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November inflation at 1.5%; deflationary pressure looming?
Sri Lanka's inflation in Novombor fell for the 

fourth consecutive m onth Yarn on-Year (YoY) to 1 .5  
percent from 1 .6  poicont a m onth ago, recording 
the lowest headline in flation  seen in five years, 
according to data roloased by the D epartm ent of 
Census and Statistics (DCS).

W ith hoodline in flation  reaching near zero levels, 
Sri Lanka m ay now have to worry about a loom ing

defla tionary  econom y, s im ilar to now  struggling  
Euro region and Japan which have sunk in deflation  
for m an y years.

It  was only last w eek Central Bank Governor 
Ajifh Nivard Cabraal cautioned of a possible 
deflation  if the fuel prices arc further reduced, as 
the adm inistered prices of non-food categories have  
already been easing the in fla tion .

A cut in fuel prices ahead  of Jan uary 8  
presidential polls is larg ely  expected am id  
unprecedented fa ll in the global fuel prices due to 
higher supplies from  the Am erica and the dw indling  
dem and from the w orld 's  second largest econom y  
China, as the econom y is now  slow ing dow n after 
years of double d ig it grow th.

Instead of passing the ben efit to the end

consum er, C abraal proposed to m ake use of the 
fa llin g  global crude prices to im prove the financial 
perform ance of the loss m aking  Ceylon Petroleum  
Corporation and Ceylon Electricity Board, which  
together incur losses close to 2 percent o f GDP.

How ever, his dep uty Dr. N an d a la l W eerasinghe  
last m onth ruled o ut a possible defla tion  scenario.

" W e  never w a n t to or no country w ould targ et

zero in fla tion . That's a very bad th ing . Tha t w ill 
have m an y adverse im pacts on the eco nom y," Dr. 
W eerasinghe stressed.

M ea n w h ile , ex-Central Banker Dr. W .A . 
W ijew ard en a recently pointed out th a t the fa ll in 
in fla tion  due to cut in adm inistered prices could 
not be repeated every m onth. He said, as a result, 
Sri Lanka is now  caught up in a 'lo w fla tio n  trap ',

a m alaise currently being experienced by the 
European Union. According to Dr. W ijew ard en a, 
despite Sri Lanka's in flation  fa lling  to historical low  
levels, the bank lending rates have fa iled  to keep 
pace to generate a decline in real lending rates and 
thus does not induce borrowers to use bank  
credit -  leading to lower credit grow th.
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