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Ajith Nivvd Oahrul 
Go~or 

·Cc#tral Bank of Sri Lanka 
30. Jana~thl Mawama, Colombo OJ, Sri Lanka 

lOdi- March 2022 

Hon. Basil RaJ.apaksa 
Ministf,!!r of Ftnan-=-e 
Ministry.of Finance 
The Secretarjat 
ColomboOl 

STRICTLY CONPIQENTIAL 

Dilini Wilathgamuwn 
J\ttoml.!y • at • Law 

My de. ar Minister.,. Comm bsion~r for Oath., 
• Dq11J1y Din;c!or 

Leg.ii /)cp.inmcn! 
Centrn/ !lank ()f Sri Lnnk.i 

Report to the H~n. Minister ofFfnance as required ~niter Sections 64 and 68 of the 
Monetary Law Att 

Further to my previous correspondences under the Sections 64 and 68 of the Monetary 
Law Act; tbls confidential report is submitted to apprise you of the prevailing vulnerable 
economic conditions and. th.e remedial actions taken by the Central 13ank, while 
highlighting the n,e.d for OnpleJUenting urgent polfcy act;cms by the Government to 
complementthe Central Bank poUcyactions. 

The economy fs currently going through an unprecedented challenging time. The 
external s_ector is extremely cballenged with drastic depletion of Qffictal reserves to an 
alarmi~gly low Jevei. Honouring foreign debt service paym~nts, meeting Centr~l B~nk 
forex Uabilltf es ·-nd allocating funds for essential imports such as fueJ o.n a continuQus 
basis, have become clbllµ~~ Jrtipossi~Je, Pric~ stability is threatened with the continued 
acceleration in inflation and de .. anchoring inflation expectations. 

Considering the severity of the prevaliing economic conditions. the ,Central Bank 
announced a comprehe11s;vepolicy package on 04 March 2022 containing both traditional 
and non-traditional meas1,1res., along with o~er initiatives that have an impact on the 
overa~J economy, to counter economic headwinds and to support greater ltlacroeconomic 
stability. 
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lnfiatlon continues to increase, requiring proactive policy measures to reduce 
Inflation to the desired level. The headline inflation based on the Colombo 
Consumer Price index (CCPJ) increased to 15.1 per cent year-on .. yeat (y-0.-y) in 
Peb.ruiry 20Z2 from 14.2 per cent'lnJanuary 2022. The National Co11sumer Price 
.Index (NCPJ) ba'sed y•o~y headline inflation al~o increased to 16.8 per cent in. January 
2022 from 14.0 per cent in December 2021.]nflation. which has accelerated to double 
digit levels .since the lat~er part Qf 2021, could be expected to increase further in the 
period ahead with .evolving global and dornestic supply conditions. In addition to the 
supply disruptions and Increase in global commodity prices that contributed to this 
.acceleration, rising demand pressures, primarily due to the continuation of excess.ive 
monetary expansion, is also visible from the Increase in core inflation. 

• As a part of the policy package to curb the tnftationary pressures and 
complement greater stability ltl the external sector, the monetary policy stance 
of tbe Central Bank. was furthtn" tightened on 04 March 202.2 by raising the 
policy interest rates Qf the Central Bank by 100 basts points, "while revising 
interest rate caps on so:n,e lending products upwards. Accordingly, during the 
current tightening cycle, the Central Bank has increased poUcy interest rates by 200 
basis points, The increa.se in interest rate consecutively in this magnitude is an 
unprecedented m<>ve by the Central Bank; taking into consideration of the threat to 
the price stability; 

• The Central Bank bas als.o allowed greater DexibUlty in the exchange rate 
commencing 07 March 2022. While allowing greater tlexlbility~ the Central Bank 
has given guidance to the banks that foreign exchange transactions should take place 

~t levels which are not more than Rs. 230 per US doUariTt order to ensure some initial 
stability in the domestic fofelt m,arket, While the additional incentive .of Rs. 8.00 per 
US dollar offered by the Central Bank on the conversion of workers• remittances and 
the incentiv.e of Rs. 10.00 per US dollar on the conversion of foreig:n currency rtotes 
held in hand have been discontinued. W~ile there would be no assurance that the 
exchange rate would be around that. specific rate, the· Central Ban.k expects that the 
greater flexibility in the exchange rate wolild boost worlters' remittan(es, discourage 

imports as weU as benefit local exporters. However, to improve senthnents and 
confidence of the market, (particularly given the unavailability of fQreig11 reserves to 
manage a market driven exchange rate at desired levels) certain complementary 
measures will also have to be in:tplemented by the CH>verrtm~nt 
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• Acc:ordi11gly, ·to ct)tnple-ment th"' Ctmtral Bank's efforts; tb.e following 8-point 
strategy hits been proposed to the <iovernment for Immediate implementation: 

a.) Introducing measures to discourage non-esseJtlat and non.;urgent 
bnpom urgently based on the previous recomme_ndation made. by the Central 
B~nk 

b) intffasing.fllel prices and electricity ~rifts immediately, tQ reflect the cost 
o) - ince.111ivtsb1JJravestmenq c1nd foreign remittances througt1tbe measures~ 

whidl are not linked to th~ exchange rate 
ell llllplementing energy l!ottservation me~ures~ While accelerating tbe move 

towards renewable gnergy 
e] ih.masJna g~v•m•e•t ~venue through sµlta~te we. lnctea.ses on .a 

sus.tatned basis 
fl na .. blll$1q: foreJgn financing and -11Q11-del>.t forex inflows on an· urgen.t 

basis 
g} tn(IJJ_etis(11g tb.,-non-stnai.gtc ~4 u11 .. rutil&ea a~~. and 
h) p~.tpontng .n.on•essen.tiid ~n<l non.;urgent capl~I prqJec:ts 

The· ab<ave measures wquld ensure that -~ c9qrqinated approach is adqpted to 
overcotn~ tbe chaUengl11g ~CC>n¢mlc circumstan~~s. f.a-ced by the country and to 
prude:ntly e,i:lt the co'v10:-."J;;a~ po.lie, ac:comm,o:ditJ(in, 

• Whi~ appreciating the Govemtn.ent's eff()l't$ to lmpto\le workers" re!llittances 
~rough incentives, the CenwalBa.nk ls of~ viewthAtthe proposed additional 
•~c@tives tor workers· remittances by the Go~a;-n.ment should ,not l,e:U,nked to 
the. e~cbange rate d'1e to the Article VIII «.n$ider . .itiollS, of the IMF; t,ut. may t.>e 
ltqpient.entitti: in· an al~.r--tive •niuir. MQr®ver, provision ol ,~dltiwud 
compensation by way Qf ·an fncentive scheme for exporters may need to be 
implemented continuously ;at tills stage, g~ven that the Cenu-al $ank has now allowed 
g~~wr tlexJbility fn the· exchange tf.ite~ ·w~ith is· a natured incentive for those 

• ~patrl~te Workers. 

• ·1n additlOQ to .f:h~-~be>vt •~n.t·strota.gy, tb, fullowing. recol)lffle11dattcms are 
t \ ' ' ' • • 

also made for.~e co1sldetatlcm ofthe.G9veramenJ. 

• Take urgent measl.lres tg a_ddt~s-s the prevailing pqwer crists and fuel shorti:iges 

• Dlsconti:nlle further r;norietary financing as the Central Bank is no longer fn a 
position . to finance .Cc:wertt'ment. rf;!quest.$ to m.eet lts regular ca$hflow 
requirement th.rpQgh i,sSiliinte of Treasury bills to tb¢ Ce:ntt-11. Bank. 

• Reduc;e th~ Significant borrowings by the two state banks from Central Bank's 
overnight Window 

_______________ ,._.._,__,_ 



Finally, let me assure you that tile Central Bank is pursuing every p.ossible measure. 
to overcome the dtfflcqlt period faced by the economy at present. At the sam~ time, 
we remain hopeful of the efforts a.-ad commitment of the Government to resolve the 
current economic $ituation, which is vital to strengthen the stabilify of the overall 
econo-.y. 

Yours sin~rety, 

4Jlth Nlvanl Cabraal 
Govemot alid the Chairman of the Monetary Board 
Central Bank of Sri LapJ<a 

Copy to: Mr, S R. Attygalle, Secretary to the Treasury 
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