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IMF approves 17th bailout package to Sri Lanka 

• The executive board of the International Monetary Fund (IMF) approved the 17th bail out package

for Sri Lanka that would immediately unlock USD 2.9Bn, 4 yr loan under extended fund facility (EFF)

as agreed when entered the staff level agreement on 1st of September2022. The decision will be

followed by an immediate disbursement equivalent to SDR 254Mn (or USD333Mn) and catalyze

financial support from other development partners.

• This we believe will bring avenues to unlock further funding lines through other multilateral lenders

such as World Bank and the Asian Development Bank, where funding lines have already been lined

up to the tune of USD 3.75Bn (excluding IMF EFF), according to Sri Lankan authorities. These

resources, according to IMF together with external public debt service relief, will close the external

financing gap and allow Sri Lanka to rebuild its gross international reserves.

• We expect this IMF bailout package to be one of the key steppingstone towards a long-term

economic recovery of Sri Lanka as its expected to bring much needed debt sustainability, macro

economic stability, financial stability, and drive towards structural reforms to unlock Sri Lanka’s

growth potential.

• Government is expected to conclude with debt restructuring programs after having obtained

credible financing assurances from major official bilateral creditors, where SL is looking at seeking

least a 10-year moratorium.

• We expect the equity markets to rally specially on the back of improved investor sentiment which
would come about with the signing off of the IMF agreement and the expectation of easing of
interest rates.
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Reviews and Disbursements Under the Proposed 4Yr EFF 

Arrangement
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SL selected economic indicators 
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• GDP to bounce back to positive territory from 2024E.

• Gross official reserves to touch USD 11Bn by 2026E covering 4.8 months

of imports

• Revenue and grants to increase to 15% of GDP in 2026E from 8.5% in

2022.

• SL to record a primary balance surplus from 2024E, starting from 0.8% of

GDP.

• Inflation to taper down to 15% in 2023E and fall to single digits

thereafter.

• Public debt to fall to 107% of GDP in 2026E from 128% in 2022 and

decline below 95% of GDP by 2032E.



Rates to reduce further with risk premium reducing 

• We expect the rates to fall further despite IMF’s request to increase rates by 250bps at the

time of Staff Level Agreement, and CBSL making a final upward revision of 100bps in early

March.

• AWPLR that declined by 435bps YTD to 23.78% as of 17th March 2023, should decline

even further upon the receipt of IMF that would reduce risk premium further. Sri Lanka’s T-

bill rates meanwhile dropped by 5.11% , 5.19% and 3.68% for 91day, 182days and 364 days

bills respectively during the year so far to end at 27.94%, 27.34% and 25.92% by 15th

March 2023.

• We could expect the rates to fall even further if Sri Lanka considers restructuring domestic

debt to provide a quicker path to debt sustainability, recover macro stability and reduce

any repeat defaults in the future.

• With inflation too declining gradually, and interest rates too expected to fall, we could

expect a positive real interest scenario by the end of 2023.
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Falling interest rates and renewed investor confidence to 

support equity markets
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Inflation to come off in line with LKR appreciation, fall in 

commodity prices and improved supply. 

• World oil prices are coming off as the turmoil in the banking sector fuels further concerns

that the global economy will tip into recession and hit demand. Commodities remain

under pressure where both crude benchmarks sank below at least 15% in 2023, while

natural gas futures in the US and Europe have tumbled 48% and 44%, respectively.

Bloomberg Commodities Spot Index has dropped by more than a quarter as concerns over

a global slowdown, higher interest rates, and a huge selloff in natural gas dragged the

gauge lower after reaching a record high levels after the invasion of Ukraine.

• The UN’s commodity index, which tracks five major exported food groups, is also at its

lowest level since September 2021 after surging to a record last year which would also

help lowering the prices of food basket in our view.

• LKR that surged further with China’s support for Sri Lanka’s debt restructuring and CBSL’s

move to a floating exchange rate would also give a further impetus to inflation which is at

a declining trend. We could expect a faster decline in inflation supported by the strong

rupee which will help lower prices of imported goods starting with energy prices which

could get adjusted faster. With food supply too improving with availability of fertilizer, we

forecast the inflation to hover around 10%-11% on the back of improved supply, low

import cost and demand-pull pressure.
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Bloomberg commodity index dropped 16%YoY, brent down by 

36%YoY. 

Bloomberg Commodity index

Brent crude prices
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Bloomberg commodity index that tracks prices of futures 
contracts on physical commodities on the commodity 
markets has dropped 8.13%YTD and 16.06%YoY. 

Brent crude oil dropped by 14%YTD and 36%YoY

Source: Bloomberg, prices as at 20/03/2023



Ukraine is safely allowed to export grains and other crops out of 

the black seaports, prices retreated since invasion 

Wheat prices

Corn prices
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Wheat prices dropped by 12% YTD and 38%YoY

Corn prices dropped by 7% YTD and 17%YoY

Source: Bloomberg, prices as at  20/03/2023



Copper and Aluminum prices too followed suit 

Copper prices

Aluminum prices
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Copper prices have dropped 16%YoY

Aluminum prices dropped by 3%YTD and 35%YoY

Source: Bloomberg, prices as 21/03/2023



Disclaimer

The report has been prepared by Nations Lanka Equities (Pvt) Ltd.. The information and opinions contained herein has been compiled or arrived at based upon information obtained from sources believed to be reliable and in

good faith. Such information has not been independently verified, no representation or warranty, express or implied is made as to its accuracy, completeness or correctness, reliability or suitability. All such information and

opinions are subject to change without notice and are not responsible for the communication of the same. This document is for information purposes only, descriptions of any company or companies or their securities mentioned

herein are not intended to be complete and this document is not, and should not be construed as, an offer, or solicitation of an offer, to buy or sell any securities or other financial instruments. In no event will Nations Lanka

Equities (Pvt) Ltd. be liable for any loss or damage including without limitation, indirect or consequential loss or damage, or any loss or damage whatsoever arising out of, or in connection with the use of this report and any

reliance you place on such information is therefore strictly at your own risk.

Nations Lanka Equities (Pvt) Ltd. may, to the extent permissible by applicable law or regulation, use the above material, conclusions, research or analysis in which they are based before the material is disseminated to their

customers. Not all customers will receive the material at the same time. Nations Lanka Equities (Pvt) Ltd., their respective directors, officers, representatives, employees, related persons and/or Nations Lanka Equities (Pvt) Ltd.,

may have a long or short position in any of the securities or other financial instruments mentioned or issuers described herein at any time and may make a purchase and/or sale, or offer to make a purchase and/or sale of any

such securities or other financial instruments from time to time in the open market or otherwise, in each case either as principal or agent.

The information contained in this report is for general information purposes only. This report and its content is copyright of Nations Lanka Equities (Pvt) Ltd. and all rights reserved. This report- in whole or in part- may not, except

with the written permission of Nations Lanka Equities (Pvt) Ltd. be reproduced or distributed or commercially exploited in any material form by any means whether graphic, electronic, mechanical or any means.
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