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1. FUND MANAGERS’ REVIEW 

MACRO ECONOMIC UPDATE  

Global growth is expected to decelerate sharply in 2023, displaying some of the weakest pace of growth 
in nearly three decades, overshadowed only by the global recessions caused by the pandemic and the 
global financial crisis. The weakening global economic growth reflects aggressive policy tightening aimed 
at containing very high inflation, worsening financial conditions, and continued disruptions from the 
Russian invasion of Ukraine. The United States, the euro area, and China are all undergoing a period of 
pronounced weakness, and the resulting spill overs are worsening other headwinds faced by emerging 
market and developing economies. The negative shocks such as higher inflation, even tighter policy, 
financial stress, deeper weakness in major economies, or rising geopolitical tensions could push the global 
economy into recession.  

Soaring inflation in 2022 reflected a combination of demand and supply factors. On the demand side, the 
acceleration of growth from the lagged effects of earlier policy support, contributed to persistent price 
pressures. On the supply side, shortages of key commodities largely due to Russia’s invasion of Ukraine, 
contributed substantially to higher energy and food prices. Inflation has also been spurred by large 
currency depreciations relative to the U.S. dollar, as well as tight labor market conditions. 

Inflation remains high worldwide and well above central bank targets in almost all inflation targeting 
economies. Although inflation is likely to gradually moderate over the course of the year, there are signs 
that underlying inflation pressures could be becoming more persistent. In response, central banks around 
the world have been tightening policy faster than previously expected.  

The monetary policy tightening in advanced economies, a strong U.S. dollar, geopolitical tensions, and 
high inflation have dampened risk appetite and led to widespread capital outflows and financial conditions 
have particularly worsened. 

Sri Lankan economy contracted by 11.8% in 3Q 2022 resulting 7.1% contraction during 9M 2022.  The tight 
monetary and fiscal policy measures along with supply shortages, energy related issues and social tensions 
impacted aggregated demand negatively. Agriculture contracted 8.7%, Industrial activities and service 
sector shrank 21.2% and 2.6% respectively during 3Q 2022. 

Since April 2022, Central bank tightened monetary policy aggressively with several rounds of policy hikes 
to ease pressure on the exchange rate, curtail inflation and credit demand. Central bank continues to 
ensure that monetary conditions remain sufficiently tight to curtail inflation pressure during 2023. Along 
with tight monetary policies, the tight fiscal policy measures implemented towards the latter part of 2022 
would adjust inflation expectations downwards. Overall, Central bank targets single digit inflation by end 
2023. 

Considerable improvement in external sector performance was witnessed during 2022 amid tight import 
controls and measures to encourage foreign remittances. Further, improved tourist arrivals towards the 



latter part of 2022 also supported. Currency remains broadly stable with the introduction of market 
guidance from mid May 2022 after sharp depreciation in March 2022.  Gross official reserves remained 
estimated at USD 1.9bn as at end Dec 2022, including the swap facility from the People’s Bank of China 
equivalent to around USD 1.4 bn. 

Sri Lanka is in the process of getting creditor assurance to reach IMF-EFF arrangement in the period ahead 
and the resultant improvement in investor confidence and along with the improvements in the external 
current account, are expected to enhance the external sector outlook. However, ensuring debt 
sustainability with adequate and efficient debt restructuring program along with structural reforms 
remains critical for Sri Lanka to be a resilient economy in the long run. 

INTEREST RATE OUTLOOK 

Interest rates remained stubbornly low during the first few months of 2022 until Central Bank announced 
a massive 700 bps policy rate increase during April 2022. Policy rates were further increased during July 
2022 with which an overall policy rate increase of 950 bps has been affected during the year. The said 
tightening measures were taken to combat rapidly rising inflation and depreciatory pressure on the 
currency. Consequently, government securities yields shot up over and above the policy rate increase, 
seemingly factoring in the risk of a potential domestic debt restructure which has been subject to much 
debate. Deposit rates also increased however at a slower pace compared to government securities. Given 
the tight government financing condition, the g-sec yields continued to offer a premium compared to the 
deposit and other debt market rates.  

A downward adjustment in market interest rates has been observed recently mainly due to improvement 
in domestic money markets and moderation in the yields on government securities. Central bank is likely 
to ease monetary policy towards 2H 2023 to stimulate the economy. However, economic growth 
stimulation should be implemented cautiously along with the process of reaching debt sustainability, 
restructuring and reform agenda. 
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Fund Objective and Benchmark 

The investment objective of the Guardian Acuity Income Fund is to provide an annual income by investing 
in a portfolio of fixed income securities with a moderate level of risk. The Fund will invest in corporate 
debt and government securities to provide a suitable return for unit holders considering the risk and 
return requirements of the fund.  

Commentary 

During the year ended 2022, the Guardian Acuity Income Fund provided an annualized return of 12.01% 
to its investors. The fund focuses primarily on fixed deposits and other fixed income instruments with 
issuers of investment grade rating and above.   

Exhibit 02: Fund Return vs. Benchmark Return 

Period GAIF NDBIB-CRISIL 91 Day T-Bill 
Index GAIF-Annualised 

2022 12.01% 0.56% 12.01% 

SINCE INCEPTION 14.70% 0.73% 10.26% 

 

Key Facts of the Fund 



                                               

 

 

As at 31st December 2022, the total net asset value of the fund was Rs. 130.70 million with 55 unit holders 
in the fund. The subscription and redemption price for the fund on 31st December 2022 was Rs. 11.47.  
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