458
Rubber
Production kg mm 106.1 104.2 1053 105.7 1125 105.8 65.7 96.6 §7.6 86.0
Total extent under rubher hectares 100 194,550 161,477 160,309 161,600 162,000 158,200 158,140 159,097 157,031 157,100
Area wiler tapping hectares 147,26% 119,353 120,881 123,948 122,252 123,453 124,608 127,707 128,300 131,570
Fertiliser used wl 000 13.1 17.9 17.2 149 16.6 123 15.6 9.9 138 8.8
Yield tg/heclare 725 873 870 853 927 868 768 755 683 653
Casl of Production Re/kg 24.50 30.22 30.85 333y 36.70 40.37 42,00 43.50 44.50 43.00
Average price
Colonibio {RSS 1) Rsfkg 29.28 35.48 50.16 72.04 67.85 56.71 49,76 45.33 54.78 54.70
Expori (fo.b) Rafkg 37.65 44,34 5081 81.69 79.78 75.42 672 53.90 66.95 66.35
Replanted annual hectares 3918 2419 1,623 3,239 3,443 1,261 1,288 643 793 445
LCaconui
Production wuts mn 2,205 2,164 2,622 2,755 2,561 2,631 2,552 2,328 3,096 2,796
Tertiliser used mt 000 343 5.1 k1 336 391 338 36.1 39.1 139 301
Cost af production st 157 2.03 1.84 202 2.18 2.26 2.40 278 127 3.50
Average export price {(fo.h.) 3 Ra/nu 647 6.31 567 6,08 942 9.63 #.31 293 7.35 7.05
Paddy
Production 4/ mi '00a 2,340 2,570 2,684 2,810 2,061 2,239 2,692 2,857 2,860 2,624
Area sown 4/ heclares (000 803 835 330 515 749 730 848 896 878 198
Harvested 4/ hectares ‘000 766 820 897 890 660 650 829 §74 212 763
Under improved
varielies 4/ hectares 000 627 na. na 838 734 662 o0 872 262 il
Fertiliser wsed 4/ mt 000 708 248 270 257 238 245 352 321 262 279
Vield 4f kp/hectare 3,428 3,511 3,363 3,535 3,513 21,619 1,634 3,672 3,856 3,954
Guarantced price 5/ Rs/bushel 136 155 155 155 155 155 155 13% 155 155
Purchases under

Guaranleed Price Scheme 6/ mt ‘004 7 46 120 282 1

Sources: Sri Lanka Tea Board, Rutber Development Depariment, Caconit Development Authority, Department of Census and Statistics, Minisiry of Agriculture, Paddy Marketing Board, Naliona! Fertiliser Secretarial,
Plaplation Cornpanics, Central Bank of Soi Lanka

1/ 1)p 1o 1992, registered extent. Tea Commissioner’s Division (TCD} terminaled the registration of new extents under tea fum | January 1993, Data for 1997, are based on the Depariment of Census and Siaiistics Survey on Agricultural Crops
and Livestock, 1993. Since 1994, daia is based on a Tea and Land Survey conducted in 199471595 by the T.C.DD> (Excluding extents in zhandoned tea lands). Extents in 1999 onwards, are revised based on the 1999 estale seclor survey.

2/ Since 1992, the weighted average cost of production of public seclor estates and private planfation conpanies. Lacludes green leaf supphivrs profit roargin,

3/ Three major coconut kernel products andy.

4f On a cultivation year basis,

5/20.9 kg of paddy = 1 hushel of paddy.

6/ Includes paddy puechased by the PMB above the guaranieed price in 1996,

.-99..
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Table 6. Sri Lanka: Consumption and Prices of Petroleum and Electricity, 1996-2001

1996 1997 1998 1999 2000 2001
Prov.
Gross consurmption of selected
Petroleum products (000 MT)
Kerosene 228 225 236 243 225 228
Gasoline 197 193 204 213 224 250
Auto diesel 1,048 1,295 1,224 1,377 1,728 1,623
Fumace oil 336 372 706 676 737 749
Consumption of electricity 1/ 3,588 4,039 4,521 4,809 5,259 5,238
{(In percent)
Composition of electricity generation
Hydro power{(CEB} 7.7 65.9 68.8 67.1 46.1 46.0
Thermal power (CEB) 21.5 20.4 21.9 22.6 322 28.6
Private power 34 7.8 0.4 8.4 19.3 23.7
Self generation 3.4 4.6 2.0 1.7 2.3 1.5
(In Sri Lanka rupees per liter)
Prices of petroleum produects 2/ 3/
Kerosene 10.4 10.4 104 10.4 18.4 174
Gasoline 50.0 50.0 50.0 50.0 50.0 50.0
Auto diesel 132 13.2 13.2 13.2 245 26.5
Fuel oil 72 7.2 7.2 7.2 {4.6 16.5
Cost price of petroleum products 4/ 5/
Kerosene 12.5 13.0 9.2 15.0 23.7 20.2
* Gasoline 322 30.3 284 33.8 35.8 294
Auto diesel 14.0 14.5 115 14.7 253 24.8
Fuel cil 7.5 8.8 6.6 10.8 17.3 152
Crude oil (c.i.f, in US$ per barrel) 202 194 13.5 19.1 28.5 245
Price of electricity 2/ 6/ 4.0 4.2 4.5 4.5 4.7 4.7
Price of electricity for domestic units >150 Kwh 2/ 6/ 33 36 5.0 5.0 5.5 55

Source: Datz provided by the Sri Lanka authorities; Ceylon Petroleum Corporation; and Ceylon Electricity Board.

1/ Including use for electricity generation.,

2/ End of peried.
3/ Price includes taxes.
4/ Period average.

5/ Unit cost of production including customs duty (all customs duties are charged to domestic sales),

turnover taxes, and all other expenses,

&6/ Basic rate on household consumption of electricity between 50 and 500 kilowatt hours per month,
excluding fuel surcharge levied on all users of electricity exceeding 150 kovh per month, in SL. Rs per Kwh.
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Table 7. Sri Lanka: Price Indicators, 1996-2002

Weights 1996 1957 1998 1999 2000 2001 2002
Jan-Tun.

GDP deflator 1/ 100.0 10.8 8.5 92 4.6 7.3 130
Colombo consumer price index 100.0 15.9 8.6 9.4 4.7 62 14.2 9.6
Food 51.9 19.2 10.9 109 40 4.5 15.2 10.9

Of which: Rice 6.4 25.8 7.7 0.9 15.6 4.5 51

Of which: Bread, wheat flour 94 59.7 30.3 LAY 5.8 =16 9.0 -
Clothing 94 22 2.7 1.0 1.3 1.1 42 5.1
Fuel and light 43 8.1 45 32 1.5 18.6 14.3 4.4

Of which: Kerosene 4.0 2.4 69 0.0 0.0 45.3 247
Rent 2/ 57 0.6 0.0 0.0 0.0 0.0 0.0 0.0
Miscellaneous 18.7 108 8z 7.5 10.3 96 11.7 7.5

Colombe district consumer price index 100.0 - 7.4 7.3 36 36 16.3 8.1
Food and Drinks 58.7 7.3 3.9 2.4 1.7 11.8 114
Housing 133 . 44 i3 43 26 0.9 0.3
Fueland Light 49 8.5 138 0.6 15.8 16.1 49
Clothing and Foot Wear 6.2 e i0.1 2.4 1.9 1.6 52 3z
Liquor Tobaceo and Betel and Arecanuts 4.4 - 14.1 7.6 22.0 124 10.1 0.1
Personal Care and Health 38 14.4 5.8 4.1 4.1 9.8 6.9
Transport 3.7 1.4 0.2 3.6 143 173 1.7
Recreation and Education 28 4.6 1.2 1.6 2.2 14.4 11.5
Miscellaneous 23 7.0 9.5 7.1 0.9 8.0 17.5

Sri Lanka consumer price index 3/ 100.0 . 4,0 1.5 12.1 12.6
Food, beverages, and tobacco 71.2 472 -0.7 12.1 13.2
Clothing and foatwear 4.0 - 33 1.1 37 8.5
Housing, water, slectricity, gas, & other fuels 13.1 1.6 9.1 11.5 8.6
Furnishing, household equipment,

& routine house maintenance 2. 4.5 -136 154 19.9
Health 2.4 59 18.2 124 24.9
Transport 2.9 34 18.0 199 0.6
Leisure, entertainment & culmre 0.8 . . 10.2 2.8 42 6.5
Education 1.3 7.9 8.8 8.5 12.2
Miscellaneous 2.1 . 53 3.3 192 19.1

Wholesale price index 100.0 205 6.9 6.1 -0.3 17 11.7
Domestic goods 50.3 11.7 6.5 5.0 2.9 2.8 110
Imports 272 11.6 8.2 0.1 -0.1 12.0 17.1
Exports 22.5 40.4 6.7 108 4.0 -53 g2

Memorandum items

Colombo consumer price index (end-period) 16.8 10.7 17 4.0 10.8 16.8 10.7
Wholesale price index {end-period) 181 6.6 0.9 -0.5 . 4.3 14.7
Sri Lanka consumer price index {end-period) 0.6 8.1 134

Source: Data provided by the Sri Lanks authorities,

|/ Based on market prices.
2/ Low-income housing is under rent control,
3/ 2002 data are for January-May.
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Table 8. Sri Lanka: Selected Wage and Employment Developments, 1996—2001

1996 1997 19938 1999 2000 2001

Prov.
(Index, December 1978 = 100)

Nominal wages

Minimum wage 1/ 801.7 249.1 953.3 977.6  1,600.4 1,057.6
Agriculture 907.9 971.8 1,097.7 1,116.0 1,142.7 1,176.4
Industry and commerce 6828 710.8 807.7 829.2 §57.2 519.7
Services 5597 487.2 506.4 5597 359.7 637.6
Government employees 2/ 818.2 906.5 1,001.4 1,0014 1,0847 13108

Real wages

Minimum wage 100.7 97.3 99.9 97.8 4.3 §7.3
Agriculture 1135 111.4 115.0 111.7 1077 97.1
Industry and commerce 859 314 34.6 83.0 80.8 75.9
Services 61.3 55.9 53.0 56.0 52.8 543
Govemment employees 103.0 164.0 104.9 100.2 102.1 108.1

(Annual average percentage change)

Real wages

Minimum wage -6.5 -3.4 2.7 -2.1 -3.6 -7.4
Agriculture -5.9 -2.2 3.2 -29 -3.6 -9.8
Industry and commerce -9.4 -5.2 3.9 -1.9 -2.7 -6.1
Services -7.8 -8.8 -5.2 57 -5.7 2.8
Government employees -107 1.G 0.9 4.5 1.9 59

{In thousands of persons)

Employment in the public sector 3/ 1,161 1,072 1,091 1,120 1,156 1,163
Central government 4/ 752 762 790 822 857 864
Quasi-governmental institutions 5/ 409 310 301 258 300 301

Employment in formal private sector 4,374 4,519 4,945 5,017 5,153 5,037
Board of Investment (BOI) companies 242 258 294 327 368 - 391
Other 6/ 4,132 4,261 4,651 4,690 4,785 4,646

Source: Data provided by the Sri Lanka authorities.

1/ Weighted average nominal wage for workers covered by Wage Boards; weights are based on the
number employed in each trade as of end-December 1978,

2/ Average of initial salary grades for non-executive and minor employees, skilled and non-skilled;
excludes school teachers. -”

3/ Takes into account the changes since 1987 owing to the Gavernment's privatization program.

4/ Includes employees of government ministries, school teachers, and defense personnel.

5/ Includes untversities, public corporations, boards, and state-owned banks.

6/ The large increase in 1998 was partly due to the increase in coverage of female unpaid family workers
in the agricultural sector. This is shown in the privaie sector 'other’ category.
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Table 9. Sri Lanka: Labor Force, Employment, and Unemployment, 1996-2001 vy

1996 1997 1998 1599 2000 2001

(Iz millions of persons)

Total labor force 6.24 6.27 6.66 6.67 6.83 6.86
Male 4.19 417 430 4.40 4.50 4.56
Female 2.03 2.06 2.27 227 2.33 2.30
Utban 0.80 0.90 0.84 0.88 0.83 0.95
Rural 5.41 5.33 5.73 5.79 6.00 5.91

Total employed 5.54 5.58 5.95 6.08 6.31 6.29
Male 3.85 3.87 402 411 424 425
Female 165 172 1.93 1.97 2.07 2.04
Urban 071 0.80 0.76 0.80 0.76 0.87
Rural 4.79 4.79 5.19 5.28 5.55 5.42

Total unemployed 0.71 0.65 0.62 0.59 0.52 0.57
Male 0.34 0.30 0.28 0.29 0.26 031
Fernale 0.38 0.34 0.34 0.30 0.26 0.26
Urban 0.09 0.09 0.08 0.08 0.07 0.08
Rural 0.62 0.54 0.54 0.51 0.45 0.48

{In percert of labor force)

Unemployment rate 11.3 10.4 9.5 838 7.6 8.3
Male 8.5 76 6.6 6.7 5.8 6.8
Fernale 18.0 162 i4.9 13.0 11.1 1.1
Urban 11.7 104 9.7 9.5 81 8.9
Rural 11.5 102 9.5 83 7.5 82

(In percent of unemployed)
Male 46.9 47.3 45.7 50.0 50.3 54.7
Female 53.1 527 54.3 50.0 497 453
Urban ' 13.1 14.6 13.0 14.1 12.9 149
Rural 86.9 854 87.0 B3.9 87.1 85.1
Age 24 years or younger 64.5 60.8 60.9 64.5 64.0 629
Less than 9 years of schooling 2/ 54.5 519 47.4 463 487 439

Source: Department of Census and Statistics, Labor Force Survey.

1/ Annual data as of April, excluding northem and eastern provinces.
2/ Less than General Certificate of Education (Ordinery Level).



-70 - STATISTICAL APPENDIX

Table 10. Sri Lanka: Employment by Economic Sectors, 1996-2001 Y

1996 1397 1998 1999 2000 2001

Prov.
(In miilions of persons)
Total employed 5.54 5.58 5.95 6.08 6.31 6.29
By economic sector:
Agriculture 2.07 2.07 2.21 2.21 227 2.10
Mining and quarrying 1/ £.09 0.08 0.08 0.08
Mamufacturing 0.8} 0.87 0.93 0.90 1.04 1.05
Utlities 2/ 0.03 0.03 0.04 0.03
Construction 0.30 .30 0.30 0.32 .34 0.29
Trade and hotels 0.66 0.72 0.7 0.74 0.80 0.82
Transportation, communications, storage 0.27 0.27 0.28 031 (.30 035
Insurance and rcal estate 0.11 0.09 0.12 0.10 0.13 0.16
Personal services 1.00 1.00 112 1.12 1.1¢ 1.12
Other 0.20 0.15 0.16 0.27 0.33 0.35
(In percent of total employment)

Agriculture 37.4 37.1 371 303 36.0 334
Mining and querrying 1/ 1.6 14 1.3 1.3
Manufacturing 14.6 156 15.6 4.8 16.6 16.6
Utilities 2/ 0.5 0.5 0.7 0.5
Construction 54 5.4 5.0 5.3 5.5 4.6
Trade and hotels 11.9 12.9 119 122 12.7 13.9
Transportation, communications, storage 4.9 4.8 4.7 51 4.9 55
Insurance and real estate 2.0 1.6 2.0 1.6 2.1 2.6
Personal services 18.1 17.9 18.8 18.4 17.5 17.5
Other 3.6 27 27 4.4 47 5.5

Source: Department of Census and Statistics, Labor Force Survey.

1/ Mining and Quarrying and utilities categorised under Other from 2000.

2/ Electricity, gas and water was reclassified under Personal Services and Other in the quarterly labor force
survey from 20603Q1 onward.
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Table 11, Sri Lanka: Summary of Central Government Operations, 1996-2002

1938 1597 1993 1595 2000 2001 2002
Budget  Outtumn Budget

{In millions of Sri Lanka rupees)

Total revenue 146,279 165,036 175,032 195,905 211,282 264,479 231,463 278,202
Tax 130,202 142,512 147368 166,029 182,392 234,113 204,723 237,149
Nontax 16,077 22,524 27,664 29877 28,890 30,366 26,740 41,053

Totzal expenditure and net lending 218,660 233097 268,179 279,159 335,823 387,537 333,685 413,627
Current expendire 175,148 184,749 199048 207,271 254,279 281,384 300,406 332,565
Capital expenditure 37,639 43,682 54,160 60,340 67,769 83,942 67,560 70,632
Met lending 5,873 6,366 14,371 11,548 13,775 22,211 15,719 10,430

Overall deficit (before grants) -72,381 -70,061 -03,147 83,2354 -124,541  -123,058  .152,222 -135,425
Grants 7,738 7,329 7.200 8,761 5,145 7,579 5,500 7,929
Net foreign borrowing 10,160 5,958 10,197 1,190 8,420 41,004 22,197 50,745
Net domestic borrowing 49,755 30,275 71,362 75,167 110,577 49,715 115,933 57,722

OF which : Banking system 13,090 -2,1M 18,954 25,995 53,388 -14.700 54,089 -21,300

Aszsets sales 1/ 4,728 22,499 4,389 134 401 24,760 8,589 19,029

(In percent of GDP)

Total revenue 18.0 18.5 17.2 17.7 16.8 183 16.5 17.5
Tax 16.9 16.0 14.5 150 145 16.2 14.6 150
Nontax 21 2.5 27 2.7 2.3 2.1 19 2.6

Total expenditure and net lending 28.4 26.4 263 232 26.7 269 273 26.1
Current expenditure 2238 208 i%.6 187 20.2 18,5 214 21.0
Capital expenditure 4.9 4.9 - 53 5.3 54 5.8 4.8 4.5
Net lending 0.8 0.7 1.4 1.0 11 1.5 I.1 0.7

Current account balance -3.8 22 24 -1.0 -3.4 -1.2 -4.9 -3.4

Qverall deficit (before grants) -9.4 -7.9 5.2 <15 -9.9 -8.5 -10.8 -8.5
Grants 1.0 08 0.7 0.5 0.4 0.5 0.4 0.5
Net foreign borrowing i3 1.1 1.0 0.1 0.7 28 1.6 32
Net domestic borrowing 6.5 34 7.0 6.8 8.8 34 8.3 3.6

Of which : Banking systzm 1.7 -0.2 1.8 24 4.2 -1.0 39 -1.3

Asset Sales 1/ 0.6 25 04 0.0 0.0 1.7 0.6 1.2

Memorandum item:
Nominal GDP (In biltions of Rs) 769 890 1,018 1,106 1,258 1,443 1,403 1,586

Sources: Data provided by the Ministry of Finance; and Fund staff estimates.

1/ Asset sales are treated as a component of financing.
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Table 12. Sri Lanka: Summary of Central Government Revenue by Component, 1996-2002

1996 1597 1598 1599 2000 2001 2002
Budget  Outturn Budgst

{In millions of Sri Lanka rupees)

Tax revenue 130,202 142,512 147,368 166,029 182,392 234,113 204,723 237,148
Income tax 20,751 21,548 206,429 28,228 27,457 34,483 34,618 38,992
Personal 7315 8,183 8,099 0,169 10,820 12,643 12,907 13,337
Corporate 13,311 13,038 11,788 13,362 15,757 20,720 20,674 22,905
Save the Nation contribution 125 327 542 697 880 1,120 1,037 0
Tax on interest 0 0 0 0 1] 0 0 2,250
Stamp duty and taxes on property 5,279 6,392 7.079 7,690 3,163 9,450 8,442 5,707
Stamp Duty 5,279 6,192 7,079 7,690 8,163 4,450 8,442 3,407
Debit Tax il 0 G o] 0 0 0 2,300

Tax on Central Bank holdings of
treasury bills 1,604 1,080 i} 0 G ] 0 0
Taxes on goods and services 77,105 86,750 91,706 102,391 122,802 155,180 135,567 158,475
Turnover tax/ GST 37,631 43,492 39,343 37,339 45,600 56,170 46,779 88,383
Excises 22,067 24775 30,293 35,928 42,655 50,100 44911 32,321
Of which ; Liquor 5,839 6,181 7,665 8,745 9,531 149,900 777 10,300
Toebaceo 12,833 14,139 15,051 17,205 19,268 21,050 19,474 21,204
License fees 966 1,145 991 997 1,007 1,850 938 560
National security levy 16,441 17,338 21,079 28,127 33,530 47,020 42,939 17,211
Taxes on international trade 25,463 26,743 28,154 27,720 23,970 35,000 26,096 33,975
Imports 25,458 26,739 28,154 27,7120 23,970 35,000 26,056 28,775
Port and Airport Development Levy 0 0 0 0 0 0 0 4,200
Nontax revenue 16,077 22,524 27,664 29,877 28,850 30,366 26,740 41,053
Property income 10,059 15,022 18,462 18,988 18,342 19,408 15,887 28,584
Fees and charges 2,827 2,800 2,890 3,375 3,589 4,290 4,215 4 764
Other 3,191 4,702 6,312 . 7,514 6,439 6,668 6,638 7,705
Total revenue 146,279 165,036 175,032 195,905 211,282 264,479 231,463 278,202

(In percent of GDF)

Tax revenue 169 16.0 14.5 15.0 14.5 16.2 14.6 15.0
Income tax 27 24 2.0 2.6 22 2.4 2.3 25
Taxes on property 0.7 0.7 0.7 0.7 0.6 0.7 0.6 0.4
Taxes on goods and services 10.0 97 8.0 9.3 9.8 10.8 9.7 16.0
Taxes on international trade 33 3.0 2.8 2.5 1.9 2.4 1.9 21

Nontax revenue 21 25 27 2.7 23 21 1.9 26

Total revenue 18.0 185 17.2 17.7 16.8 18.3 16.5 175

Source: Data provided by the Ministry of Finance.
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Table 13. Sri Lanka: Economic Clagsification of Expenditure, 1996-2002
1996 1597 1998 1999 2000 2001 2002
Budget Outtum Budget
(In millions of Sri Lankan rupees)

Current expenditure 175,148 184,749 199,648 207,271 254,279 281,384 300,408 332,565

Expenditure on goods and services 80,003 %3,833 97,767 98,223 130,765 141,698 140,851 142,127

Salaries and wages 38,332 44 676 53,879 58,533 68,544 79,619 78,036 §5,931

Other goods and setvices 41,671 39,158 43,887 39,690 62,221 62,078 62,795 32,196

Interest payments 48,923 55,246 54,898 62,123 71,200 80,611 94,307 117,184

Foreign 6,739 6,082 7,300 8,752 9,015 12,923 9,747 11,389

Domestic 42,184 48,554 47,598 53,371 62,185 77,688 84,560 145,795

Subsidies and current transfers 46,222 45,870 " 46,983 46,925 52,314 57,953 65,248 73,255

To public corporations 8232 2,693 2,567 3,277 3,370 3,057 4,316 4,495

To public instittions 2,284 2,657 4,320 4,834 5,705 7,038 6,919 12,574

To other levels of government 1,592 1,941 1,977 1,629 1,424 777 694 715

To households and pther sectors 34,114 38,379 37,710 37,185 41,815 47,081 53,318 55,471

Capital expenditure 37,638 43,982 54,160 60,340 67,769 83,942 67,560 70,632

Acquisition of capital assets 20,938 25,468 32,246 32,933 32,934 45,507 35,773 43,716

Capital transfers 16,700 18,515 21,915 27,407 34,835 50,151 31,787 26,916

Te public corporations 6,017 5,880 6,801 0,075 12,048 10,582 6,973 6,294

To public institutions 9,602 11,041 13,285 15,968 14,522 28,141 18,351 14,884

To other levels of government 1,042 1,51t 1,764 2,297 8,218 11,323 6,251 5,531

To abroad/other 39 23 65 67 47 105 212 207

Lending minus repayments 5,873 £,366 14,371 11,548 13,775 22211 15,719 10,430

Taotat expenditure and net lending 218,600 235,097 268,179 279,159 335,823 387,537 383,685 413,627

Curtent expenditure 228 20.8 19.6 18.7 20.2 18.5 214 21.0

Subsidies and current transfers 6.0 5.1 4.5 4.2 4.2 4.0 4.7 4.6

Of which : To public corporations 1.1 03 0.3 03 ¢.3 02 0.3 0.3

Capital expenditure 4.9 4.9 5.3 5.5 5.4 58 4.8 4.5

Net lending 0.8 0.7 1.4 1.0 1.1 1.5 1.1 07

Total expenditure and net lending 284 26.4 26.3 252 26.7 26.5 27.3 26.1

{In parcent of tota] expenditure}

Current expenditure 80.1 78.6 74.4 74.2 73.7 716 78.3 80.4

Subsidies and current transfers 211 194 17.5 16.8 15.6 15.0 17.0 17.7

Capital expenditure 17.2 18.7 202 21.6 20.2 217 17.6 i7.1

Net lending 2.7 27 54 4.1 4.1 57 4.1 2.5
Memorandum itern:

Security expenditure (In miilions of Rs) 44 933 44 972 53,995 48,707 70,773 62,918 68,290 64,050

(In percent of GDP) 5.8 5.1 53 44 56 44 49 40

Sources: Data provided by the Ministry of Finance; and Fund staff estimates.
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Table 14. Sri Lanka: Functional Classification of Expenditure, 199 6-2002

1996 1997 1998 1999 2000 2001 2002
Budget  Outhurn Budget

{Ip millions of Sri Larka rupses)

Genera] Public Services 57,0758 62,368 72,401 69,565 89,801 86,172 88,713 87,228
Civil Administration 12,142 17,398 21,439 20,858 19,06 23,254 20,422 23,176
Security-refated 38,117 37,062 42,498 40,071 56,915 48,161 54,242 48,802
Public Order and Safety 8,817 7,908 8,466 8,636 13,859 14,757 14,048 15,248

Social Services 69,616 71,294 79,1213 83,812 93,631 116,376 162,527 132,869
EBdueation 20,402 22,349 26,694 29,294 10,929 17,378 28,286 43722
Health 11,798 12,135 14,419 15,671 20,696 26,288 18,772 27,721
Welfare 33,652 32,002 32,439 31,53% 35,101 42,623 45,087 48,774
Housing 1,174 792 £314 1,647 2,061 2,972 3,270 3,081
Community services 2,550 4017 4255 5,662 3,844 7,114 7,112 9,570

Economic Services 40,216 30,897 55,224 55,005 66,753 96,238 70,343 69,577
Agriculture and irrigation 8,612 7,503 11,462 11,223 12,614 17,766 14,001 15,047
Fisheries 459 636 737 874 1,237 2,157 1,013 2,144
Manufactuwring and mining 638 2,041 2,516 1,228 1,490 1,412 743 2,352
Energy and water sapply 6,625 7,302 9,561 11,586 13,756 19,490 15,323 14,095
Transport and eommunication 15,059 14,620 21,842 19,662 28,465 35,620 26,754 25,726
Trade gnd commerce 996 341 97 459 433 738 608 738
Other 7,827 7,457 8,710 9,974 8,755 19,056 11,904 9,474

Other 54,211 62,450 61,178 70,022 85,052 109,522 120,972 127,804
Of which : Interest 48,923 55,246 54,897 62,123 71,200 80,611 94,307 117,184

Tatal expendi-ure and net lending 1/ 221,122 236,009 267925 278413 335237 387713 382556 417474

{In percent of GDP)

General Public Servies 74 7.0 7.1 6.3 7.1 6.0 6.3 5.5
Of which : Security 5.0 4.2 4.2 36 4.5 33 39 il

Social Services 9.1 8.0 7R 7.6 74 8.1 7.3 84
Of which: Education 27 235 2.6 2.6 2.5 2.6 2.0 2.8

Health 1.5 1.4 14 1.4 1.6 1.3 1.3 i7

Economic Services 52 4.5 54 3.0 5.3 6.7 50 4.4

Interest 6.4 6.2 54 36 5.7 6.3 6.7 7.4

(I percent of total expenditure)

Greneral Public Service 258 264 27.0 250 26.8 222 232 20.9
OF which : Security 17.2 15.7 15.9 144 17.0 12.4 14.2 11.7
Social Services 31.5 302 293 301 27.9 300 26.8 31.8
Of which : Education 9.2 9.5 10.0 105 9.2 9.6 7.4 10.5
Health 53 5.1 54 56 6.2 6.8 4.9 6.6

Ecomotnic Services 1R.2 169 206 19.8 19.9 24.8 18.4 16.7
Interest 221 234 20.5 223 21.2 234 247 28.1

Source: Data provided by the Ministry of Finance.

1/ This total does not match the derivation of total expenditure under the economic classification, as it excludes advance accoumts,
restructuring costs, and loan repayrments.
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Table 15. Sri Lanka: Cumrent and Capital Transfers to Public Corporations and Public Institutions, 1996-2002

1996 1997 1998 1999 2000 2001 2002
Budget Outturn Budget

(In milliens of Sr Lanka rupees)

Total 26,136 22,371 27,373 33,154 35,645 48,818 36,559 38,247
Public corporations 14,249 8373 9,768 12,352 15,418 13,639 11,289 10,789
Public institutions 11,837 13,698 17,605 20,802 20,227 35,179 25,270 27,458

Current transfers 10,516 ' 5350 7,287 8,111 9,075 10,095 11,235 7,069
Public corporations 8,232 2,693 2,967 3,277 3,370 3,057 4318 4,495
Public institutions 2,284 2,657 4320 4,834 5,705 7,038 6,915 12,574

Capital transfers 15,6820 16,921 20,086 25,043 26,370 38,723 25,324 21,178
Public corporations 1/ 6,017 5,880 6,801 9,075 12,048 10,582 6,973 6,294
Public institutions 3,603 11,041 13,285 15,968 14,522 28,141 18,351 14,824

Tota! transfers to selected corporation
and institutions

Cooperative Wholesale Establishment 5,500 1,000

Shipping Corporation 213
Mahaweli Authority 1,940 1,626 2,042 2,163 2,532 4,712 3,020 3,550
Plantation Corporations ) 82
Ceylon Electricity Board S04 1,139 1,038 1,665 1,840 29687 1,904 1,177
Transport Board 5i8 248 1,166 1,440 3,246 1,436 1,340 1,942
Housing Development Authority 223 454 867 1,632 1,328 719 739 302
‘Water Supply and Drainage Board 3,392 2,601 2,460 4,840 4,789 4,598 3,667 3,910
Road Development Authority 4,648 6,102 7,730 7,178 7,371 14310 10,860 8,607

(In percent of GDP)

Total tranafers 3.4 25 27 3.0 28 3.4 2.6 24
Current 1.4 0.6 0.7 0.7 Q.7 0.7 0.8 1.1
Capital 2.0 1.9 2.0 2.3 2.1 27 1.8 1.3

Public corparations 1.9 1.0 1.0 1.1 12 0.8 0.8 0.7

Public institutions 1.5 1.5 1.7 15 1.6 24 1.8 1.7

Total, excluding Mahaweli 3.1 23 25 28 26 31 2.4 22

Source; Data provided by the Ministry of Finance.

1/ The 1995 estimate includes Rs 2,395 million transferred to the Shipping Corporation to clear the loan balance appearing in treasury books.
An offsetting amount 15 inciuded a5 repaymnent under net lending,



Table 16. Sri Lanka: Transfer and Subsidy Payments to Households, 1996-2002

1996 1997 1998 1699 2000 2001 2002
Budget  Outturn Budget
{In millions of Sri Lanka rupees)

Total 32,122 37,059 31,075 36,302 41,513 45,927 51,318 54,700
Of which: Excluding pensions 16,657 19,143 17,598 17,246 19,911 21,163 24,825 22,837
Pensions 15,465 17,916 19477 15,056 21,602 24,764 26,493 31,863
Payments to disabled soldiers 763 940 1,202 1,291 1,992 2,410 2,721 3,300
Food and kerosene stamps 506 0 ] 0 0 ¢ 0 0
Fertilizer subsidy 1,500 1,895 2,152 1,380 1,733 2,000 3,650 2,000
Samurdhi 8,591 8,718 8,652 8,020 9,661 10,300 12,574 9,950
Nutrition program 0 0 0 62 92 33 85 47
School uniform 1,167 899 1,000 892 997 900 900 1,600
Refugee 2,270 3,357 2,307 2,667 2,800 2,800 2,563 2,270
Other 1,860 3,334 2,285 2,924 2,636 2,700 2,332 4,270

{In percent of GDP)

Total 4.1 42 3.6 3.3 33 3.2 3.7 34
Pensions _ 2.0 2.0 1.9 1.7 1.7 1.7 1.9 2.0
Other transfers and subsidies 2.1 2.1 17 1.6 1.6 1.5 1.8 14

Source: Data provided by the Ministry of Finance.

.-9L_
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Table 17. Sr1 Lanka:

Deficit Financing (Economic Classification), 1996-2002

{In millions of Sri Lanka rupees)

1996 1997 1993 1996 2000 2001 2002

Budget Qutturn Budget

Total [inancing 72,381 70,061 93,147 83,254 124,541 123,058 152,222 135,425
Foreign grants 7,739 7,329 7,200} 6,761 5,145 7,579 5,500 7,929
Nel {oreign borrowing 10,160 9,958 10,197 1,190 8,420 41,004 22,197 50,745
Gross foreipn borrowing 20,651 23,209 28,548 22.630 31,428 78,307 51,409 87,391
Repayments -10,491 -13,251 -18,351 21,440 223,318 -37,303 229,212 -16,646
Net domestic financing 49,754 30,278 71,362 75,167 110,577 49,715 115,933 57,722
Nonbank borrowing 26,301 41816 53,338 50,014 54,014 64,415 61,097 79,022
Rank financing 13,090 2,172 18,954 25,995 53,388 -14,700 54,089 -21,300
Central bank 9,873 -13,961 5,609 20,807 44,840 0 8,280 0
Commercial banks 3,217 11,819 13,345 5,188 8,548 -14,700 45809  -21,300
Other borrowing 10,363 -9369 -930 -842 3175 0 747 0
Asset Sales 4728 22,499 4,389 134 401 24,760 8,389 19,029

Scurces: Data provided by the Ministry of Finance; and Fund staff estimates.

XIANHddY TVOLLSILV LS
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Table 18, SriLanka: Outstanding Central Government Debt, 1996-2001 ¥

{In mitlions of Sri Lanka rupees, end of period)

1996 1597 1998 1999 2000 2001 Prov.
Total domestic debt 356,703 387,740 463,426 543,465 676,660 815,965
Rupee securities 2/ 205,975 239,475 250,370 262,056 263,888 292,813

Treasury bills 124,994 114,996 119,956 124,996 134,996 170,595

Treasury bonds 0 10,000 43915 104,857 204,124 229174

Treasury CDs 212 33 12 11 11 1t

Provisional advances 17,693 14,307 20,182 22,969 27,165 30,127

Cther 7,827 4,879 23,741 28,566 46,472 92,845

Import bills held by commercial banks 6,210 7,653 17,545 18,869 14,940 12,480

Other liabilities to banking sector net of deposits 3/ -8,588 9,670 242 4,616 23,014 71,358

Cther short and medium term liabilities 10,203 6,896 5,934 5,081 8,521 8,967

Banking system 101,764 100,536 113,054 139,871 19%,030 256,808
Central Bank

By debt {nstrurnent 34,303 19,770 27179 48,867 57,778 92,871

Rupes loans a il o] 2] G ¢

Treasury bills 17,114 6,692 9,308 27,322 42,238 64,842

Treasury bonds . 452 30,935 1,616

Advances 17,693 18,307 20,152 22,968 27168 30,127

Crher -504 ~5,229 -2,521 -1,876 -2,565 -3,714

Commercial banks

By debt instrument. 67.461 80,766 35,875 90,804 101,252 163,937

Rupes loans 44,321 44,321 44,321 44,068 44,068 44,068

Treasury bills 24,424 30,857 14,850 12,833 8,368 11,082

Treasury bonds 0 1,788 5,808 7,953 7,712 20,598

Other 3/ -1,284 3,800 20,896 25,950 41,104 88,179

By institution 67,461 80,766 85,875 90,304 101,252 163,937

Bark of Ceylon and Peaple's Bank 3/ 53,177 62,369 77,563 83,915 94,093 140,253

Other 15,569 14,598 8,310 6,889 7159 23,674

Sinking Fund 100 100 160 160 100 100
Nonbank sector 4/

By debt instrument 254,339 287,104 350,272 403,594 477,530 559,057
Rupes loans 161,554 195,054 206,149 217,888 219,720 248,645
Treasury bills 83,458 77,447 95,638 84,841 84,390 95 061
Treasury bonds 0 8212 43,107 96,462 185,476 206,960
Treasury certificates 212 83 12 11 11 il
Cther 9,615 6,308 5,366 4,492 7,933 8,350

By institution 254,839 287,104 350,272 403,694 477,530 559,057
National Savings Bank 47,794 62,498 67,260 72,555 27,263 83,976
Other savings institutions 44,416 40,201 83,552 96,313 124,358 150,839
Employees' Provident Fund 113,236 134,867 157,711 181,581 211,742 245,028
Ingurance companies 9,000 9,292 13,052 16,935 18,969 21,449
Finance companies 8117 8,967 7,060 5,580 2,621 3,124
Other 32,276 31,279 21,637 23,730 32,567 42,641

Foreign Administrative Bomrawings 8,600 6,302 7,901 4,487 7,901 373
Departments, Official Funds and other 22,667 24977 24 666 19,243 24,666 34,368
Total foreign debt 359,685 375,331 451,273 507,866 542,040 634,622

Project loans 302,560 320,867 400,284 444,473 477,845 542,830

Nonprajest loans 56,725 55,464 60,98% 63,443 64,195 91,772

Commedity loany 55,243 33,816 59,626 62,182 63,009 65,536

Other 1,481 8,178 1,363 1,261 1,186 26,236

Cancessional loans 350,319 362,435 446,331 497,672 535,129 601,701
Multilateral 161,490 175,315 213,749 228,294 249,740 288,823
Bilateral 188,829 137,120 232,582 269,378 285,389 312,878

Mon-Consessional 9,366 13,395 14,942 10,194 6,911 2,921

Multilateral 636 598 544 442 356 535

Bilatera] 152 7,834 1,618 1,489 0 -

Cammercial 8,548 5,464 12,780 8,263 6,555 32,386

External suppliers' credits 923 499 575 530 A 167 n.a.

Total outstanding debt 715,388 764,071 524,699 1,051,331 1,218,700 1,450,587

Source: Data provided by the Ministry of Finance.

1/ Includes T-bills outstanding from primary market sales to 1995, and adjusted for secondary market transections from 1996
ctiwards. Treasury bonds inchuded from 1997, and adjusted for secondery market transactions.

2/ Inclusive of Rs 24.] billior. and Rs 23.9 billion of long-term bonds issued i 1993 and 1996 respectively,

3/ Includes borrowing through FCEUs: Rs 6.8 biltion at end 1968, Rs 4.5 billion at end 1999, and Rs 8.3 billion in 2000,

4/ 3plit betwean bank and nonbank financing for 2000 is not entirely consistent with the fiscal tables; this is because the data
in this table is based on more recent informetion,
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Table 19. Sri Lanka: Monetary Survey, 1997-2001"

1997 1958 1999 2000 2001
Dec, Dec. Dec, Mar. Jur. Sep. Dec. Mar, Jun. Sep. Dec.

(in billions of Sri Lankan rupees, end of period)

Wet foreign assets 20.5 105.6 102.1 991 87.0 87.7 69.5 TE.1 72.1 75.5 771
Monetary authorities 2/ 29.9 101.7 893 90.4 80.5 714 57.9 62.3 §5.1 747 87.3
Commercial banks [tX 38 128 87 6.5 163 11.6 15.7 7.0 0.8 -10.2

Net domestic assets 2432 2721 3262 342.8 3558 369.9 4139 415.3 4236 44G.4 472.1

Dormestic credit 323.0 369.5 4329 4445 4755 494.3 549.9 569.8 587.4 599.6 £39.0
Public sector 59.9 74,6 107.0 1139 1295 144.7 185.6 192.4 2013 215.0 242.2

Claims ot government (net} 45,3 64.6 93.9 953 1069 116.0 1473 154.6 154.6 171.% 201.4
Monetary authorities 20.3 259 46.7 47.1 61.1 69.3 91.6 89.0 39.4 8.0 84.6
Commereial banks 25.0 38.7 4712 48.2 45.8 487 357 63,6 652 83.9 116.8

Claims on public corp, 3/ 147 10.0 13.0 18.6 226 236 383 37.8 46.8 43.2 40.8

Claims on private sector 3/ 263.1 2949 3259 330.6 346.0 349.6 364.4 3774 386.1 384.6 396.3

Cther items (pet) -19.9 ~G7.4 -106.7 <1017 <1187 -124.4 -136.0 -154,3 «163.8 -159.2 -166.9

Broad money 3337 3717 4283 4418 44238 457.6 483.4 493.7 495,7 515.5 549.1
Narrow money 85.9 263 108.6 109.8 108.8 111.7 118.5 113.9 108.5 1iz.1 122.2

Currency 457 51.8 58.5 58.6 56.8 59.5 62.6 62.4 59.6 61.1 65.5

Demand deposits 402 44.5 50.1 511 52.0 52.2 558 51,5 48,7 51.0 56.7

Quasi-money 247.8 281.5 319.8 3321 3341 345.9 364.9 379.7 387.2 403.8 426.5

(In annual percent change}

Net foreign assets 43.5 16.7 34 9.0 -13.8 -13.3 -31.9 <211 -17.1 -13.9 10.9
Meonetary authorities 22.3 13.1 -122 -8.5 -15.6 -23.3 -35.1 -30.9 -19.1 4.5 50.7
Commercial banks -145.4 591.1 228.0 «13.7 17.6 101.7 9.6 B(L5 7.7 -95.1 -188.1

Net domestic assets 7.8 11.9 19.9 215 18.9 20.4 26.9 212 19.1 19.1 14.1

Domestic credit 10.5 14.4 17.2 17.5 20.8 22.0 27.0 28.2 23.5 21.3 16.2
Pubilic sector 4.3 24.6 433 511 52.4 67.0 73.5 68.9 55.4 48.6 30.5

Claims on government (net) -4.0 42.8 453 39.7 389 46.6 56.8 62.2 44.6 482 36,7
Monetary authorities -40.8 276 80.3 47.1 83.8 94,7 96.0 §9.0 46.3 27.0 -7.6
Cormercial banks 24.3 55,1 21.9 33z 47 7.2 18.1 36.1 42.4 79.7 109.5

Claims on public corp. 3/ 5.6 -31.3 0.1 159.3 182.6 285.0 193.2 103.3 106.2 51.0 6,7

Claims on private sector 3/ 14.5 12.1 10.5 2.2 12.1 9.8 11.8 14.2 11.6 10.0 2.9

Other items (net) -19.6 -22.0 9.5 -5.9 -23.5 -27.0 -27.5 -51.7 -36.8 -28.0 -22.7

Broad money 15.6 13.2 13.4 13.0 114 12.1 12.9 1.7 1.8 127 13.6
Narrow money 9.8 12.1 12.8 7.0 8.9 %4 9.1 3.7 -0.3 0.4 31

Currency 73 133 13.0 5.6 .90 12.5 7.1 6.3 4.9 26 4.6

Demand deposits 127 10.3 12.5 8.6 87 6.1 115 0.7 5.8 -1.2 L5

Quasi-tmoney 17.8 13.6 13.6 151 122 12.9 144 14.4 15.9 16.7 17.0

{Percent contribution to broad meney growth 12 months ago)

Net foreign assets 2.5 4.5 -0.9 2.5 -3.7 3.3 -1.6 -4.7 231 -2.5 1.6
Net domestic assets 6.1 8.7 14,3 15.5 14.5 15.4 205 16.5 15.7 15.2 12.0
Domestic credit 10.6 13.9 16.8 17.0 19.7 2L.8 273 28.4 253 23.0 18.4
Pubdic sector 3/ 0.9 4.4 8.6 9.8 118 14.2 183 17.8 16.0 15.4 11.7
Private sector 3/ 116 9.5 8.2 7.1 7.9 T.6 94 106 9.4 7.6 6.7
Other assets (net} -4.5 253 2.4 -1.4 -5.2 6.4 -5.9 -11.9 -9.6 <78 6.4
Memorandum itemns:
Money multiplier (BM/RM) 398 4.07 436 429 4.36 4.53 460 .- 41.64 4,79 4,83 4.88
Velocity (GDF/geom. avg. BM) -2.90 2,88 378 2.778 2.796 2.807 2817 2.805 2794 2,782 2.765

Source: Central Bank of Sri Lanka.

1/ Adjusted to reflect the reclassification of forsign liabilities of domestic banking units and the inclusion of foreign currency banking units.
2/ Cash balances held abroad by the monetary authorities have been adjusted for transactions with FCBUs,
3/ From December 1998, Sri Lanka Telecom has been reclassified as a private enterprise.



Table 20. Sri Lanka: Balance Sheet of ths Monetary Authorities, 1997-2001

1597 1998 1999 2000 2001
Dee, Dec. Dec. Mar. Jun. Sep. Bec. Mar. Jun. Sep. Dec.
(In billions of Sri Lanka rupees; end of period)
Net foreign assets 89.9 101.7 £9.3 50.4 80.5 71.4 57.% 62.5 65.1 74.7 R7.3
Central Bank (net) 824 926 74.1 75.1 64.3 551 41,7 46.2 418 51.4 6319
Assets 121.5 131.2 112.1 1083 100.9 86.3 772 75.0 92.0 95.8 111.9
Cash and balances sbroad 1/ 519 59,4 20.8 20.6 18.7 18.7 234 254 378 473 40.3
Foreign securities 67.1 67.7 873 8314 77.3 673 53.7 48.0 53.2 46.7 71.4
Other 2.5 4.1 39 4.3 4.8 03 0.0 1.6 049 1.7 0.2
Liabilities 38.1 385 38.0 331 36.6 312 355 28.8 50.2 442 48.0
Government (net) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Treasury IMF account (net) 7.5 9.1 132 15.2 16.2 16.2 a2 16.2 233 233 233
Net domestic assets -6.2 -8.9 11.2 12.6 21.0 29.5 47.2 439 38.3 322 152
Net claims on government 203 259 46.7 47.1 61.1 69.3 ol6 700 89.4 88.0 84.7
Claims on government 26.8 29.0 49.2 51.1 63.9 73.3 91.7 92.4 92.0 90.4 89.0
Advances 18.2 20.8 236 280 27.8 279 278 30.7 30.6 304 30.7
Treasury bills & Bonds 7.2 82 256 231 6.0 454 66.9 61.7 61.3 529 58.2
Cash items in collection 0.7 0.0 0.5 0.0 0.0 0.0 0.0 0.0 1.0 0.0 0.0
Government deposits «6.5 =31 -2.5 -4.0 -2.8 -4.0 -32 -3.4 2.6 =24 -4.3
Claims on comnereial banks 1.7 1.1 0.7 0.7 0.7 0.7 0.5 0.5 0.4 0.4 0.2
Medivm- and long-term 1.7 1.1 0.7 a7 a7 0.7 G5 0.5 0.4 0.4 0.2
Short-term 0.0 0.8 0.0 0.0 0.0 0.0 0.0 0.0 0.D 0.0 0.0
Other assets {nef) -28.2 -35.9 2363 -33.2 -40.8 -4).5 440 -43.6 -51.5 -56.1 -55.6
Reserve money 837 929 100.4 1029 101.5 100.9 105.2 106.3 103.4 106.9 11235
Cirency in eirculation 531 60.1 70.2 £8.9 66.8 69.2 73.3 74.5 9.5 70.5 76.6
Comimercial banks deposits 305 32.7 30,2 34.0 347 317 318 318 34.0 364 36.0
Deposits of government agencies [ 0.8 0.0 0.0 0.0 09 0.0 0.8 0.0 0.4 0.0
{Inr annual percent changs)
Net foreign assets 22.3 13.1 -12.2 -B.5 -15.6 =233 -35.1 -30.9 -19.1 4.7 306
Net domestic assets -151.8 43.3 -225.7 1,900.0 1,179.4 .. 3232 248.3 82.5 9.0 -16.6
Net claims on government -40.8 27.6 80.3 472 83.8 94.7 96.0 88.9 46.3 269 ~71.5
Claims on commercial banks -25.1 -317 =333 -35.1 -283 -283 -30.5 -30.4 42,6 -43.3 -71.2
Medium- and long-term -25.0 -317 -32.9 <345 -27.6 -27.5 -29.4 -29.6 -42.1 431 1.2
Short-term -32.7 -34.3 =522 -65.2 -64.7 -78.6
Reserve money 2.1 140.9 8.2 5.0 8.6 B5 4.7 3.3 1.9 59 70
(Percent contribution to reserve meney 12 months ago)
Net foreign assets 19.2 14.1 -13.4 -8.6 -15.9 <233 -31.2 -27.1 -15.2 33 279
Net domestic assets -21.2 -3.2 21.6 135 24.5 31.8 35.9 © 304 7.1 2.6 =209
Net clairus on government -16.4 6.7 224 153 298 36.2 44.6 40.7 279 18.5 -6.5
Claims on comimercial banks 0.7 0.7 -0A4 4.4 0.3 -0.3 0.2 -0.2 0.3 -0.3 -0.4
Other assets (ner) 4.2 9.2 -04 -1.4 -5.0 -4.2 8.5 -10.1 -10.5 -15.5 -14.0

Source: Central Bank of Sri Lanka.

1/ Cash balances held abroad have heen adjusted to take into account transactions with FCRUs.
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Table 21. Sri Lanka: Balance Sheet of Commercial Banks, 1997-2001

1997 1998 1999 2000 2001
Dec. Dec. Dec. Mar. Jun. Sept. Dec. Mar. Jun. Sept. Dec
(la billions of 8ri Lunka rupees; end of period)

Foreign assets 25.8 30.1 36.3 39.7 41.4 47.8 52.4 58.8 533 525 44.6
Banks abroad B3 228 293 3240 3335 383 423 493 44 8 43.2 34.9
Other 7.5 74 7.0 1.7 7.9 9.5 10.0 9.5 84 5.4 2.6

Cash and deposiis 65.8 804 4.7 98.8 1002 93.8 118.1 90.1 103.7 114.7 1277
Cash in till 7.5 83 11.7 10.2 10.0 2.6 10.7 12.0 2.9 9.4 11.0
Deposits with CBSL 29.0 31.3 284 330 34.7 33 289 313 0.9 354 38.7
FCBUs %/ 228 289 40.0 43.4 41.3 362 455 37.1 495 55.0 63.3
Due from other banks 6.5 1.8 14.6 12.3 14.2 14.6 131 9.6 13.4 14.9 14.6

Claims on government 398 443 518 50.3 48.8 50.1 56.1 738 73.1 80.7 103.4
Treasury bills 205 136 116 8.0 6.8 5.9 7.4 4.6 54 12.2 9.7
Two-year Treasury notes 1.8 5.0 7.5 7.7 15.1 13.2 7.2 5.1 11.2 8.2 19.1
Other povernment securilics 0.8 0.3 (B 0.1 al Q.1 0.1 0.1 (.1 0.1 0.1
Other 16.7 254 ize 346 269 308 414 64.0 56.5 60.2 702

Claims on public corp. 10.3 8.7 12.7 153 194 202 27.0 26.1 253 252 229

Claims on private sector 2160 2444 2755 2786 2859 2928 3076 316.8 3215 320.8 328.8

Other assets 85.0 938 598 165.0 108.8 1056 116.5 124.5 109.3 116.7 F13.8

Assets = iabilities 442 8 501.7 570.8 587.8 604.6 6102 &77.7 620.0 086.7 F098 741.2

Foreign liabilities 233 29.0 331 37.6 373 358 40,7 42.1 46.1 46.7 457
Banks abroad 4.0 43 5.0 7.6 59 44 6.3 69 8.5 8.6 54
FCBUs 2/ 0.0 0.0 G0 .0 0.0 G0 0.0 0.0 0.0 0.0 0.0
NREC 3/ 16.3 20.4 23.6 240 254 26.5 29.2 29.3 313 317 338
RNNFC 4/ 20 i3 33 3.8 4.6 ER] 19 4.6 51 5.1 4.9
Other 14 1.1 1.1 le i3 1.5 1.3 1.4 1.2 1.2 15

Demand deposits 40.1 44.5 50.1 51.1 52.0 52.1 558 51.5 489 51.0 56.7

Domestic NRFC deposits 25.6 381 486 51.5 48,7 498 55.8 599 62.8 62,1 66.6

Time and savings deposits 2024 2i9.9 24935 256.5 261.9 2719 2862 290.0 2970 3083 3285

Government deposits 13.7 11.6 12.7 10.0 2.7 9.9 132 27 211 229 26.3
Demand 9.8 10.4 11.6 04 9.1 93 12.4 219 20.3 218 25.0
Time and savings 39 1.2 1.1 0.6 0.6 0.6 0.8 0.8 0.9 1.1 1.3

Due to CBSL 48 4.8 52 5.0 5.0 56 5.9 6.4 6.1 5.8 4.8

Due to banks 8.7 11.8 15.6 .4 14.4 16.0 362 126 157 211 208

Due to OF1s 0.7 11.8 122 124 20.2 19.8 24.7 243 259 255 322

Capital 44.4 502 516 533 52.8 526 51.8 468 450 44.9 44.5

Other liabilities aR.8 80.0 92.4 99,7 102.2 96.7 107.6 1336 118.0 1203 115.1

Source: Central Bank of St Lanlka,

1/ Adjusted to reftect the reclassification of foreign liabilities of domestic banking units and the inclusion of foreign currency banking units. From 1998, Sri Lanka

Telecom has been reclassified as a privafe enterprise.

2/ A foreign currency banking unit is a unit in a commercial bank which accepts deposits and grants advances in foreign currency from and to non-residents, commercial

banks, Board of Investment (BOI) enterprises, and other approved residents.
3/ Non-Resident Foreign Currency accounts.
4/ Resident Non-National Foreign Currency accounts.
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Table 22. Sri Lanka: Advances by Purpose and According to Maturity, 1997-2001"

97 98 Q2 9904 0001 0002 0003 0004 0101 01Q2 003
(Tn billicos of Sri Lanka rupces; end of period)
By Category
Commercial 99.2 102.9 109.7 1171 122.2 127.5 1348 132.0 137.1 1353
Financial 7.6 113 12.0 12.9 14.3 13.0 14.7 15.6 12.7 11.5
Agriculture 11.8 13.1 16.7 15.9 15.8 153 15.2 16.8 15.8 155
Industrial 2/ 253 27.6 333 32.7 34.6 34.4 35.3 34.5 343 33.3
Tourism 33 4.1 4.5 4.2 4.5 4.1 4.1 4.2 4.2 4.4
Housing 3/ 251 31.2 357 37.0 38.5 40.1 413 44.5 44.6 45,2
Consumptjon 19,5 233 250 304 314 319 32.6 382 357 379
Other loans 230 27.8 34.2 3G.3 30.0 35.1 393 458 485 452
Total 216.8 2413 275.1 280.5 2013 3014 3174 3316 3329 3312
(In percent annual growth)
Commereial 11.3 3.7 6.6 10.2 14.1 18.5 23.0 12.8 12.2 6.1
Financial -8.3 48.7 6.2 11.2 212 32 225 201 -11.5 -11.6
Agriculture 10.9 11.G 275 214 18.8 7.7 -89 50 0.0 13
Industria] 2/ 26 a1 20.7 193 272 199 6.} 6.6 -0.8 -3.2
Tourism 24 242 9.8 2.4 4.7 2.4 4.5 -0.1 6.3 T2
fTousing 3/ 4.6 243 14.4 16.4 18.5 19.7 15.6 204 159 12.8
Consumption 18.8 19.5 245 19.2 21.7 9.2 12.6 25.3 13.7 18.7
Other loans 29.3 1.6 23.0 7.1 1.0 16.6 14.8 50.9 61.6 3.2
Total 10.0 154 14.0 13.1 15.7 15.9 15.4 18.2 143 5.9
(In percent of total)
Comrnercial 435.8 42.6 ing 417 419 42.3 42.5 398 - 41.2 40.8
Finaneial 3.5 4.7 4.4 4.6 4.9 4.3 4.8 47 38 35
Agriculture 54 54 6.1 57 54 5.1 48 51 4.7 4.7
Industrial 2/ 1.7 11.4 121 L7 g 11.4 11.1 10.4 10.3 101
Tourism 1.5 1.7 1.6 1.5 1.5 1.4 1.3 1.3 1.3 1.3
Housing 3/ 1.6 12,9 13.0 132 13.2 133 13.0 134 13.4 13.7
Consumption 5.0 9.7 10,5 10.8 10.8 10.6 10.3 11.5 10.7 11.4
Otherfoans 115 Il.5 12.4 10.8 103 11.6 12.4 133 14.6 14.5
Total 100.0 150.0 1060 100.0 106.0 100.0 100.0 100.0 100.0 1003.0
By Maturity

Short terin 63.9 63.7 63.0 62.5 63.0 62.7 62.1 £2.5 62.3 £60.6
Medium term 239 237 22.8 23.0 224 226 223 224 222 22.7
Long term 122 12.6 141 14.5 14.7 14.7 15.8 15.1 15.5 16.6
Total 100.0 100.0 100.0 166.0 160.0 160.0 100.0 100.0 1000 100.0

Source: Central Bank of Sri Lanka,

1/ Domestic banking wnits only. Advances include loans, overdrafs, and bills discounted; and exclude cash items in process of collection.
2/ Includes advances granted to the Engineering and Building Trade, Mining and Fishing.
3/ Housing covers personal housing (including purchese, construction, and repairs); construction of business premises; and property development.
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Table 23. Sri Lanka: Selected Interest Rates, 19962002

(In percent; end-of-period}

CBSL Rates Money Market Rates Bark Rates Memorandum
Repos  Reverse  Interbank Treasary Rills Prime Time and  CFI Inflation
Repos CallRatel/ 3 Wonths 12 Months  Lending 1/ Savings 1/ Annuval Rate

1996 12.8 24.0 17.5 174 202 12.3 16.8
1957 11.0 13.5 10.0 0.2 152 10.0 10.7
1998 11.3 15.0 139 12.0 12.6 149 9.2 37
1999 9.25 13.3 115 11.8 12.8 139 9.1 4.0
2000 17.0 20.0 259 17.8 182 21.5 9.9 10.8
2001 2.0 14.0 12.7 12.9 13.7 14.3 10.8 10.8
199 Q1 10.5 14.2 15.8 11.8 12.5 154 9.2 5.0
Q2 10.¢ 14.2 11.6 11.8 12.7 4.2 8.1 34
Q3 9.5 13.8 13.3 11.4 124 14,5 9.1 5.4
Q4 9.25 13.5 11.5 11.8 12.8 15.9 8.1 4.0
2000  Janwary 9.0 13.3 12.0 11.3 12.0 134 9.1 0.3
February 90 13.3 12.3 11.3 12.0 14.0 9.1 1.9
March 9.9 13.3 13.4 11.5 12.1 15.1 2.1 4.5
April 9.0 13.0 12.8 11.4 12.0 15.2 2.0 3.7
May o3 14.0 13.8 1.4 124 15.9 9.1 2.4
June 9.5 15.0 14.9 12.2 13.0 16.4 9.2 6.8
July 11.0 15.0 14.5 12.4 13.2 15.2 9.1 101
August 11.8 15.0 12.6 12.7 13.7 157 9.1 99
September 13.0 16.0 14.5 13.6 153 16.1 2.0 8.5
October 13.0 16.¢ 16.8 15.7 16.0 16.9 9.1 1.8
November 17.0 200 21.3 16.6 183 204 94 7.6
December 17.0 200 259 i7.8 18.2 21.5 9.0 10.8
2001 January 20.0 230 25.6 18.8 19.8 232 10.2 16.2
February 19.0 22.0 228 20.2 21.6 227 10.7 16.6
March 19.0 22.0 22.1 19.3 20.2 222 10.8 132
April 18.5 215 21.2 18.9 19.0 22,0 11.0 13.9
May 18.5 21.5 21.3 18.8 18.9 21.6 11.0 16.3
June 18.5 21.5 214 19.%5 19.3 21.9 11.6 14.7
July 16.0 19.5 193 18.4 17.8 20.3 114 13.4
August 15.0 18.5 16.3 16.7 17.2 18.2 114 11.4
September 13.0 15.0 13.9 14.3 15.0 15.8 “11.3 14.9
October 12.0 14.0 12.8 13.7 14.4 14.5 11.0 14.1
November 120 14,0 12.9 13.4 13.9 14.3 11.8 14.9
December 12.0 14.0 12.7 12.9 13.7 14.3 10.8 10.8
2002 January 12.0 14.0 122 12.9 13.7 13.9 10.5 8.9
February 12.0 14.0 12 12.7 13.5 13.3 10.4 8.5
March 11.5 137 12.4 12.8 136 13.6 10.1 11.4
April 11.5 13.9 11.7 12.8 13.5 14.0 10.0 8.3
May 11.5 139 12.8 132 13.8 13.7 0.8 10.0
June 115 13.8 12.2 13.0 13.7 14.0¥ 9.6 10.7

Source: Central Bank of Sri Lanka.

1/ Weighted average,



Table 24. Sni Lanka: Reserve Position of Commercial Banks, 1996-2001

{In billions of Sri Lanka ruzpees)

Excess
Deposils Required Reserves Actual Reserves Reserves
Demand Time and  Foreign Demand Time and Foreign Total Deposits DECC Govt, Till Total Balance

Savings  Curency Savings  Cumency (4 HEYHE) with CBSL  bonds  Securities  Cash  (8yr(S)H10¥H(1} TiliCash  (12M7)

(1 ) 3) 4y {5 8 (7 3) &) (1 (an {12) (13} {14}
1996 42.0 1795 35.1 6.3 269 37 6.9 359 0.3 0.0 1.6 378 54 09
1597 46.6 2107 20.4 55 253 2.5 33.3 305 a3 0.0 2.7 336 4.7 43
1998 34.1 2225 323 6.5 26.7 3.9 37! 327 03 0.0 2.9 359 54 -1.1
1999 6014 2536 4.0 6.6 279 3.7 18.3 30.2 03 0.0 57 362 6.1 2.1
2006 January 50.1 258.7 376 6.5 283 4.1 39.1 35.3 0.3 0.0 18 39.1 6.2 0.1
February 61.2 260.1 371 8.7 28.6 4.1 39.4 333 03 0.0 4.5 382 4.8 -1.2
March 50.8 261.8 38.1 6.6 28.8 4.2 39.6 340 0.3 0.0 4.8 391 5.4 .5
April 62.90 265.8 40.8 6.3 282 4.5 40.5 326 03 0.0 5.8 387 6.0 -19
May 591 266.2 40.8 6.5 253 4.5 40.3 33.4 0.3 0.0 53 39.0 6.3 -1.2
June 60.1 266.3 4.7 6.6 263 4.7 406 34.7 a3 0.0 4.8 3938 52 4.8
Tuly 59.0 2712 4.8 6.5 5.8 49 412 33.6 03 0.0 4.0 379 6.4 3.3
Angust 58.3 2740 na. 6.4 o 08 316.6 273 3 0.0 4.1 31.7 57 4.9
Seplember 60.4 276.2 459 6.6 304 - 370 31.7 4.3 0.0 4.8 36.8 4.8 0.2
October 58.53 231.6 473 b.4 31.0 - 37.4 310 0.3 0.0 54 36.7 55 -0.6
Naovember 62.8 281.9 48.4 6.8 310 - 378 30.2 03 00 4.9 354 5.5 -2.4
December 60.8 269.5 43.7 6.7 204 - 36.3 318 0.3 0.0 5.1 172 5.5 0.9
2001 January 61.2 291.4 61.5 6.7 320 - 388 320 03 - 4.8 37.2 73 -1.6
February 60.1 2050 57.6 6.4 3235 - 39.1 29.9 0.3 - 54 35.6 8.6 35
March 58.8 296.4 69 6.5 326 - 39.1 39 0.3 - 54 37.6 6.6 -1.5
April 60.4 2086 64.3 6.6 32.8 - 39.5 322 0.3 - 6.0 354 6.2 -1.1
May 580 1000 70.8 6.4 EEXY - 39.4 329 0.3 - 5.5 387 56 0.7
June 57.1 303.0 69.3 6.3 333 - 39.6 34.0 0.3 - 4.8 39.0 5.1 -0.6
July 56.5 307.0 68.0 6.2 33.8 - 40.0 341 0.3 - 4.0 384 6.9 -1.6
August 553 3097 585 64 34.1 - 40.5 348 0.3 - 4.7 108 52 -7
September 517 1144 61.1 6.3 4.5 - 409 36.4 0.3 - 19 40.6 5.5 0.3
October 389 320.6 69.8 59 3z - 380 336 - - 4.9 385 6.0 05
Movember 59.5 3249 74.2 60 315 - 8.4 3290 - - 4.6 375 535 -1.0
December 62.6 331.0 78.2 6.3 331 - 304 36.0 - - 5.0 41.0 6.0 1.6

Source: Central Bank of Sti Lanka.
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Table 25. Sri Lanke: Balance of Payments, 19962001

1956 1997 1998 1555 2000 2001

(In millions of U.8. deliars)

Trade balance -1,344 -1,225 -1,0581 -1,369 -1,758 -1,157
Exports 4,095 4,639 4,798 4.610 5,522 4,817
Irnports 5,439 5,364 5,88% 5,979 7,320 5,974

Services, net 1035 1538 145 148 a8 109
Receipts 765 - 876 914 968 933 1,270
Payments 660 716 770 B20 ais 1,161

Income, net -198 -159 -180 -254 304 -2R0
Receipts 185 234 214 187 152 94
Payments 3R3 393 194 423 458 373

Of which: Interest 307 03 285 194 332 253

Private transfers, net 710 788 848 887 974 938
Current account {excluding grants) -727 -437 2718 -388 -1,080 -39]

Official transfers 49 44 53 26 25 22
Curent account (including grants) -678 -392 -225 -562 -1,065 -369
Capital and financial account 459 601 414 72 443 336

Capital account (net) 96 87 80 &0 50 157

Financial account 363 515 334 292 393 339
Long-term: 381 716 398 435 307 163

Direct investment 115 430 193 177 176 172
Foreign direct investment, net R6 129 137 177 173 82
Privatization proceeds 33 301 56 ] 3 30

Private, long-term {net) 1 47 2 156 23 -257
Disbursements 156 149 147 361 301 44
Amortization 133 102 145 165 217 3

Govermment, long-term (net) 259 238 203 62 47 248
Disbursements 497 500 493 381 355 573
Amortization 238 262 290 kN 308 327

Short-term, net -18 -201 -64 -143 88 176

Portfalio investment, net {CSE) 7 13 -24 -13 45 -1l

Private short-term, net -A44 =20 b <10 100 -18

Commercia] banks {net) 1/ 19 -194 -48 2126 13 234

Government short-term, net 0 0 Q0 Q0 0 =50

Errors and omissions 2/ 150 45 -152 =73 99 53

Overall balance -63 163 37 <259 -521 220

Net international reserves 68 -163 -37 259 522 220
[ncrease in gross afficial reserves () 126 92 45 340 619 270
Central bank borrowing, net 2/ -13 -5 O 19 o 3

Use of Fund credit, net 43 -66 -82 59 -97 53
{In percent of GDP}

Memorandum items:

Current account (excl. official transfers) 5.2 -2.9 -1.8 -3.7 -6.6 -2.5
Current account (incl. official fransfers) -4.9 -2 -1.4 3.4 -6.4 -2.4
Overall balance 0.5 1.1 02 -1.6 3.1 1.4
Toral debt 3/ 68.6 62.3 610 63.2 60.8 61.8
‘Total debt service (percent of exports of goods end services) 153 13.3 133 15.2 14.7 13.3
Gross official reserves {in millions of U.S, dollars) 4/ 1,855 1,922 1,910 4,530 911 1,182
(ln months of imports) 3.6 R 3.4 2.2 1.5 2.0
Net official reserves 1,325 1,488 1,524 1,272 750 a70
GDF ({in millions of U.S. dollars) i 13,898 15,092 15,761 15,712 16,596 15,669

Sources: Data provided by the Central Bank of Sri Lanka; and Fund staff estimates,

1/ Monetary data in the balance of payments reflect the reclassification activity associated with the foreign currency banking units, which are
incerporated in the monetary accounts,

2/ Up to 1897, central bank borrowing inciudes valuzation effects. From 1993 onwards, valuation effects ers implicit in errors and omissions.
3/ Inciudes banking sector liabilities. )

4/ Less ACU balances.
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Table 26. Sri Lanka: Exports by Commodity, 1996-2001

1996 1997 1998 1999 2000 2001

(In millions of U.S. dollars)

Total 4,095 4,639 4,798 4,610 5,522 4,817
Agricultural products 961 1,060 1,088 047 1,005 932
Tea
Value 615 719 780 621 700 690
Volume (million kg) 244.1 268.5 2719 269.3 2R8.0 285.0
Unit value (US$) 2.52 2.68 2.87 230 2.43 234
Rubber
Value 104 79 44 33 29 24
Volume (million kg} 72.2 61.3 41.5 42,8 324 320
Unit value {USS/kg) 1.44 1.28 1.06 0.77 0.89 0.73
Coconuts
Value 81 82 56 84 77 41
Volume (million nuts) 475 505 437 600 787 516
Unit value (US$/mut) 0.17 0.16 0.13 0.14 0.10 0.08
Coconut products (value) 29 35 38 45 45 42
Other agricultural preducts
Value 132 145 170 165 155 136
Volume (million kg) 54.6 58.0 58.0 58.9 49.8 52
Unit price (US$/kg) 242 2.50 2.93 2.80 3.11 2.63
Industrial products 2,990 3,422 3,590 3,339 4,279 3,725
Gems (value) 243 208 177 222 273 248
Of which: Processed diamonds 156.3 125.0 121.0 161.0 179.3 166.1
Garments and textiles
Value 1,902 2,274 2,460 2,425 2,982 2,543
Volume (million pieces) 324.7 360.4 371.3 370.7 440.0 387.5
Unit value (US$/piece) 5.86 6.31 6.63 6.54 6.78 6.56
Other industrial products (value’ 845 940 953 892 1,025 934
Petroleum products
Valoe 104 97 73 74 98 68
Volame (000 metric tons) 660.9 538.1 473.5 413.0 3524 280.9
Unit value (US$/tan) 157.4 180.3 154.2 178.2 2775 241.0
Miscellaneous exports 41 59 47 51 141 92
(In percent of total exports)
Traditional exports 2/ 202 19.7 19.1 17.0 154 16.5
COf which: Tea 15.0 155 16.3 13.5 o127 14.3
Nontraditional exports 79.8 80.3 80.9 83.0 g4.6 83.5
Other agricultural products 32 3.1 3.5 36 2.8 2.8
Garments and textiles 46.4 49.0 51.3 52.7 34.0 52.8
Gems 5.9 4.5 37 4,7 4.9 52
Other industrial products 20.6 20.3 19.9 19.4 18.6 19.4
Petroleum products 2.5 2.1 1.5 1.6 1.8 1.4
Other 1.0 1.3 1.6 1.1 2.6 1.9
Total 100.0 100.0 1000 100.0 100.0 160.0

Source: Data provided by the Central Bank of Sri Lanka.

1/ Preliminary estimates.
2/ Consists of tea, rubber, coconuts, and coconut products.
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Table 27. §ri Lanka: Imports by Commeodity, 1996-2001

15956 1997 1998 1999 2000 2001

{In millions of U.8. doliars)

Total 5,435 5864 5.889 5979 7,320 5,974
Consumer goods 1,234 1,223 1,254 1,242 1,389 1,234
Rice
Value o1 73 42 46 4 11
Volume (000 metric tons) 341 306 168 214 15 52
Unit value (USS/ton) 267 238 251 16 262 204
Wheat
Value 204 139 127 111 127 110
Volume (000 metric tons) 913 789 380 859 922 760
Unit valve (US$/ton) 223 176 144 129 138 144
Sugar
Vale 145 184 129 106 141 115
Volume {000 metric tons) 381 345 444 479 562 420
Unit value (US$/ton) 380 337 290 222 252 274
Other food 361 385 424 398 421 420
Other consumer goods 433 442 532 581 696 581
Intermediate goods 2,767 3,096 2,982 3,057 3,789 3,321
Crude petrolevm
Value 304 263 216 257 497 352
Volume (million barrels) 15 14 16 14 17 14
Unit value (US¥/barrel} 20 19 14 19 29 25
Refined petroleum 1735 276 128 243 404 379
Fertilizer
Value 76 66 62 66 80 &7
Volume ('000 metric tons) jol 333 440 539 559 460
Unit value (US$/ton) 21 158 141 123 143 146
Textiles 1,168 1,386 1,397 1,320 1,471 1,320
Other intermediate goods 1.044 1,103 1,178 1,I7Y 1,337 1,202
Investment goods 1,204 1,325 1,477 1,563 1,737 108!
Of which © Machinery and equipment 649 742 786 678 787 610
Transport equipment 179 208 264 523 529 129
Building materials 263 272 303 260 305 249
Unclassified 2/ 234 220 176 115 406 337
(In percent of total imports)
Food 14.7 133 12.3 111 9.5 il.0
Petroleum 8.8 9.2 5.9 834 123 122
Textiles 215 21.6 237 221 201 221
Cther intermediate goods 3/ 20.6 20.0 21.1 207 193 213
Investment goods 22.1 22.6 25.1 262 237 181
Other 4/ 12.3 11.3 12,0 1.6 151 154
Total 100 100 106G 100 100 100

Sources: Data provided by the Central Bank of Sri Lanka.

1/ Prelimmary estimates.

2/ Includes non-monetary gold and military equipment.

3/ Includes fertilizer.

4/ Includes non-food consumer goods and vnclassified imports.



Table 28. Sr Lanka: Direction of Trade, 1996-2001

{In percent)

Exports Imports
1996 1997 1998 1999 2000 2001 1/ 1996 1997 1998 1999 2000 2001 1/
European Union 297 30.1 273 287 27.4 26.1 17.7 16.9 17.6 14.4 13.0 14.2
Of which:
France 2.7 2.2 22 2.2 2.1 2.2 L.G 0.9 1.3 1.3 1.1 1.3
Gennany 6.0 5.0 49 4.7 4.2 4.1 31 3.3 3.6 2.3 2.1 2.3
Netherlands ia 3.0 22 23 1.9 1.8 1.6 14 1.7 1.4 1.2 13
United Kingdom 9.7 11.5 113 13.1 13.3 12.0 5.0 5.0 5.3 4.2 4.3 37
United States 34.7 36.4 403 388 39.5 40.0 3.9 3.3 4.0 3.6 3.5 4.5
Japan 6.4 5.1 4.2 34 4.1 39 99 8.5 9.7 94 8.8 5.6
Middle East 7.6 7.4 2.0 7.9 7.9 9.0 8.3 9.4 6.5 5.8 8.2 8.5
Of which:
Epypt 0.6 0.9 3.1 0.6 0.6 0.3 0.3 0.3 0.1 02 0.1 0.1
Tran, Islamic Republic of 0.9 0.5 04 0.5 0.6 0.6 3.0 1.8 2.0 1.3 2.8 3.9
Traq 0.0 0.1 0.3 03 03 0.4 - - - -~ - -
Saudi Arabia 0.8 0.8 1.0 0.8 0.8 0.6 2.3 3.2 1.7 0.8 1.8 0.6
Asia 2/ 8.7 8.4 7.3 8.3 8.6 7.8 49.8 50.3 52.1 489 456 50.6
Of which:
China 0.3 0.2 03 0.1 0.1 0.1 29 3.0 4.0 2.7 34 3.7
India 1.1 1.0 0.8 1.1 1.0 1.5 11.2 9.9 9.3 RS 32 10.1
Pakistan 0.9 0.8 0.6 ¢.7 Q.5 0.5 1.4 1.5 1.6 1.6 1.0 1.2
_ Singapore 1.5 1.3 0.9 1.0 1.1 1.2 5.1 5.1 5.4 7.5 6.8 6.9
Former Soviet Union 31 37 31 23 26 34 04 03 03 03 01 o1
Other countries 9.8 8.9 88 105 09 9.8 98 117 9.8 17.7 20.7 16.5
All countries 100.0 100.0 100.0 100.0 100.0 1000 100.6 1000 100.0 100.0 160.0 1000

Source: Data provided by the Central Bank of Sni Lanka.

1/ Prelinunary estimates, based on data excluding military imports.

2/ Excluding Japan.
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Table 29, Sri Lanka
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. Indicators of Trade Performance, 1996-2001

1996 1967 1998 1999 2000 2001
(In percent of GDIP)
Exports 29.5 30.7 30.4 293 333 30.7
Imports 39.1 38.9 374 38.1 44.1 381
Consumption 7.4 7.2 7.2 7.9 8.5 7.9
Food 4.3 4.3 3.8 4.2 4.2 4.2
Other 31 29 34 3.7 4.2 3.7
Intermediate 1/ 214 214 19.7 19.5 228 21.2
Petroleum 34 36 2.2 32 5.4 4.7
Other 17.9 179 175 16.3 17.4 16.5
Tnvestment 2/ 8.7 8.8 54 16.0 10.5 6.9
Other 1.7 1.5 11 0.7 2.4 2.2
Trade balance -9.7 -8.1 -6.9 -8.7 -10.8 -7.4
{Annual percentage change)
Export volume 3.2 16.6 -1.5 5.1 i8.3 -8.0
Export unit value
(U.S. dollar terms) 4.2 2.4 5.0 -8.6 1.3 -5.2
Import volume 2/ 22 12.4 8.5 0.2 13.0 -10.7
Import unit value
(U.S. dollar terms) 0.3 -4.0 -7.4 1.3 8.4 -8.6
Terms of trade 3/ 4.0 6.7 13.4 -9.8 -6.5 3.7
Real effective exchangs rate 4/ 10.4 134 -10.5 -1.2 0.6 -0.1

Sources: Data provided by the Central Bank of Sri Lanka; and Fund staff estimates.

1/ Consists of fertilizer, petroleum, textile and other intermediate goods.
2/ Includes the imports of aircraft in 1999 and 2000.

3/ Staff estimates.

4/ Changes are December to December, as caiculated by the staff.
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Table 30. Sri Lanka: Services and Income, 1996-2001

(In mitlions of U.S. dollars)

19%¢6 1997 1998 1999 2000 2001 v/

Total services 2/ 103 159 145 148 38 109
Receipts 765 876 914 968 053 1,270
Payments 660 716 770 820 915 1,161

Transportation 13§ 136 139 122 69 %0
Receipts 339 389 402 403 406 398
Payments 201 233 263 283 337 308

Travel -1¢ 29 28 55 8 -32
Receipts 166 209 230 274 252 213
Payments 176 180 202 219 244 245

Insurance services 10 10 16 17 19 105
Receipts 28 30 34 37 41 424
Payments 18 20 18 20 22 315

QOther business services -27 .29 -29 -47 -50 ~48
Receipts 208 223 224 227 184 173
Payments 235 252 253 274 234 221

Government Expenditure nie. -7 -6 -9 0 -6 -5
Receipts 24 25 25 25 24 22
Payments 31 3l 34 25 30 27

Total income -198 -159 -180  -233 -303 -280
Receipts 185 234 214 167 151 94

Compensation of Employees 11 12 12 12 12 15
Direct Investment (Profits and dividends) 1 2 2 2 2 2
Other (interest) 173 220 200 153 137 77
Payments 383 393 ie4 420 456 374
Compensation of employees 12 13 13 14 14 17
Direct investment {profits and dividends) 64 77 91 111 110 104
Other (interest) 307 303 289 296 332 253
Memorandum items:
Exports of goods and nonfactor services 4860 5,515 5712 5,578 6,475 6,087
{In percent of GDP) 350 36.5 362 355 39.0 28.8
Imports of goods and nonfactor services 6,089 6,580 6,659 6,798 8,235 7,135
(In percent of GDP) 439 43.6 422 4313 49.6 45.5

Source: Data provided by the Central Bank of Sri Lanka.

1/ Provisional.
2/ Inchides telecommunications services.
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Table 31. Sri Lanka: Financial Account, 1996-2001

(In millions of U.8. dollars)

1996 1997 1998 1999 2000 2001 v

Total, net 363 515 334 292 385 339
Central government, net 259 239 203 61 47 248
Concessional medium- and long-term 284 134 314 178 153 215
Disbursements 424 333 471 351 353 423
Amortization 140 149 158 174 200 208
Nonconcessional medium- and long-term -25 55 -111 -116 -106 33
Disbursements 73 168 22 29 2 152
Amortization 98 113 132 145 108 119
Private sector medivm- and long-term 2/ Z 47 2 196 83 2257
Disbursements 156 150 147 361 301 44
Amertization 3/ 155 102 143 163 217 301
Direct investment, net 4/ 120 430 193 177 176 172
Short-term, ngt 5/ -18 -201 -64 -142 88 176
Memorandum items:
Total aid disbursements 638 627 620 484 423 637
Loans 497 500 493 382 355 575
Project loans 6/ 424 333 471 351 353 423
Commoedity and program foans 73 168 22 30 2 152
Grants 140 127 127 103 68 62
Project grants 91 g3 74 77 44 40
Commeodity and technical assistance grants 49 45 53 26 24 22

Sources: Data provided by the Central Bank of Sri Lanka; and Fund staff estimates.

1/ Preliminary estimates, including external debt-financed military imports.

2/ Consists of public corporatious and private companies.

3/ Including progress payments for acquisition of commercial aireraft by Air Lanka,

4/ Includes foreign direct investment, and privatization procesds.

5/ Includss portfolio investment, net shori-term private, net foreign assets of commercial banks, and net short-
government.

6/ Includes nonconcessional project loans.
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Table 32. Sri Lanka: External Debi-Service Payments, 1996-2001

(In millions of U.S. dollars)

1996 1937 1998 1999 2000 2001 ¥/
Interest 3150 303.4 2888 297.2 3312 252.9
Govemment 148.1 1342 129.4 1335 129.1 122.7
Concessional 134.3 120.9 100.4 117 115.2 116.0
Multilateral 24.7 25.0 5.1 27.0 22.5 28.1
Bilateral 109.6 95.9 753 84.7 82,7 87.9
Noneoncessional 13.8 13.3 29.0 21.8 13.9 6.7
Private 74.2 71.7 68.3 71.4 877 69.2
Public carporations and private sector 2/ 55.6 522 50.4 52.8 68.4 582
Other public corporations and private sector 3/ 18.6 19.5 17.9 18.6 19.3 il.0
Fund 6.6 6.1 6.2 5.1 5.1 4.5
Short-term debt 4/ 86.7 9.4 34.9 87.2 109.3 56.5
Amortization 4283 4382 469.6 550.7 621.8 558.5
Government 258.1 2814 2900 3188 3077 3269
Concessional 140.7 149.6 158.4 173.1 1997 2118
Multilateral 23.8 34.3 317 34.5 41.0 523
Bilateral 1169 1151 126.7 138.6 158.7 158.6
Nonconcessional 117.4 131.8 1316 145.7 108.6 115.0
Private 1234 90.7 95.9 1323 2171 153.6
Public corporations and private sector 2/ 79.0 67.7 73.8 87.8 1737 36.6
Other public corporations and private secter 3/ 44.4 23.0 23.1 34.5 43.4 57.0
Fund repurchases 46.8 £0.1 §2.7 99.6 97.0 78.0
Memorandum iterns:
Total debt-service ratio 5/ 153 133 133 152 14.7 13.3
Of which: Interest payments 6.5 5.5 51 53 51 42
Medium- and long-term ofticial
debt-service ratio 6/ 8.5 8.8 8.9 10.0 8.3 8.7
Interest payments/total quistanding debt 7 3.7 33 33 37 30
Average interest rate on concessional debt 1.8 1.7 1.6 1.6 1.5 14
Average Interast rate on non~-concessional debt 7 31 3.9 4.7 31 30

Source: Data provided by the Cenfral Bank of 3ri Lanka.

1/ Provisional.

2/ With govemment guarantee,

3/ Without government guarantee.

4 Includes interest payments on trade credits, Central Bank and commercial bank liaibitities, CPC, and foreign currency deposits of nonresidents.
5/ Tneluding Fund credit, private sector debt, and short-term debt; excludes net inflows of short-term debt.

6/ Including Fund credit.
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Table 33. Sri Lanka: Extemal Debt Outstanding, 15962001

(In millions of U.S. dollars)

1996 1997 1998 1999 2000 2001 1/

Total medium and long term 7,458 7,286 7.897 8,355 8,269 7,800
Government 6,554 6,346 6,902 7,125 6,963 6,308
Concessional 6,180 5,915 6,642 6,910 6,660 6,375
Multilateral 2,819 2,820 3,123 3,156 3,027 3,104
IDA 1,517 1,509 1,654 1,650 1,555 1,576
AsDB 1,231 1,243 1,395 1,444 1,406 1,461
Other 71 68 74 62 66 67
Bilateral 3,362 3,095 3,519 3,754 3,633 3,271
Japan 1,761 1,611 1,953 2,286 2,159 1,987
United States 692 684 676 655 643 616
Germany 482 420 445 380 321 274
Other 426 380 446 433 510 395
Commercial 374 431 314 215 303 433
Multilateral 12 10 8 6 4 7
Bilateral 3 i7 24 18 13 2
Financial markets 151 200 18é& 147 69 157
Supplier credits 209 204 96 44 217 267
Public corporations and private sector 2/ 3/ 637 670 718 944 1,028 744
Other public corporations and private sector 3/ 4/ 267 270 277 286 278 248
Short-term debt 3/ 5/ 498 478 484 475 575 557
IMF 530 433 367 258 161 209
Total debt 8,487 8,197 8,748 9,088 9,005 8,566
Memorandum iterns:
Total medium- and long-term debt &/ 7,988 1,719 8,264 8,613 8,430 8,009
(In percent of GDP) 7/ 57 51 53 33 51 51
(In percent of exports of goods and )
nonfactor services) 164 140 146 154 131 132

Source: Data provided by the 8ri Lankan authorities,

1/ Provisional.

2/ With government guarantee,

3/ Debt stocks prior to 1996 are to be reviewed and revised.

4/ Without government guarantee.

5/ Includes acceptance credits of Ceylon Petroleum Corporation, trade credits and short-term borrowings
from FCBUs. Excludes nonregident foreign cwrency deposits.

&/ Including use of Fund credit.

7/ Excludes harking sector liabilities.
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Table 34, Sri Lanka: Net International Reserves, 1996-2001

(In millions of U.S. dollars; end of period)

1996 1697 1998 1599 2000 2001
1. Central Bank, net 1,803.1  1,8741  1,8429 14332 8264  1,092.3

a. Assets 1,885.6  1,982.0 1,9354 1,553.8 964.2 1,201.4
Gold 49 45 4.1 4.0 3.5 3.0
SDR holdings 1.9 0.4 1.3 1.0 0.4 0.9
Liquid balances abroad 613.5 841.8 871.7 285.0 2887 429.1
Bilateral credit balances 0.3 0.2 0.2 0.0 0.4 0.2
Foreign securities 1,174 1,094.2 9%9.1 1,210.8 671.2 760.7
ACU credit balance 1/ 2.9 0.6 0.1 0.0 0.0 1.5
Statutory reserves on foreign 64.7 4(.3 58.9 53.0 0.0 4.0

deposits of commercial banks ' '

b. Liabilities 82.5 107.9 92.5 120.6 137.8 109.1
Nomresident deposits 0.8 1.1 03 0.1 0.4 1.8
Borrowings from abroad 0.0 .0 0.0 0.0 0.0 0.0
ACU debit balance 1/ 817 106.8 92.2 120.5 137.4 107.3

1. Government, net -478.0 -386.6 -300.1 -161.7 -76.2 -122.0

a, Assets 51.9 46.8 67.2 96,2 843 86.9
Reserve position in IMF 29.1 273 28.5 65.0 622 58.5
Investment 0.0 0.0 0.0 0.0 0.0 0.0
Other 2/ 228 19.5 387 31.2 22.1 28.4

b. Liabilities 2/ 529.9 433.4 367.3 257.9 160.5 208.9
Use of Fund credit 529.9 433.4 367.3 257.9 160.5 208.9

HI. Commercial banks, net -184.6 9.3 57.5 177.6 144.8 -109.6

a, Assets 779.6 1,102.9 923.0 9422 1,082.8 8997
Liquid balances 165.9 307.0 343.8 4139 5443 393.0
Export bills 109.4 113.6 100.5 89.6 109.8 g5.2
FCBU assets 504.3 682.3 478.7 438.7 428.7 421.5

b. Liabilities 964.2 1,093.6 865.5 764.6 938.0 1,009.3
Foreign bank borrowings 35.0 52.8 33.5 60.7 743 528
Foreign bank deposits 16.8 12.0 9.3 9.1 4.8 5.6
Non-bank demand deposits 3/ 15.2 14.6 133 133 13.1 14.5
Naon-bank time deposits 3/ 282.2 306.9 3515 375.5 416.6 417.3

FCBUs Liabilities with Nonresidents 615.0 707.3 4379 306.0 4292 519.1
[V, Net nternational reserves (F+II+II) 1,140.5 1,496.8 1,600.3 1,449.1 895.0 860.7
Memorandum items:
Gross official reserves (Ia~+1a) 1,937.5  2,028.8  2,0026 1,650.0 1,048.5 1,288.3
Gross official reserves (excl. ACU balances) 1,858.7 1,922.6 1,610.5 1,526.5 911.1 1,182.5
(in months of next year's imports) 3.4 13 34 22 1.5 2.0
Net official reserves (I+1I) 1,325.1 1,487.5 1,542.8 1,271.5 750.2 870.3
Exchange rate (Rs/U.S. dollar,
end-of-period) 56.7 613 67.8 72.1 7735 93.2

Source: Data provided by the Central Bank of Sri Lanka,

1/ Astan Clearing Union.
2/ Includes special disbursement zccounts and revolving credit balances. Excludes war risk deposit in 2001,
3/ Includes Non Resident Foreign Currency (NRFC) and Resident Non National Foreign Currency (RINNFC) deposits.
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Table 35. Sri Lanka: Vulnerability Indicators, 19962001

(In percent of GDIP, unless otherwise indicated)

1994 1997 1998 1599 2000 2001
Official risk indicatars 1/
Share of nonperforming loans (as percent of total loans)
State-owned conunercial banks 18.9 202 19.5 18.5 i5.4 18.2
Domestic private banks 12.0 12.4 13.4 15.5 149 157
Risk-based capital asset ratjo (capital over risk-weighted assets) 2/
State-owned commetcial banks 10.7 8.2 8.2 84 2.2 a1
Domestic private banks 118 10.8 12.3 12.2 114 104
Foreign banks 138 13.9 138 12.4 13.0 16.0
Financial sector risk indicators
Public sector debt §3.3 B5.8 80.8 951 96.8 103.6
Broad money {percent change, 12-month basis) 3/ t1.3 15.6 - 13.2 13.4 Co12.9 13.6
Private sector credit (percent change, 12 manth basis) 3/ 8.9 14.5 11.8 0.5 11.8 8.9
Share of deposits in broad maney 3/ 85.3 86.3 86.3 6.3 873 88.1
Share of foreign currency deposits i total deposits 3/ 14.6 15.2 18.9 204 21.1 213
Share of foreign exchange loans in total loans 3/ 15.0 19.0 20.0 170 19.0
Share of private credit collateralized by imumovable property,
plant, and machinery 4/ 26,9 257 26.6 269 28.6 282
Share of housing and property development in private credit 4/ 123 11.6 12.9 13.0 13.0 14.0
Market assessment indicators
Stock market index {1985=100) GiB 698 597 573 448 621
Share price index of financial institutions (1985=100) 1,728 1,772 1,356 1,214 870 1,356
BExternal indicators
Exports (percent change, 12-moath basis in USS) 7.6 133 34 -3.9 19.8 -12.8
Imporis (percent change, 12-month basis in US$) 24 7.8 0.4 1.5 22.4 -18.4
Current account balance {excluding official transfers) -5.2 2.9 -1.8 3.7 5.6 <25
Capital and financial account bzlance 33 4.0 2.6 2.4 2.7 34
Of which : Inward portfoiio investment 0.0 0.1 -0.1 -0.1 0.3 0.1
Medium- and long-term inflows, net. 27 4.7 2.5 2.8 1.8 1.0
Foreign direct investment : 0.6 0.9 0.9 1.1 1.0 0.5
Gross official reserves excl. ACU balances (in millions of USS) 1,937 2,029 1,899 1,530 91t 1,182
Central Bank short-term foreign liabilities (in millions of US$) . 82 107 92 0 i 0
Short-tenm foreign assets of commercial banks (in millions of USS) 5/ 709 974 832 850 1,601 1,198
Short-term foreign liabilities of commercial banks (in millions of US3} 5/ 503 1,023 817 722 885 %43
Foreign currency exposure of commercial banks 3/ 6/ 167 96 103 100 100 160
Gross official international reserves (as percent of imports of goods & services) 318 308 28.5 P 1.1 16.6
Gross official international reserves (as peicent of broad money) . 36.4 35.3 338 258 15.6 200
Shost-lerm debt 7/ 111 11.1 9.1 8.7 929 10.7
Gross official international reserves (as percent of shori-term debt) &/ 1041 101.8 1115 924 457 59.3
Total external debt - 686 62.3 51.0 63.2 60.8 61.8
Extemal interest payments (as percent of exports goods & services) 63 53 5.1 53 5.1 42
Debt service (as percent of exports of goods & services) 15.3 13.3 133 15.2 14.7 133

Exchange rare (Rupee per USS, period average) 553 9.0 64.6 70.4 758 834

Sources: Data provided by the Sri Lankan authorities; and Fund staff estimates,

1/ Excluding foreign currency banking units (FCBUSs).

2/ Weighted averages of individual bank data.

3/ Including foreign currency banking units (FCBUs).

4/ Based on quarterly survey of loans and advances of commercial banks.

5/ Domestic and foreign currency banking units,

&/ Foreign currency lizbilities as a percent of foreign currency assets.

7/ Includes CPC accepiance credits, other trade credits, borrowings from FCBUSs, Central Bank ACU balances, and commercial bank Habilities.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

