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M O N T H LY
Overview

As per RIU’s primary and secondary studies on the monthly economic updates, it is noted that the economy has had a recovery 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 continued 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.

Inﬂation

Interest Rate

Figure 2: CCPI Headline Inflation (Base year 2013)

Figure 1: Lending Rates

Sources: CBSL, global-rates.com

*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%.

Key Takeaway: The cost of borrowing for large
businesses have declined thereby creating favourable
business environment.

Source: DCS

The inﬂation is mild at a mid-digit level but has been increasing consistently 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.

Key Takeaway: The inﬂation rate is likely to remain mild
as a result of weak demand continuing following the
Easter Attacks.

Production

Figure 4: Purchasing Manager’s Index (PMI)

Exchange Rate
Figure 3: Exchange Rate (LKR/US$)

Source: CBSL

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 conducive for the exports and tourism sectors. The rupee is expected to
depreciate further in next month.

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, especially 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.

Share Market

Figure 6: Turnover Equity Domestic vs. Foreign (Rs Mn)

Figure 5: Change in ASPI
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After the prolonged deterioration which
prevailed throughout the year, the ASPI
recovered it marginally in June. Domestic
investors were quick to capitalize on the
declining prices as the foreign investors were
looking to exit. Trade in the months of May and
June was largely driven by the domestic
investors. IT, construction, footwear, and textile
industries were the biggest gainers while
trading, services, and telecom
were biggest losers.

Key Takeaway: Stock market is
recovering slowly with increased
domestic investor involvement.

Tourism

Figure 7: Change in Tourist Arrivals
Tourism sector took a huge blow following the Easter Attacks. May
is the worst so far with tourist arrivals declining over 70% from the
previous year. June saw some level of recovery with around 57%
decline in arrivals. Several countries lifted the travel advisories. With
this the arrivals will improve.

Key Takeaway: In coming months the arrival ﬁgures
are expected to improve.

Source: SLTDA

News Highlights
• Central bank cuts Sri Lanka 3-month deposit rate 1.7-pct under new price controls.
• US investors buy 30-pct of Sri Lanka US$2bn sovereign bonds, Europe 60-pct.
• Sri Lanka to lure transit passengers to boost post-terror tourism.
• Foreign investors sell some rupee bonds after rate cut.
• Sri Lanka tourism VAT hike to 7-pct enables input credit claims.
• Sri Lanka oﬀicial reserves fall to USD 6.7bn by end May from 7.2bn in April.
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DISCLAIMER: This report is provided only for information purposes. The information contained in this report has been compiled with great care using publicly
available information from various sources. Any strategic decisions based on this should be made only after detailed analysis by the prospective reader.
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