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Dear Investor,  

We take pleasure in presenting the Annual Report of the Comtrust Money Market Fund for the year 

ended 31st March 2023. 

The Net Asset Value per unit of your Fund appreciated by 11.74% during the financial year ended 31st 

March 2023 (FY23) compared to a gain of 6.46% during the twelve months ended 31st March 2022. 

Resultantly, the Net Asset Value per unit as at 31st March 2022 was at LKR 14.2 

 

Economic Review 

 

The Sri Lankan Economy plunged into recession in 2022 as misguided pro-growth and populist policies 

introduced by the, then government, led to fiscal pressures and forex shortages resulting in the island 

nation announcing an external debt default in April 2022. Consequently, the Sri Lankan economy 

recorded a contraction of -7.8%1 in 2022 compared to the growth of 3.7%1 recorded in the preceding 

year. All three sectors of the economy registered declines during the year ended 31st December 2022, 

Agriculture by -4.6%1; Industry by -16.0%1 and Services by -2.0%1. The GDP estimates for 1Q2023 reflects 

a further de-growth of -11.5%1 for the quarter amid continued weakness in the Industry and Services 

Sectors. 

 

  2021 2022 1Q2023 
  % Growth  % of GDP % Growth  % of GDP % Growth  % of GDP 
Agriculture 0.9 8.8 -4.6 8.7 0.8 8.0 

Industry 5.7 30.0 -16.0 30.3 -23.4 28.7 

Services 3.5 55.6 -2.0 56.1 -5.0 58.2 

GDP 3.7 -7.8 -11.5 
 

Source: Statistics Department 

As per the World Economic Outlook (WEO) of the International Monetary Fund (IMF), global growth is 

projected to slow from an estimated 3.5%3 for the year ended 2022 to 3.0%3 in 2023 and 2024 with 

emerging and developing markets in Asia projected to drive global growth.  
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Interest Rate Environment 

  Mar-22 Apr-22 Jul-22 Mar-23 Jun-23 Jul-23 Aug-23 

SDFR (%) 6.5 13.5 14.5 15.5 13.0 11.0 11.0 

SLFR (%) 7.5 14.5 15.5 16.5 14.0 12.0 12.0 

SRR (%) 4.0 4.0 4.0 4.0 4.0 4.0 2.0 

                                                                                  
Source: CBSL 

 
The Central Bank of Sri Lanka sharply hiked policy rates in April 2022 to tame run-away inflation caused 

by supply side shortages and a steep depreciation of LKR in March 2022. Policy rates were further 

tightened in July 2022 and March 2023 ahead of the IMF board level approval of the extended fund 

facility. By this point, Inflation had started to show signs of deceleration helped by subdued demand 

caused by tight monetary and fiscal policies, easing global commodity prices and an improvement in 

supply chain dynamics. G-Sec yields adjusted higher initially as a reflection of higher policy rates but 

eventually as market factored in a risk-premia in relation to the possibility of a domestic debt 

restructure. Amid this interest rate backdrop, demand for private credit has witnessed continuous 

month on month declines since June 2022. 

 

     Source: CBSL 

 

  Jan-23 Feb-23 Mar-23 Apr-23 May-23 Jun-23 

Pvt. Sector Credit Growth (%) 4.3 3.0 -5.1 -8.3 -9.5 -8.0 

         



                                                                              Source: CBSL 

 

External Trade 

Trade deficit narrowed in 2022 as the export sector remained resilient despite inflationary pressures in 

key end markets and weakness in agricultural exports. Meanwhile, merchandise imports declined in 

2022 reflecting subdued demand for consumer goods and investment goods amid a contraction in 

economic activity and credit. Tourism earnings showed signs of recovery in the seasonal peak months 

towards the end of the year albeit remaining much lower than pre-pandemic/Easter Sunday numbers. 

Meanwhile, worker remittances declined owing to the presence of a large differential between official 

and grey market exchange rate in 1H2022 which enticed increased grey market activity. The suspension 

of external debt payments further supported the country’s balance of payment position.    

 

Exchange Rate Environment 

The Sri Lankan rupee witnessed steep downward pressure and volatility when it was free floated in 

March 2022 after being held at Rs.200-203/US$1 for several months.  Although the introduction of a 

daily trading band reduced volatility, LKR ended 2022 at Rs.362.4/US$1. However, with the IMF program 

in place, LKR witnessed improved demand from March 2023 and the removal of the trading band, 

improved trade balance, higher tourism earnings/worker remittances and portfolio investments in the 

local G-Securities drove an appreciation of the currency to Rs.295.5/US$ by end May 20231. Meanwhile, 

the gross official reserves improved to an estimated US$3.7bn1 as of end June 2023 (Including a PBoC 

Swap that has conditionality on usability) aided by balance of payment surpluses on the external 

account and funding from international development partners. 

 

Inflation 

The Headline inflation, as measured by the year-on-year change in the Colombo Consumer Price Index 

(CCPI, 2013=100) and the National Consumer Price Index (NCPI, 2013=100), continued to accelerate in 

2022, reaching a peak of 69.8%2 and 73.7%2, respectively in September 2022 contributed by increases in 

both food and non-food inflation. However, since September 2022, Inflation has trended down following 

a disinflation path as measures taken by the central bank of Sri Lanka to quell demand side pressures 

started to take effect. Headline inflation continued to decelerate in 2023 returning to single digit levels 

in June 2023 (6.3%2 in June 2023; CCPI, 2021=100) 

 



Fiscal Accounts 

Government revenue reached the Rs.2trn mark in 2022 growing 37.5%1 from a low base in 2021 aided 

by the introduction of new tax measures such as the one-off surcharge tax, social security contribution 

levy and upward revisions to value added tax rates. Despite the increase in government revenue, it 

accounted for only 8.3%1 of nominal GDP in 2022, and resulted in larger budget deficits amid a rise in 

expenditure. In an effort to lift revenue to GDP in line with targets prescribed by the IMF program, 

Government of Sri Lanka raised corporate and personal income tax rates with effect from 01 January 

2023. Resultantly, central government revenue and grants has increased +38.1% YoY in Jan-May 2023 to 

stand at Rs.1,122bn1 leading to a primary surplus of Rs.47.4bn1 for the period.    

 

Money Market overview 

 

The Central Bank of Sri Lanka started its monetary tightening cycle in August 2021 after an extended 

period of practicing modern monetary theory policies which led to underlying inflationary pressures and 

forex shortages amid increased import demand during the pandemic era. This coupled with significant 

reduction in foreign exchange inflows in the form of tourism earnings and efforts by the Central Bank of 

Sri Lanka to stabilize the currency by burning forex reserves led to a severe shortage of dollars in the 

economy. Eventually in March 2022, the Central Bank of Sri Lanka free floated the currency and, this 

combined with an increase in global commodity prices caused by the war in Ukraine and 

accommodative monetary policy adopted globally exerted significant upside pressure on inflation and 

the currency. With a new Central Bank governer at the helm, The Central Bank of Sri Lanka steeply hiked 

policy interest rates by 700bps in April 2022 (largest single day adjustment in recent times) and 

simultaneuously defaulted on its external debt payments. The Central Bank of Sri Lanka continued to 

maintain a tight monetary policy regime as it targeted a slowdown in headline inflation. The Central 

Bank succeeded in taming inflation which peaked in September 2022 and began a deceleration path 

thereon. Meanwhile, the government of Sri Lanka following the appointment of a new president, took 

measures to seek IMF support and signed a crucial staff level agreement in September 2022. The 

government also took measures to increase revenue by raising direct and indirect taxes. The sudden 

increase in interest rates to historically high levels, resultant low money market liquidity and speculation 

around the possibility of a domestic debt restructure and the extent of same drove Government 

Securities Yields to dizzying highs during FY23. As of end December 2023, The 91 days, 182 days and 364 

days, Treasury bills yielded a primary auction yield of 32.76%1, 32.24%1 and 29.34%1, respectively.      
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Source: CBSL 

Asset Allocation 

Taking advantage of the high yields offered by Treasury Bills, the fund increased allocation toward the 

asset class since October 2022 (following the announcement of the Staff level agreement of the IMF 

Program), thereby locking in attractive yields. We carefully weighed the possibilities of Treasury Bills 

held by market participants other than the Central Bank of Sri Lanka, being included in a domestic debt 

restructure and concluded that the probabilities were very remote as the treasury bill market was a key 

source of domestic financing for the government of Sri Lanka. As anticipated, treasury bills held by 

market participants other than the Central Bank of Sri Lanka were excluded from the domestic debt 

optimization plan announced in late June 2023. Meanwhile, funds investments in Fixed Deposits and 

Corporate Savings instruments fully meet the investment grade criteria as per ratings issued by Fitch 

Ratings and Lanka Ratings Agency.   

 

 

Asset Type Government 

Securities 

Fixed 

Deposits 

Corporate 

Debt 
Cash 

Corporate 

Saving 

Allocation - March 2022 5.8% 75.6% 14.5% 0.001% 4.2% 

Allocation - March 2023 71.0% 21.7% 0% 0.001% 7.3% 



Fund Performance 

The fund generated an after tax income of LKR 326 Million for the Financial Year ended 31st March 

2023.  

 

Performance as at 31st March, 2023 

Period 3 months 6 months 12 months  24 months 

Performance 6.51% 13.43% 11.74% 18.96% 

 

 

 

Outlook for the Money Market Fund 

We foresee a sustained downward trajectory for interest rates in FY24 from the highs witnessed in FY23 

as the Central Bank of Sri Lanka envisages to spur economic growth through easing monetary policy. 

Although, Government Security Yields have corrected from extra-ordinarily high levels, we believe there 

is further room for downward adjustment with further easing of policy interest rates in 4Q2023E. The 

fund will gradully shift asset allocation towards Fixed Deposits and Corporate Debt as risk premia 

attached to government securities completely subside. Although, downside risks to our forecast remains 

in the form of increasing global crude oil prices, adverse weather expected during the peak harvest 

season and possible depreciation of the currency following the commencement of debt repayment and 

relaxation of further import controls, all of which could put upward pressure on inflation numbers, we 

remain reasonably confident that the Central Bank of Sri Lanka will execute its flexible inflation targeting 

regime by anchoring inflation expectations to the desired 4-6% levels in the near to medium term. 

 

 

 

 

 

 

 

 

Sources 

1 The Central Bank of Sri Lanka (www.cbsl.gov.lk) 

2 The Department of Census and Statistics (www.census.gov.lk) 

3 International  Monetary Fund (www.imf.org) 
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