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As per RIU’s primary and secondary studies on the monthly economic updates, it is noted that the economy has had a recov-
ery in several fronts in the month of June. The interest rates have been recorded to be stable while the prime lending rates are
declining. A prolonged inflation has prevailed in the year but has declined in June. The exchange rate has been stable; however,
more weakening is expected in next three months. A marginal recovery has been observed in the stock market, with a contin-
ued domestic investor interest. It is also noteworthy that the manufacturing sector has begun to recover while the services
sector has contracted. As a result of the unfortunate turn of events in the country in April, the tourism sector is suffering a
substantial decline in the tourist arrivals but the figures are expected to progress in the next few months.

Interest Rate

Figure 1: Lending Rates
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*LIBOR rate for month beginning

**AWPR: Average Weighted Prime Lending Rate- The weights average of the rate at which
the commercial banks have lent to their best customers.

***AWLR: Average Weighted Lending Rate

Interest rates in the international markets (LIBOR) continue to fall
steadily while the lending rates in Sri Lanka (AWLR) remained flat in
June. But the prime lending rate (AWPR) has come down markedly
by 68 basis points for last 3 months. The international banks seemed

to be driving the AWPR down with low interest rates as low as 9.10%.
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@ Figure 3: Exchange Rate (LKR/US$)
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Source: CBSL, RIU Research Forecasts based on forward rate available at end June

The Rupee has experienced a sharp appreciation in early 2019 and
has continued to appreciate till April. During the month of June it
remained stable at LKR 176/US$ but the market sentiment expects
the rupee to depreciate in next three months. Our forecasts based
on the forward rates show rupee moving down to over 200 basis
points to LKR 178/US$ in September.

Key Takeaway: The current environment of weaker rupee is condu-
cive for the exports and tourism sectors. The rupee is expected to
depreciate further in next month.
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Inflation

Figure 2: CCPI Headline Inflation (Base year 2013)
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The inflation is mild at a mid-digit level but has been increasing consist-
ently till May and in June it fell by 120 basis points. Food prices in May

fell 1 percent from a year earlier with coconut prices falling. Non-food
prices rose 6 percent with higher costs of education and utilities.

O Figure 4: Purchasing Manager’s Index (PMI)
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The manufacturing activities have recovered to an index value of 50.7 in
May 2019. The recovery of the manufacturing PMI is mainly attributable
to the significant increase in Production and New Orders, especially in the
manufacturing of textiles, wearing apparels, leather and related products.
The services sector deteriorated marginally. The services sector, especial-
ly tourism is still recovering from the Easter Attacks.

Key Takeaway: Production activities in general are recovering after the
Easter attacks. Services sector is recovering at a slower phase than the
manufacturing.






