
Budget - 2009: Challenges in the 
Midst of Global 
I n t r o d u c t i o n 

•"Hi 
J L u i 

ie B u d g e t 2009 w a s p resen ted i n 

a n e n v i r o n m e n t w h e r e 

u n p r e c e d e n t e d e v e n t s w e r e 

t a k i n g p l a c e i n b o t h d o m e s t i c a n d 

e x t e r n a l f r o n t s . D o m e s t i c a l l y , t h e 

g o v e r n m e n t w a s i n the m i d s t o f dec is ive 

h u m a n i t a r i a n o p e r a t i o n s to l i bera te the 

N o r t h e r n P r o v i n c e a n d t o e n d t h e 

p r o t r a c t e d c i v i l con f l i c t . E x t e r n a l l y , the 

g l o b a l f i n a n c i a l c r i s i s w a s u n f o l d i n g 

t o w a r d s an un fo reseen e n d w i t h a r a p i d 

s l i d e o f t h e g l o b a l e c o n o m y i n t o a 

recession. M a n y g l o b a l f i nanc ia l g ian ts 

i n the a d v a n c e d coun t r i es w e r e b a i l e d 

o u t b y respec t i ve g o v e r n m e n t s or w e n t 

b a n k r u p t . C o n f i d e n c e i n g l o b a l 

f i nanc ia l i n s t i t u t i o n s a n d m a r k e t s has 

b e e n b a d l y s h a k e n a n d t h r e a t s t o 

sys tem ic s t a b i l i t y became m a n i f e s t i n 

Sep tember (2008) w i t h the co l lapse o r 

n e a r - c o l l a p s e o f s e v e r a l k e y 

i n s t i t u t i o n s 2 . I n a d d i t i o n , the f i nanc ia l 

s y s t e m has been severe ly w e a k e n e d by 

m o u n t i n g l o s s e s o n i m p a i r e d a n d 

i l l i q u i d assets, u n c e r t a i n t y r e g a r d i n g 

the a v a i l a b i l i t y a n d cost of f u n d i n g , a n d 

f u r t h e r d e t e r i o r a t i o n of l oan p o r t f o l i o s 

as g l o b a l e c o n o m i c g r o w t h s l o w s 3 . 

C o n s e q u e n t l y , the i n t e r n a t i o n a l c red i t 

m a r k e t s g r a d u a l l y d r i e d u p l e a d i n g to 

v e r y t i gh t l i q u i d i t y c o n d i t i o n s . M a n y 

c e n t r a l b a n k s a r o u n d t h e w o r l d 

responded b y c u t t i n g d o w n the i r p o l i c y 

i n t e r e s t r a t e s t o e x c e p t i o n a l l y l o w 

leve ls , w h i l e i n t r o d u c i n g v a r i o u s o the r 

measures to increase the a v a i l a b i l i t y of 

l i q u i d i t y i n t h e m a r k e t s t o r e v i v e 

e c o n o m i c a c t i v i t i e s . N e v e r t h e l e s s , 

e c o n o m i c ac t i v i t i es s l o w e d d o w n d u e 

t o t h e d e m a n d d e s t r u c t i o n t h e r e b y 

c r i p p l i n g t h e w o r l d 

e c o n o m y . The layo f fs 

b e c a m e a c o m m o n 

f e a t u r e i n m a n y 

c o u n t r i e s . M a n y 

g o v e r n m e n t s 

a n n o u n c e d f i s c a l 

s t i m u l u s packages as 

w e l l t o b o o s t t h e n -

e c o n o m i e s with <1 

v i e w of c o m b a t i n g the s l o w d o w n 4 . O n 

the con t r a r y , the dece le ra ted economic 

a c t i v i t i e s a n d t h e s u b s e q u e n t 

r e c e s s i o n a r y s i t u a t i o n r e s u l t e d i n a 

d r o p i n t he i n t e r n a t i o n a l c o m m o d i t y 

p r ices i n c l u d i n g o i l . 

Expecta t ions 

T h e Budget 2009 w a s presented w i t h the 

v i e w o f c o n t i n u i n g the i nc reas ing t r e n d 

i n the r e v e n u e c o l l e c t i o n , c o n t a i n i n g 

r e c u r r e n t e x p e n d i t u r e f u r t h e r w h i l e 

m a i n t a i n i n g p u b l i c i n v e s t m e n t a t a 

des i red leve l to s t i m u l a t e p r i v a t e sector 

e c o n o m i c ac t i v i t i es . A c c o r d i n g l y , to ta l 

revenue is expected to increase to 16.3% 

o f gross domes t i c p r o d u c t ( G D P ) w h i l e 

m a i n t a i n i n g the to ta l e x p e n d i t u r e a n d 

net l e n d i n g at 22 .8% of G D P (Tab le 1). 

C o n s e q u e n t l y , t h e b u d g e t d e f i c i t is 

expec ted to r e d u c e f u r t h e r to 6 .5% o f 

G D P f r o m es t ima ted 7.0% i n 2008. T h e 

o u t s t a n d i n g d e b t t o G D P r a t i o i s 

expec ted to dec l ine f u r t h e r to 75.6% in 

2009 f r o m es t ima ted 78.2%. i n 2008. In 

a c h i e v i n g t h e s e t a r g e t s , t h e 

g o v e r n m e n t expec ts to c o n t i n u e w i t h 

n e w r e v e n u e e n h a n c i n g m e a s u r e s 

i n t r o d u c e d i n Budge t 2009 w h i l e t a k i n g 

f u r t h e r m e a s u r e s t o i m p r o v e t a x 

a d m i n i s t r a t i o n . O n the e x p e n d i t u r e 

s i d e , i m p l e m e n t a t i o n o f t h e 

i n f r a s t r u c t u r e d e v e l o p m e n t p r o j e c t s , 

w i t h the e m p h a s i s o n m e g a pro jec ts , is 

e x p e c t e d t o a d d r e s s i n f r a s t r u c t u r e 

def ic ienc ies i n the c o u n t r y . T h e b roade r 

ob jec t i ve o f these p o l i c i e s is c r e a t i o n 

o f e m p l o y m e n t o p p o r t u n i t i e s t o 

increase i n c o m e leve ls o f the genera l 

p u b l i c t o r e d u c e p o v e r t y o n a 

sus ta inab le basis. 
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P o t e n t i a l I m p a c t o f t h e C r i s i s 

T h e p ro jec t i ons b y m a n y i n t e r n a t i o n a l 

o rgan i sa t i ons revea l tha t the i m p a c t of 

t h e f i n a n c i a l c r i s i s o n t h e w o r l d 

e c o n o m y c o u l d be m u c h b i g g e r t h a n 

i n i t i a l e x p e c t a t i o n s . A c c o r d i n g t o t he 

l a tes t f o r e c a s t s b y t h e I n t e r n a t i o n a l 

M o n e t a r y F u n d ( I M F ) , world growth is 
projected to fall to Vz% in 2009, its loiuest 
rate since World War II and despite wide-
ranging policy actions, financial strains 
remain acute, pulling down the real economy 
(IMF, 2009)*. T h e I M F has also p ro jec ted 

that "output in the advanced countries will 
contract by 2% in 2009, which would be 
the first annual contraction during the post
war period". T h i s s i t u a t i o n w o u l d h a v e 

some i m p a c t o n Sri L a n k a ' s e c o n o m i c 

g r o w t h p rospec ts d u e to l o w e r ex te rna l 

d e m a n d that c o u l d ar ise d u e to s l o w i n g 

d o w n o f t h e w o r l d e c o n o m y . 

N e v e r t h e l e s s , i t a p p e a r s t h a t S r i 

Lanka 's e c o n o m i c g r o w t h i nc reas ing l y 

d e p e n d s u p o n d o m e s t i c d e m a n d as 

w e l l . H e n c e , t h e i n t e g r a t i o n o f t he 

E a s t e r n P r o v i n c e w i t h r es t o f t h e 

c o u n t r y w o u l d p r o v i d e s o m e i m p e t u s 

to the e c o n o m i c g r o w t h . T h e l i be ra t i on 

of N o r t h e r n P r o v i n c e w o u l d also have 

f a v o u r a b l e i m p a c t o n the g r o w t h w i t h 

t h e c o m m e n c e m e n t o f e c o n o m i c 

a c t i v i t i e s i n t h e l i b e r a t e d a r e a s . 

T h e r e f o r e , the rate of s l o w d o w n in the 

e c o n o m i c a c t i v i t i e s i n 2009 w o u l d 

m a i n l y d e p e n d o n the ne t i m p a c t o f 

these d e v e l o p m e n t s . 

Tab i c I: Re\ is i 'd M e d i u m T e r m M a c r o Fiscal F r a m e w o r k (2007- 2011) 
As i per m i l o f c;i>p 

I t e m 
2007 
Prov. 

Projections 
I t e m 

2007 
Prov. 2008 2009 2010 2011 

Rex cnuc 15.8 16.1 16.3 17.0 17.5 

Expenditure 23.5 2 3 0 22.8 22.7 22.4 

Current Account 
l)cnc\l(-V'Surplus(+) 

-1.6 -0.8 0.2 1 5 2.5 

( h e r a l l Budget Deficit -7.7 -7.0 -6.5 -5.8 -5.0 
< io\ eminent Debt 85 S 78.2 75 <> 7 3 4 70.5 

uinv:I'hvnt SUtugrmeiil Rrnoii • 2i»<i). Minitfn of i iunrnv mui Planning 

T h e d i r e c t i m p a c t o f t h e 

i n t e r n a t i o n a l f i n a n c i a l 

c r i s i s o n Sr i L a n k a w a s 

m i n i m a l as the c o u n t r y ' s 

cap i t a l accoun t is no t f u l l y 

l i b e r a l i s e d a n d tha t m a n y 

local b a n k s d i d not t rade in 

c o l l a t e r a l i s e d d e b t 

i n s t r u m e n t s . Neve r the less , 

i l a p p e a r s t h a t t h e S r i 
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Lankan e c o n o m y is a lso e x p e r i e n c i n g 

the i m p a c t g r a d u a l l y , s ince the la t te r 

par t of 2008. A s an i m m e d i a t e response 

t o t he f i n a n c i a l c r i s i s , t h e r e w a s a 

s i g n i f i c a n t o u t f l o w o f f o r e i g n 

i n v e s t m e n t s i n T r e a s u r y b i l l s a n d 

T reasu ry b o n d s , p a r t i c u l a r l y s ince m i d 

S e p t e m b e r 2 0 0 8 , w h i c h w a s 

s u b s e q u e n t l y s t a b i l i s e d t o a l a r g e 

e x t e n t . S i n c e t h e n , t h e S r i L a n k a n 

e c o n o m y is a lso fe l t the impac t o f severe 

s h o r t a g e o f l i q u i d i t y i n t h e 

i n t e r n a t i o n a l c a p i t a l m a r k e t . T h i s w a s 

m a n i f e s t e d b y n o t r ece i v i ng the f o r e i g n 

c o m m e r c i a l b o r r o w i n g s , w h i c h w e r e 

expec ted to ra ise b y the g o v e r n m e n t 

d u r i n g t h e l a t t e r p a r t o f 2 0 0 8 . 

F u r t h e r m o r e , t h e e x p o r t s e c t o r , 

p a r t i c u l a r l y t h e a g r i c u l t u r e a n d 

m a n u f a c t u r i n g s e c t o r s , i n c l u d i n g 

g a r m e n t s , tea, r u b b e r a n d c i n n a m o n , 

has also h i t m a i n l y b y the l o w e r p r i ces 

a n d the d e c l i n e d i n t e r n a t i o n a l d e m a n d . 

I n a d d i t i o n to the above d e v e l o p m e n t s , 

there are severa l areas, w h i c h need to 

t a k e i n t o a c c o u n t i n a n a l y s i n g t h e 

p o t e n t i a l b u d g e t a r y p e r f o r m a n c e i n 

2009. T h e i n c r e a s i n g l a y o f f s i n m a n y 

c o u n t r i e s a n d t h e a c c o m p a n y i n g 

s l o w d o w n i n i n c o m e - e a r n i n g capac i t y 

o f f o r e i g n e r s w o u l d lead to c u t t h e i r 

expenses o n le i su re ac t i v i t i es t h e r e b y 

c o n s i d e r a b l y l o w e r i n g the n u m b e r o f 

t o u r i s t s c o m i n g t o S r i L a n k a , m a i n l y 

f r o m t h e E u r o a r e a . T h e l o w e r 

e c o n o m i c g r o w t h i n the coun t r i es that 

e m p l o y Sr i L a n k a n e m p l o y e e s w o u l d 

s l o w d o w n t h e e x p e c t e d g r o w t h i n 

w o r k e r r e m i t t a n c e s to s o m e e x t e n t . 

Never the less , the dec l ine i n commod i t y -

p r ices , i n c l u d i n g o i l , a n d the dec l i ne i n 

t h e i m p o r t d e m a n d w o u l d h a v e a 

f a v o u r a b l e o v e r a l l i m p a c t o n t h e 

ex te rna l accounts . 

C h a l l e n g e s i n A c h i e v i n g T a r g e t s i n 
B u d g e t 2009 

T h e d i f f i c u l t i e s tha t t he e n t i r e w o r l d 

face d u e to the o n g o i n g f i nanc ia l cr is is 

has r e s u l t e d i n t h e g o v e r n m e n t s t o 

i n t r o d u c e v a r i o u s po l i c ies to be t te r face 

the cha l lenges associated w i t h i t . I n that 

sense, t h i s w i l l be a tes t i ng t i m e , n o t 

o n l y to Sri Lanka b u t a lso to the en t i re 

world. 

A m a j o r i m p l i c a t i o n o f t h e o n g o i n g 

g l o b a l f i n a n c i a l c r i s i s o n t h e 

g o v e r n m e n t b u d g e t w o u l d be o n the 

ab i l i t y to ach ieve the r e v e n u e target in 

Budge t 2009. Sr i L a n k a ' s g o v e r n m e n t 

r e v e n u e cons is ts o f a b o u t 9 0 % o f tax 

r e v e n u e a n d a b o u t 1 0 % n o n t a x 

revenue . O f the tax r e v e n u e , a b o u t 8 0 % 

comes f r o m ind i rec t taxes. V a l u e A d d e d 

Tax ( V A T ) a n d excise d u t i e s are a m o n g 

the m a j o r sou rces o f r e v e n u e , w h i c h 

a m o u n t s t o a b o u t 5 6 % o f t h e t o t a l 

i n d i r e c t t a x e s . A n y d e c e l e r a t i o n o f 

d o m e s t i c e c o n o m i c a c t i v i t i e s w o u l d 

have adverse i m p a c t o n the i nd i r ec t tax 

r e v e n u e c o l l e c t i o n , p a r t i c u l a r l y f r o m 

V A T a n d excise d u t i e s . I n a d d i t i o n , the 

dec l ine i n i n t e r n a t i o n a l p r ices o f m a n y 

i m p o r t e d c o m m o d i t i e s a n d the poss ib le 

s l o w d o w n i n i m p o r t s w o u l d m a k e the 

g e n e r a t i o n o f e x p e c t e d r e v e n u e f r o m 

the i m p o r t d u t i e s a l so a c h a l l e n g i n g 

t a s k . F u r t h e r m o r e , i f t h e d o m e s t i c 

e c o n o m i c a c t i v i t i e s a re s l o w e d d o w n 

f u r t h e r d u r i n g the course o f t he year , i t 

w i l l t end to r e d u c e the i n c o m e of the 

p e r s o n s a n d t h e p r o f i t a b i l i t y o f t he 

co rpo ra te sector , r e s u l t i n g i n l o w e r i n g 

the e x p e c t e d inc rease i n t h e r e v e n u e 

f r o m the d i rec t taxes; i.e. p e r s o n a l a n d 

co rpo ra te i n c o m e taxes, as w e l l . These 

d e v e l o p m e n t s w o u l d necess i ta te t he 

g o v e r n m e n t t o r e - t h i n k a b o u t i t s 

s t r a t e g y f o r e n h a n c i n g r e v e n u e a n d 

i n t r o d u c e n e w measures to ach ieve the 

r e v e n u e t a r g e t s t o t h e m a x i m u m 

poss ib le ex ten t . 

O n the recu r ren t e x p e n d i t u r e f r o n t , the 

d e c l i n i n g o i l p r ices i n the i n t e r n a t i o n a l 

m a r k e t w o u l d g i v e the g o v e r n m e n t a 

b r e a t h i n g s p a c e i n c o n t r a s t t o t h e 

p e r i o d s w h e r e Sr i L a n k a h a d to face 

a d v e r s e i m p l i c a t i o n s o f h i g h e r 

i n t e r n a t i o n a l o i l p r i ces . T h e dec l i ne i n 

the p r i ces of o t he r c o m m o d i t i e s i n the 

i n t e r n a t i o n a l m a r k e t w i l l a lso have a 

f a v o u r a b l e i m p a c t . A s a r e s u l t , t h e 

d e c l i n i n g t r e n d o b s e r v e d i n t h e 

i n f l a t i o n i s e x p e c t e d to c o n t i n u e 

t h r o u g h o u t 2009. In pa r t i cu l a r , the year-

on - yea r i n f l a t i o n has a l r e a d y d e c l i n e d 

t o 7 .6% i n F e b r u a r y 2009 w h i c h w i l l 

se t t le d o w n at a s i n g l e d i g i t l e v e l at 

e n d 2009. T h i s f a v o u r a b l e t r e n d w i l l 

resu l t i n a dec l i ne i n the m a r k e t in te res t 

r a t e s f o r g o v e r n m e n t s e c u r i t i e s , 

the reby c o n t a i n i n g the in te res t cost of 

the g o v e r n m e n t . 

T h e g l o b a l f i n a n c i a l c r i s i s h a s 

n e c e s s i t a t e d t h e g o v e r n m e n t o f S r i 

L a n k a , as m a n y g o v e r n m e n t s in the 

w o r l d , t o i n t e r v e n e i n s u p p o r t i n g 

c e r t a i n e c o n o m i c s e c t o r s d i r e c t l y , 

w h i c h w i l l have a d d i t i o n a l b u r d e n o n 

t h e B u d g e t . A c c o r d i n g l y , t h e 

g o v e r n m e n t w i l l h a v e t o i n c u r 

a d d i t i o n a l r e c u r r e n t e x p e n d i t u r e , 

p a r t i c u l a r l y i n respect o f t he measures 

i n t r o d u c e d t o w a r d s m a k i n g t h e Sr i 

L a n k a n e c o n o m y w i t h s t a n d i n the w a k e 

of i n t e r n a t i o n a l f i nanc ia l t u r m o i l . T h e 

f i rs t such p o l i c y measu re , the Economic 

S t i m u l u s Package, w a s i n t r o d u c e d b y 

the g o v e r n m e n t o n 30 D e c e m b e r 2008. 

T h i s p a c k a g e is e x p e c t e d t o a s s i s t 

p r o d u c t i o n sec to rs w h i c h a re f a c i n g 

v a r i o u s d i f f i c u l t i e s t h r o u g h p r o v i s i o n 

o f w o r k i n g c a p i t a l r e q u i r e m e n t , 

p a y m e n t o f subs id ies , s u s p e n d i n g the 

recove ry o f loans f o r a spec i f i ed p e r i o d 

a n d p r o v i d i n g v a r i o u s o t h e r 

c o n c e s s i o n s . T h e t o t a l c o s t t o 

i m p l e m e n t t h i s p a c k a g e i n 2009 is 

es t ima ted at Rs. 16 b i l l i o n ( M i n i s t r y o f 

F inance a n d P l a n n i n g ) 6 . T h e i m p a c t o f 

t h i s f i sca l s t i m u l u s t o resusc i t a te t he 

e c o n o m i c g r o w t h d e p e n d s o n m a n y 

f a c t o r s i n c l u d i n g i t s a b i l i t y t o b o o s t 

c o n s u m e r , b u s i n e s s , a n d i n v e s t o r 

con f i dence . I n a n y case, the cost of th is 

package w i l l have to be a c c o u n t e d as 

a n a d d i t i o n a l e x p e n d i t u r e i n t h e 

g o v e r n m e n t b u d g e t . I n a d d i t i o n , t he 

r e s e t t l e m e n t a n d r e h a b i l i t a t i o n 

a c t i v i t i e s m a y r e q u i r e a h i g h e r t h a n 

expec ted a m o u n t o f resources once the 

N o r t h e r n P r o v i n c e is a l s o l i b e r a t e d 

c o m p l e t e l y . M e a n w h i l e , t h e d e f e n c e 

e x p e n d i t u r e m a y n o t exceed the target 

as the need fo r n e w defence m a c h i n e r y 

m a y no t ar ise g i v e n the p rog ress of the 

h u m a n i t a r i a n o p e r a t i o n s i n t h e 

N o r t h e r n P r o v i n c e . 

I n t he w a k e o f i n c r e a s i n g p e r c a p i t a 

i n c o m e o f the c o u n t r y , the re l iance o n 

c o m m e r c i a l f i n a n c i n g w o u l d n a t u r a l l y 

increase as the access t o concess iona l 

f i n a n c i n g w i l l d e c l i n e g r a d u a l l y o v e r 

the years . H o w e v e r , the non - rece ip t o f 

t h e e x p e c t e d f o r e i g n c o m m e r c i a l 

f i n a n c i n g f l o w s d u r i n g the la t te r p a r t 

o f 2008 s igna ls that o b t a i n i n g f o r e i g n 

c o m m e r c i a l f i n a n c i n g w o u l d b e 

d i f f i c u l t a n d c h a l l e n g i n g at least i n the 

f i rst h a l f o f 2009 as w e l l d u e to t i g h t 

g l o b a l l i q u i d i t y s i t u a t i o n . I n f a c t , 

f i n a n c i a l m a r k e t c o n d i t i o n s h a v e 

r e m a i n e d e x t r e m e l y d i f f i c u l t f o r a 

longer p e r i o d t han e n v i s a g e d ea r l i e r 7 . 

Contd. on page 07 
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Figure : 10 
Trends in Interest Rates and Possible 

Crowding out of private economic 
activity 
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Source: Central Bank of Sri Lanka, 2008 

Concluding Remarks 

Though there are measures in the 
budget that would enhance fiscal 
situation, the measures taken do not 
suffice to improve fiscal si tuation. 
Though foreign commercial borrowing 
has been identified as a mean through 
which the budget will be financed, 
borrowing non-concessionary loans 
under London Inter Bank Offer Rates 
(LIBOR) (Figure 10) will be unfeasible 

and extremely difficult with the current 
global financial crisis. As borrowing 
from commerc ia l sources will be 
difficult, government will either have 
to seek funding from var ious 
international development institutions 
under various conditions, or will have 
to focus on borrowing from domestic 
inflat ionary sources creat ing 
inflationary effects of budget deficit in 
the year 2009. Increased interest rates 
have discouraged private borrowing 
and hence retarded private economic 
activity. There is no effective policy 
switch to abandon the populist non
productive subsidies. There is a lack of 
focus in the budget on reforming 
education and health sectors with a 
view to develop a knowledge economy. 
The present regime appears to operate 
on the premise that government should 
be a substitute for individual economic 
ac t iv i ty , rather than work ing to 
support individual economic activity. 
Rather than focusing on providing 

essential public goods and services, 
government is increasingly entering 
into areas which can be effectively 
provided by private economic agents. 
The budget does not include a clear 
policy or programme to enhance total 
factor productivity growth through a 
proper national innovation system. The 
proposed budget will generate both 
positive and negative macroeconomic 
implications, the net effect remains to 
be seen at the end of year 2009. 
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Cotttd. from page 3 

Hence, any decline in foreign inflows 
due to these reasons would affect the 
planned public investments of the 
government, which will lead to the 
pr ior i t isat ion of the deve lopment 
projects particularly to continue with 
mega infrastructure deve lopment 
projects unabated. In addition, the 
disbursement of concessional financing 
could also be slowed down in 2009 if 
there are difficult ies in providing 
necessary counterpart funds by the 
government. 

The difficulties in obtaining foreign 
commercia l financing point to the 
necessity of introducing alternative 
f inancing methods to face the 
challenges during a historically difficult 
period of t ime. Accord ing ly , the 
government and the Central Bank of 
Sri Lanka have introduced alternative 
financing mechanisms to better face 
this emerging challenge. The opening 
up of the government securities market 
for Sri Lankan Diaspora and the 
working community overseas is one 
such activity that has been introduced 
with a view of obtaining new sources 
for invest in government securities. 

The Way Forward 

Sri Lanka, being a small open economy, 
seems to be impact ing from the 
ongoing global financial crisis slowly. 
In the meantime, the humanitarian 
operat ions are nearing complet ion 
requiring a huge amount of funds to 
resettle people and, rehabilitate and 
reconstruct the infrastructure in the 
conflict-affected areas. At this critical 
juncture, the country needs to handle 
the emerging issues cautiously with a 
bet ter unders tanding about the 
potential risks. Hence, a concerted 
effort by all stakeholders is necessary 
to face the cha l lenges par t icular ly 
emanating from the global financial 
cris is , in which the success of the 
implementation of Budget 2009 would 
mainly depend. 
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Footnotes 

' The vinos expressed in this article are those of 
the author and are not those of the Central 
Bank of Sri Lanka. 

: IMF, October 2008 

3 IMF. October 2008. 

1 The use of fiscal stimulus'as a counter cyclical 
or stabilisation measure has gained momentum 
m order to offset declines in economic activity 
of the private sector in the midst of adverse 
economic developments. 

• The IMF has also indicated that "a sustained 
economic recover}/ will not be possible until the 
financial sector's functionality is restored and 
credit markets are unclogged. For this purpose, 
n e w policy initiatives are needed to produce 
credible loan loss recognition; sort financial 
companies according to their medium-run 
viability: and provide public support to viable 
institutions by injecting capital and cawing 
out bad assets. Monetary and fiscal policies need 
to become ewn more supportive of aggregate 
demand and sustain this stance over the 
foreseeable future, while developing s f r n t e g i e s 

to ensure long-term fiscal sustainability". 

" This amount includes the provision of a 
concession of Rs. 20 per litre for the petrol for 
three wheeler owners with a view of giving the 
ultimate benefit of this measure to the passi'ngers 
who use three wheelers as their mode of 
transport. 

7 IMF, 28 January 2009. 
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