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9 T H  E D I T I O N  

F E B R U A R Y  2 0 2 1
It’s been 3 years since the end of 2017, the last time we

met you with the Financial Explorer Magazine. What

happened over past 3 years were life changing and it also

changed the way the financial system operated not only in

Sri Lanka but also around the Globe. 

The Easter Sunday Attack in April 2019 affected mainly to

the tourism industry in Sri Lanka and with the Government

change at the end of 2019, changes were gradually

bought to the banking sector and financial institutions,

making them change their policies in favour to the

victimized parties. Without giving enough time for Sri

Lankan Economy to rise from the dark period in 2019,

2020 came out with a more tremendous disaster,

Covid’19, changing all our lives around the world and

forcing the global financial system to reshape their

operations in an unprecedented way. 

On top of all, from December 2016 to December 2020, 33

countries around the world have declared Climate

Emergencies alerting the world about a Global Climate

Emergency. With these concerns, Green Finance related

regulations have emerged from Developed Countries

encouraging other countries to change their policies. 

I, Muditha Rajapaksha as the president of the Students’

Association of Finance for the year 2020, had the

privilege to launch the 9th edition of the Financial Explorer

Magazine, along with my editorial team, on the global

trendsetting direction of Finance replenished with the

aforementioned incidents. This time, the Financial Explorer

is presented to you as an e-magazine adapting to the

new normal, enabling us to reach every nook and corner

of the country despite the pandemic.

My gratitude goes to our university, the resource

personnel, our beloved lecturers, my team coordinated by

Sadeepani Hewawitharana and to all the other parties for

their immense support. 

Finally the readers, you are welcome to explore the world

of finance.

Head of the Department: Dr. P.A.N.S.

Anuradha

Senior Prof.(Dr.) D.B.P.H. Dissa Bandara

S P E C I A L  C O N T R I B U T I O N

Tharushi Egodahewage

Ishanika Seneviratne

Sadeepani Hewavitharana

E D I T O R I A L  C O M M I T T E E

Muditha Rajapaksha

Winura Wijekulasooriya

Ranmal Perera

Anjana Urulugastenna

Manula Dharmasena

Ruvin Anthony Perera

D E S I G N I N G

E D I T O R I A L  C O M M I T T E E ,

F I N A N C I A L  E X P L O R E R  9 ,

D E P A R T M E N T  O F  F I N A N C E ,

U N I V E R S I T Y  O F  S R I  J A Y E W A R D E N E P U R A ,

G A N G O D A W I L A , N U G E G O D A .

P L E A S E  A D D R E S S

A L L  C O R R E S P O N D E N C E  T O :

011 280 1118
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Article by Hirza Careem and Chamini 

Apeksha

The uncertainty prevailing in the 21st 

century has made the environment more 

volatile than ever before. Beyond the 

profound health and economic 

uncertainty of the current moment due to 

the COVID 19 pandemic, catastrophic 

events are expected to occur more 

frequently in the future. The digital 

revolution, climate change, stakeholder 

expectations and geopolitical risks would 

play major roles in making the 

environment more volatile. Digital 

revolution has changed the availability of 

data, degree of connectivity and speed at 

which decisions are made. These changes 

come with security breaches as well as 

reputational damage fuelled by social 

media. The changing climate and natural 

disasters have caused companies to give 

more concern to their immediate bottom 

lines and pressures from government, 

investors and society at large. Stakeholder 

expectations are changing where 

companies are expected to act lawfully 

with a sense of social responsibility. The 

world is more interconnected than ever 

before causing an uncertain geopolitical 

companies are expected to act lawfully 

with a sense of social responsibility. The 

world is more interconnected than ever 

before causing an uncertain geopolitical 

future. But these ties are under threat 

since companies will not be able to 

function smoothly if connections were 

abruptly cut. Due to the volatility of the 

environment, companies require dynamic 

and flexible risk management approaches 

to navigate an unpredictable future. In the 

future, companies will require 

hyperdynamic identification and 

prioritization of risks to keep pace with 

the changing environment. They will need 

to anticipate, assess, and observe threats 

based on disparate internal and external 

data points. 

The facts about the digital era remain 

astonishing where computing power has 

doubled annually since 1970s, and the 

cost have fallen about the same rate. With 

every human activity now digitally 

recorded, more data have been 

generated in the past two years than in all 

previous recorded history. Data, analytics 
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every human activity now digitally 

recorded, more data have been 

generated in the past two years than in all 

previous recorded history. Data, analytics 

and the digital tools to harness them are 

transforming all aspects of life, including 

businesses and industries. The consumers 

and businesses are accustomed to 

personalization through social media and 

to rapid fulfilment through e-commerce. 

The new business models have aroused 

emerging and evolving types of risks. For 

instance, digital channels present new 

kinds of risk (including the greater 

exposure of digital assets). The rise of 

analytics requires risk managers to pay 

close attention to model risk, and the 

greater level of interconnectedness 

among businesses requires vigilance on 

contagion risk. Most business are looking 

into the digitalization of risks in the digital 

era where risk would capture and manage 

information from a broader and richer set 

of data. The digital transformation would 

automate processes it controls and it 

would use advanced analytics to further 

improve the accuracy and consistency of 

its models.   

The volatile environment and the digital 

era have aroused new types of risks which 

companies should be aware of. Risks such 

as cybersecurity and privacy and identity 

incidents, litigation developments, 

changes in the market and other key risks, 

possible contingent liabilities that are not 

susceptible to reasonable estimation, and 

significant unusual transactions or events 

are considered from a disclosure 

perspective. In the financial reporting 

process, management often exercises 

significant judgment regarding various 

subjective estimates and valuations that 

oversight process, audit committee  

 

are sensitive to changes in external as well 

as internal risk factors. Regardless of their 

designated role in the board’s overall risk 

oversight process, audit committee 

members should be cognizant of 

emerging business risks and changes in 

critical enterprise risks. Clearly, the 

environment is changing, and digital 

technology-related opportunities and 

challenges are driving many of the key 

risks and companies should be able to 

assess and manage such risks. 

 

Risk assessment is the first and foremost 

requirement in risk management and it is 

the basis for all the other pillars of risk 

management. The common practice in 

risk assessment is the development of risk 

maps, heat maps, and risk rankings based 

on subjective assessment of severity of 

impact of potential future events and 

their likelihood of occurrence, which is the 

traditional method of assessing risk. 

Traditional risk management is managed 

by various responsible departments 

separately, which focuses on pure risk and 

refers to individual risks as if they don’t 

interact. Reasons have been identified as 

to why companies should move beyond 

the traditional risk assessment process. 

The risk assessment process can allow 

individual biases to affect the assessment, 

foster “group think” and pre-empt 

outside-the-box thinking. 
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outside-the-box thinking. Also scales 

derived from qualitative descriptions of 

severity and likelihood are understood 

and used differently by different people. 

The subjective assessments are often 

influenced by experience. This is a 

dangerous shortcoming since the past is 

not always a reliable indicator of what to 

expect in the future due to the volatile 

nature of the environment. This process 

offers little insight as to what to do about 

exposures to extreme events. The process 

sometimes leads to a conclusion to 

deemphasize the so-called “high-impact, 

low-likelihood” risks because of the low 

probabilities involved and a false sense of 

security arising from the lack of historical 

precedence. Therefore, traditional 

approaches lose their value over time and 

become more of a backward-looking 

audit tool than a forward-looking exercise 

as the company’s risk management 

evolves. Accordingly, more focused 

assessment mechanisms may be 

necessary to provide insight that 

management needs. 

With the evolution of risk, companies 

have moved towards an Enterprise Risk 

Management (ERM) process, which is a 

concept that revolutionize the traditional 

approach and summarizes risk 

management as an integrated, 

comprehensive and strategic system. 

“ERM is not a separate activity with its 

own objectives, but an integral part of the 

organization’s strategy setting and 

performance processes.” – COSO. The 

2013 COSO framework introduces eight 

components and the 4th component is 

“risk assessment”. Under risk assessment, 

identified risks are analysed in order to 

form a basis for determining how they 

should be managed. 

 

form a basis for determining how they 

should be managed. Risks are assessed on 

both inherent and residual basis, with the 

assessment considering both risk 

  

 

 

likelihood and impact. Management must 

decide whether the residual risk is within 

the entity’s risk appetite.  Risk assessment 

needs to be done continuously and 

throughout an entity. Adopting a 

strategy-centric position toward ERM, as 

opposed to overly focusing on risk 

prevention, empowers leaders to take the 

right risks and realize significant strategic 

advantages, while strengthening 

organizational resiliency and agility 

during times of crisis. The key to building 

mature risk management plans requires 

embedding risk into business strategy, 

breaking through risk management silos, 

and empowering employees to manage 

risk with effective tools and resources.  

Dynamic and integrated risk management 

on the other hand, includes the ability to 

detect risks, determine appetite, and 

decide on action in real time, is growing 

ever more critical. 

 

Figure: The standardize of risk management 

practices at the international level 
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The complexity, volatility and 

unpredictability of the current economic 

environment is daily reminder that 

organizations face many potential risks 

and it brings the need of non-traditional 

approaches for risk assessment and some 

are discussed below. 

Stress-testing helps companies to assess 

the major and immediate effects of 

changes in one or two specific variables, 

although the exact timing is not 

forecastable. Firms use stress tests to 

assess the risks of unusual events which 

can occur infrequently. These tail risk 

incidents are low probability and high loss 

events and identifying these extreme 

scenarios can reduce the chances of an 

entity failing. For example, events such as 

a finance market crash or a recession, 

bubble bursts, tripling of oil prices or a 

large swing in exchange or interest rates. 

Current dynamic environment has led to 

lots of such events to be taken place. The 

most popular methods of stress testing 

are stylized scenarios, hypothetical 

scenarios and historical scenarios. Stress 

testing helps in building a robust and 

flexible organization which can subsist in 

extreme conditions. The benefits from 

stress-testing critically depends on the 

assumptions made. The tail-risk stress 

tests of many banks in 2007–2008, for 

example, while majority of the banks 

assumed a worst-case scenario as U.S. 

housing prices remained flat for several 

periods, very few companies thought to 

test what would happen if prices began to 

decline. Those banks are in a competitive 

position with compared to the other 

banks. 

test what would happen if prices began to 

decline. Those banks are in a competitive 

position with compared to the other 

banks. 

A Reverse Stress Test (RST) starts from 

the opposite end of stress testing, which 

is the identification of a pre-defined 

outcome and later, recognizing the 

possible events for them to occur. It is 

more useful for an organization to stand 

as a strong resilient organization in the 

current dynamic environment, because it 

directly recognizes the worse effects. RST 

can overcome the limitations of an 

entity’s risk model, which can break down 

in periods of crisis. entity’s risk model, 

which can break down in periods of crisis. 

With the COVID-19 pandemic, the 

probability and severity of day-to-day 

risks such as loss of key management 

personal, loss of a key customer or cyber 

security threats are likely to be higher, 

with staff unable to attend the workplace, 

the risk of several customers ceasing to 

trade, and the incidence of cyber-attacks 

increasing. RST can reveal hidden 

vulnerabilities and scenarios that are not 

identified by stress testing and it reduces 

the possibility of a false sense of security 

arising from regular stress testing, where 

entities identify manageable impacts. It 

can be used to provide early-warning 

signals of the occurrence of the scenario.  

Scenario planning is suited for long-

term analysis, typically five to 10 years 

out. This is a systematic process for 

defining 

 

Figure: the actions to establish a dynamic risk management system? 
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defining the plausible boundaries of 

future states of the world. Companies’ 

examine political, economic, 

technological, social, regulatory, and 

environmental forces with selected 

number of drivers that would have the 

biggest impact on the company. From the 

total scenarios, plausible scenarios will be 

discarded and firms then assess how their 

strategy would perform in the remaining 

scenarios. If managers see that their 

strategy is contingent on a generally 

optimistic view, they can modify it to 

accommodate pessimistic scenarios or 

develop plans for how they would change 

their strategy should early indicators 

show an increasing likelihood of events 

turning against it. This helps companies to 

adjust their strategies if they are not 

suitable. On the contrary, Sensitivity 

analysis is used to understand the effect 

of changes in one independent variable 

on a selected dependent variable. It 

assists the companies to recognize the 

risk magnitude as a result of change in 

one variable such as interest rates, 

product price or etc. 

War-gaming assesses a firm’s 

vulnerability to disruptive technologies or 

changes in competitors’ strategies. In 

addition, anything that can happen in the 

real world, including mergers, acquisitions 

and natural disasters can be recognized. 

In a war-game, the company assigns 

teams with the task of devising plausible 

near-term strategies or actions that 

existing or potential competitors might 

adopt in the near future and examining 

how proficient competitors could attack 

those strategies. 

Companies have no influence over the 

like 

 

likelihood of risk events identified 

through above methods, but managers 

can take required actions to mitigate their 

impact. Companies can use insurance or 

hedging to mitigate some risks, as an 

airline does when it protects itself against 

sharp increases in fuel prices by using 

financial derivatives. Another option is for 

firms to make investments now to avoid 

much higher costs later. For instance, a 

manufacturer with facilities in 

earthquake-prone areas can increase its 

construction costs to protect critical 

facilities against severe quakes. Also, 

companies exposed to different but 

comparable risks can cooperate to 

mitigate them. airline does when it 

protects itself against sharp increases in 

fuel prices by using financial derivatives. 

Another option is for firms to make 

investments now to avoid much higher 

costs later. For instance, a manufacturer 

with facilities in earthquake-prone areas 

can increase its construction costs to 

protect critical facilities against severe 

quakes. Also, companies exposed to 

different but comparable risks can 

cooperate to mitigate them. 

Reference 

Protivity (2020), Risk Oversight: How to 

be Aware of Emerging Business Risks, 

Knowledgeleader, 14th January 2021, 

https://info.knowledgeleader.com/risk-

oversight 

McKinsey&Co.(2017), The future of risk 

management in the digital era, mckinsey, 

14th January 2021, 

https://www.mckinsey.com/business-

functions/risk/our-insights/the-future-of-

risk-management-in-the-digital-era 
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T h e  g l o b a l  fi n a n c i a l  c r i s i s  o f  2 0 0 8  h a s  
u p s c a l e d  t h e  u r g e n c y  t o  r e t h i n k  h o w  
fi n a n c i a l  fi r m s  o u g h t  t o  m a n a g e  r i s k  a n d  d o  
s o  n o t  o n l y  f o r  t h e  s a ke  o f  g e n e ra t i n g  g o o d  
r e s u l t s  f o r  t h e m s e l ve s  a n d  t h e i r  c l i e n t s ,  b u t  
a l s o  f o r  t h e  s a ke  o f  ke e p i n g  t h e  e n t i r e  
fi n a n c i a l  a n d  e c o n o m i c  s y s t e m  f r o m  
c o l l a p s i n g .c o l l a p s i n g .

E t h i c s  i s  a  s e t  o f  m o ra l  p r i n c i p l e s  t h a t  a  
p a r t i c u l a r  p e r s o n  p o s s e s s e s .  I t  i s  t h e r e  t o  
d o  d e c i d e  w h a t  i s  r i g h t  a n d  w h a t  i s  w r o n g .  
We  c a n  a l s o  c a l l  i t  r u l e s  o f  c o n d u c t  w h i c h  
p e o p l e  u s u a l l y  d o  n o t  w a n t  t o  b r e a k .  
G e n e ra l  e t h i c a l  n o r m s  e n c o m p a s s  
t r u t h f u l n e s s ,  h o n e s t y,  i n t e g r i t y,  r e s p e c t  f o r  
o t h e r s ,o t h e r s ,  f a i r n e s s  a n d  j u s t i c e .  T h ey  r e l a t e  t o  
a l l  a s p e c t s  o f  t h e  l i f e  i n c l u d i n g  b u s i n e s s  a n d  
fi n a n c e .  E t h i c s  a r e  t h e r e  t o  h e l p  u s  a n d  
p r ov i d e  g u i d a n c e  f o r  o u r  b e h av i o r  t h a t  
a f f e c t s  o t h e r s .

F i n a n c i a l  e t h i c s  i s  t h e r e f o r e  a  s u b s e t  o f  
g e n e ra l  e t h i c s .  
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o f  o t h e r s  i n  t h e  t ra d i t i o n a l   s e n s e  i s  
i m p o s s i b l e .  T h e  e t h i c a l  d i l e m m a  p r e s e n t e d  
by  t h e  p r o b l e m  o f  c o n fl i c t i n g  i n t e r e s t s  h a s  
b e e n  a d d r e s s e d  i n  s o m e  a r e a s  o f  fi n a n c e ,  
s u c h  a s  c o r p o ra t e  g ove r n a n c e ,  by  
c o nve r t i n g  t h e  a g e n c y  r e l a t i o n s h i p  i n t o  a  
p u r e l y  c o n t ra c t u a l  r e l a t i o n s h i p  t h a t  u s e s  a  
c a r r o t - a n d - s t i c kc a r r o t - a n d - s t i c k  a p p r o a c h  t o  e n s u r e  e t h i c a l  
b e h av i o r  by  a g e n t s .  I n  c o r p o ra t e  
g ove r n a n c e ,  t h e  p r o b l e m  o f  c o n fl i c t  
b e t w e e n  m a n a g e m e n t  ( a g e n t )  a n d  
s t o c k h o l d e r s  ( p r i n c i p a l )  i s  d e s c r i b e d  a s  a n  
a g e n c y  p r o b l e m .  E c o n o m i s t s  h ave  
d eve l o p e d  a n  a g e n c y  t h e o r y  t o  d e a l  w i t h  
t h i st h i s  p r o b l e m .  T h e  a g e n c y  t h e o r y  a s s u m e s  
t h a t  b o t h  t h e  a g e n t  a n d  t h e  p r i n c i p a l  a r e  
s e l f - i n t e r e s t e d  a n d  a i m  t o  m a x i m i z e  t h e i r  
g a i n .  T h e  a g e n c y  t h e o r y  t u r n s  t h e  
t ra d i t i o n a l  c o n c e p t  o f  a g e n c y  r e l a t i o n s h i p  
i n t o  a  s t r u c t u r e d  (c o n t ra c t u a l )  r e l a t i o n s h i p  
i n  w h i c h  t h e  p r i n c i p a l  c a n  i n fl u e n c e  t h e  
a c t i o n sa c t i o n s  o f  a g e n t s  t h r o u g h  i n c e n t i ve s ,  
m o t i v a t i o n s ,  a n d  p u n i s h m e n t  s c h e m e s .  T h e  
p r i n c i p a l  e s s e n t i a l l y  u s e s  m o n e t a r y  
r e w a r d s ,  p u n i s h m e n t s ,  a n d  t h e  a g e n c y  l aw s  
t o  c o m m a n d  l oy a l t y  f r o m  t h e  a g e n t .

M o s t  o f  o u r  n e e d s  f o r  fi n a n c i a l  
s e r v i c e s — m a n a g e m e n t  o f  r e t i r e m e n t  
s av i n g s ,  s t o c k  a n d  b o n d  i nve s t i n g ,  a n d  
p r o t e c t i o n  a g a i n s t  u n f o r e s e e n  eve n t s ,  t o  
n a m e  a  f e w — a r e  s u c h  t h a t  t h ey  a r e  b e t t e r  
e n t r u s t e d  t o  o t h e r s  b e c a u s e  w e  h ave  
n e i t h e r  t h e  a b i l i t y  n o r  t h e  t i m e  t o  c a r r y  
t h e m  o u t  e f f e c t it h e m  o u t  e f f e c t i ve l y.  

I n  fi n a n c i a l  m a r ke t s  t h e  f u n d a m e n t a l  e t h i c a l  
r e q u i r e m e n t  o f  fi n a n c i a l  m a r ke t s  i s  t h a t  
t h ey  b e  f a i r.  F a i r n e s s  m ay  b e  d e fi n e d  e i t h e r  
s u b s t a n t i ve l y  ( w h e n  t h e  p r i c e  o f  a  s e c u r i t y  
r e fl e c t s  t h e  a c t u a l  v a l u e)  o r  p r o c e d u ra l l y  
( w h e n  b u ye r s  a r e  e n a b l e d  t o  d e t e r m i n e  t h e  
a c t u a l  v a l u e  o f  a  s e c u r i t y ) .  T h e  ra t i o n a l e  f o r  
m a n d a t o r ym a n d a t o r y  d i s c l o s u r e  i s  t h a t  s e c u r i t i e s  
t ra n s a c t i o n s  a r e  m o r e  l i ke l y  t o  b e  f a i r  w h e n  
m a t e r i a l  i n f o r m a t i o n  m u s t  b e  d i s c l o s e d ,  a n d  
i nve s t o r s  h ave  e a s y  a c c e s s  t o  i n f o r m a t i o n .

Fra u d ,  m a n i p u l a t i o n ,  a n d  o t h e r  u n f a i r  
t ra d i n g  p ra c t i c e s  l e a d  n o t  o n l y  t o  u n f a i r  
t r e a t m e n t  i n  s e c u r i t i e s  t ra n s a c t i o n s  b u t  t o  
a  l o s s  o f  i nve s t o r  c o n fi d e n c e  i n  t h e  i n t e g r i t y  
o f  fi n a n c i a l  m a r ke t s .  S p e c u l a t i ve  a c t i v i t y  
a l s o  p r o d u c e s  exc e s s  vo l a t i l i t y.  S e c u r i t i e s  
E xc h a n g e  A c t  p r o h i b i t  a nyo n e  i nvo l ve d  i n  
t h et h e  i s s u e  o r  exc h a n g e  o f  s e c u r i t i e s  t o  m a ke  
a  f a l s e  s t a t e m e n t  o f  a  m a t e r i a l  f a c t ,  t o  o m i t  
a  f a c t  t h a t  m a ke s  a  s t a t e m e n t  o f  m a t e r i a l  
f a c t s  m i s l e a d i n g ,  o r  t o  e n g a g e  i n  a ny  
p ra c t i c e  o r  s c h e m e  t h a t  w o u l d  s e r ve  t o  
d e f ra u d .  Fra u d  i s  o bv i o u s l y  c o m m i t t e d  by  a n  
i n i t i a l  s t o c k  o f f e r i n g  t h a t  i n fl a t e s  t h e  a s s e t s  
o fo f  a  fi r m  o r  f a i l s  t o  d i s c l o s e  s o m e  o f  i t s  
l i a b i l i t i e s .

F a i r n e s s  i n  fi n a n c i a l  m a r ke t s  i s  o f t e n  
a f f e c t e d  by  i n e q u a l i t i e s  i n  i n f o r m a t i o n ,



Fitch Ratings is an international credit rating agenc\
based out of NeZ York Cit\ and London. This rating
s\stems guides inYestors to identif\ the inYestments
Zhich Zill not default and subsequentl\ \ield a solid
return. The\ publish opinions on a Yariet\ of scales
and the most common of these are credit ratings, but
the\ also publishes ratings, scores and other relatiYe
opinions relating to financial or operational strength.
Fitch bases the ratings on factors, such as Zhat kind
of debt a compan\ holds and hoZ sensitiYe it is to
s\stemic changes like interest rates. According to
Fitch Ratings official Zebsite, the\ haYe alZa\s been
tr\ing to challenge conYentional thinking and make a
change in the Zord, starting in 1923 the\ inYented
the famousl\ knoZn ´AAAµ to ´Dµ ratings scale. From
the beginning the\ committed to proYide a Yalue
be\ond the classical rating s\stem and Yalue added 

YaQXVhi
GXQaVekaUa 
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through independent and prospectiYe credit opinions
and research. Also the\ haYe a branch in Sri Lanka
and it is located in World Trade Centre Colombo 01
Zith local anal\sts.Fitchµs credit ratings do not
directl\ address an\ risk other than credit risk. These
ratings do not deal Zith the risk of a market Yalue
loss on a rated securit\ due to changes in interest
rates, liquidit\ and other market considerations.
HoZeYer, in terms of pa\ment obligation on the rated
liabilit\, market risk ma\ be considered to the e[tent
that it influences the abilit\ of an issuer to pa\ upon a
commitment. Ratings nonetheless do not reflect
market risk to the e[tent that the\ influence the si]e
or other conditionalit\ of the obligation to pa\ upon a
commitment.

FiWch RaWings and SoYereign NaWions

SoYereign credit nations describes each nationµs
abilit\ to meet their debt obligations. This proYides
inYestors about an insight into the leYel of risk
associated Zith inYesting in a particular countr\. Fitch
Ratings and man\ more other credit rating agencies
Zill be inYited b\ countries to eYaluate their
economic, political enYironments and financial
situations to determine a representatiYe rating. Itµs
Yer\ important to haYe the best soYereign credit
rating possible, especiall\ for the deYeloping nations,
as it helps in obtaining funds in international bond
markets. Because of this Sri Lankaµs economic
performance has also been presented b\ man\ rating
agencies. Such as Fitch Ratings, Standard & Poor's
and Mood\µs

CoYid-19 and FiWch RaWings of Sri Lanka

During the neZest update Fitch Ratings has
doZngraded Sri Lanka's Long-Term Foreign- and
Local-Currenc\ Issuer Default Ratings (IDR) to 'B-',
from 'B' Zith the CoYid-19 pandemic. The Outlook is
NegatiYe. Along Zith that, Issuer Default Ratings of
Bank of Ce\lon (B-/NegatiYe), National SaYings Bank
(B-/NegatiYe) and DFCC Bank PLC (B-/NegatiYe)
also been doZngraded in Ma\ 2020.

The impacW of doZngrading of Sri
Lankaµs FiWch RaWings

Current public and e[ternal debt sustainabilit\ Zill be
Zorsened b\ the CoYid 19 pandemic because the
fiscal polic\ changes cannot be implemented due to
the fall of the tourism industr\ Zhich connected Zith
Zeaker domestic demand, Zill further damage Sri
Lankaµs public and e[ternal finance metrics.
Sri Lanka's e[ternal financing challenges haYe
increased in the current enYironment of global risk
aYersion and financial market Yolatilit\, Zith large
upcoming e[ternal debt redemptions and limited
foreign-currenc\ reserYes as infloZ of foreign
currenc\ haYe been halted due to the pandemic. Sri
Lankaµs foreign-currenc\ reserYes are about USD7.2
billion, Zhile the soYereign's e[ternal debt pa\ments
from Ma\ to December 2020 amount to USD3.2
billion, including a USD1.0 billion international
soYereign bond pa\ment due in October. According
to their reports Fitch Ratings has estimated Sri
Lanka's e[ternal liquidit\ ratio, defined as liquid
e[ternal assets/e[ternal liabilities, at about 64%,
among the Zeakest in the 'B' rating categor\.
The goYernment is seeking to meet e[ternal funding
needs in 2020 through multilateral and bilateral
support, but securing these funds could be
challenging due to the pandemic and its effect on
global liquidit\ and financing conditions. The
projections assume the soYereign Zill not haYe
access to international bond markets in 2020. As the
goYernment is in discussion Zith Yarious parties,
including regional central banks on the use of
possible bilateral sZap lines and the IMF on its Rapid
Financing Instrument for CoYid-19-related funding.
HoZeYer, eYen after such support, the countr\'s
foreign currenc\ debt serYice obligations and
financing challenges Zill remain substantial oYer the
medium term. 
Fitch Ratings further sa\s that the budget deficit to
Ziden to 9.3% of GDP in 2020, from an estimated
6.8% in 2019. This is greater than forecast of 7.5%,
as there Zill be significantl\ loZer reYenue due to the
impact of the pandemic on economic actiYit\ and the
spilloYer of ta[ cuts and other fiscal changes late last
\ear. The authorities ma\ need to increase spending
oYer time to support the econom\, although the\
haYe \et to formali]e an\ large scale measures
be\ond 0.2% of GDP for relief to Yulnerable groups.
General goYernment debt is high and the pandemic
has increased risks to public debt sustainabilit\. The
main forecast is for gross general goYernment 
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Postponement of Parliamentar\ elections set for
April 2020 has prolonged polic\ uncertaint\. This,
in turn, has made it difficult to complete the
seYenth and final reYieZ under the IMF E[tended
Fund Facilit\ arrangement. Discussions oYer a
neZ arrangement ma\ be possible onl\ after the
parliamentar\ elections and once ne[t \ear's
budget is approYed.
A decline in tourism, loZer remittances, and
Zeaker e[ports are likel\ to Ziden the current
account deficit to 3.3% of GDP this \ear - despite
some relief from loZer oil prices - from 2.2% in
2019, before narroZing to 2.3% in 2021, in line
Zith our e[pectations for a gradual recoYer\ in
the global econom\.
Large interest pa\ments as a share of reYenue of
around 65%, according to Fitch Ratings
estimates for 2020, a loZ fiscal reYenue ratio and
high public debt/reYenue ratio continue to
highlight the Zeak structure of Sri Lanka's public
finances. The goYernment debt/reYenue ratio
Zas about 690% in 2019, significantl\ higher
than the 'B' median of 258%. Foreign currenc\
debt continues to be about half of total
goYernment debt, leaYing Sri Lanka's public
finances Yulnerable to reneZed currenc\
depreciation.
Sri Lanka's basic human deYelopment indicators,
including education standards, are high
compared Zith the 'B' and 'BB' medians, based
on the UN Human DeYelopment Inde[ Score,
Zhich positions Sri Lanka in the 60th percentile,
Zell aboYe the 37th percentile for the 'B' median.
The countr\'s per capita income of USD3,939 at
end-2019 is also modestl\ aboYe the 'B' median
of USD3,335.
Fitch Ratings banking sector outlook Zas reYised
to negatiYe in March, reflecting a more
challenging operating enYironment due to the
pandemic, Zhich has pressured banks' asset
qualit\ and profitabilit\. Demand for credit is
likel\ to remain muted in 2020 due to the Zeaker  

debt/GDP to rise to about 94% in 2020 and 96% in
2021, from an estimated 87% in 2019, and to
continue rising, increasing the risk of debt distress.
This Zill see gross general goYernment debt sta\ far
greater than the 'B' median of 52%.

According Wo FiWch RaWings reporW, doZngrading
of Sri Lanka's raWings Wo 'B-' also reflecWs Whe
folloZing ke\ raWing driYers;

ESG - GoYernance: Sri Lanka has an ESG
ReleYance Score of '5' for Political Stabilit\ and
Rights as Zell as for the Rule of LaZ, Institutional
and Regulator\ Qualit\ and Control of
Corruption, as is the case for all soYereigns.
These scores reflect the high Zeight that the
World Bank GoYernance Indicators haYe in our
proprietar\ SoYereign Rating Model. Sri Lanka
has a medium World Bank GoYernance Indicator
ranking in the 46th percentile, reflecting a recent
record of peaceful political transitions, a
moderate leYel of rights for participation in the
political process, moderate institutional capacit\,
established rule of laZ and a moderate leYel of
corruption.

ImproYement in e[ternal finances, supported b\
higher non-debt infloZs or a reduction in e[ternal
soYereign refinancing risks from an improYed
liabilit\ profile.
ImproYed polic\ coherence and credibilit\,
leading to more sustainable public and e[ternal
finances and a reduction in the risk of debt
distress.
Stronger public finances, underpinned b\ a
credible medium-term fiscal consolidation
strateg\.

groZth outlook.

To geW Whe posiWiYe FiWch RaWings,

Fitch Ratings also state feZ factors that could,
indiYiduall\ or collectiYel\, lead to positiYe rating
action/upgrade that can be used b\ Sri Lanka.

References; 
hWWpV://ZZZ.fiWchraWingV.com/
hWWpV://econom\ne[W.com/
hWWpV://WradingeconomicV.com/
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FINTECH
Consumers are hungry for financial

independence and providing the ability to

manage one's financial health is the driving

force behind adoption of AI in personal

finance. Whether offering 24/7 financial

guidance via built-in chatbots or

personalizing insights for wealth

management solutions, AI is a necessity for

any financial institution looking to be a top

player in the industry.

The benefits of implementing AI in finance

for task automation, fraud detection, and

delivering personalized recommendations

are monumental. Front- and middle-office AI

applications can transform the finance

industry by:

• Enabling frictionless, 24/7 customer

interactions

• Reducing the need for repetitive work

• Lowering false positives and human error

• Saving money

Automating middle-office tasks with AI has

the potential to save North American banks

$70 billion by 2025. Further, the aggregate

potential cost savings for banks from AI

applications is estimated at $447 billion by

2023, with the front and middle office

accounting for $416 billion of that total.

NEXT  B IG  TH ING  IN  F INANCE

Financial technology has become a leading

topic in financial industry. According to

Wikipedia, financial technology is “any

innovative ideas that improve financial

service processes by proposing technology

solutions according to different business

situations, while the ideas could also lead to

new business models or even new

businesses." The use of Smartphone services

and cryptocurrency are examples of

technologies aiming to make financial

services more accessible to the public. 

Here, we are going to discuss about several

uses in financial technology that includes

artificial intelligence (AI), cryptocurrency,

blockchain and Robo-advisors.

ARTIFICIAL INTELLIGENCE

Artificial intelligence is intelligence

demonstrated by machines, unlike the

natural intelligence displayed by humans

and animals. Leading AI textbooks define the

field as the study of "intelligent agents": any

device that perceives its environment and

takes actions that maximize its chance of

successfully achieving its goals. One of the

most significant business cases for AI in

finance is its ability to prevent fraud and

cyberattacks. Consumers look for banks and

other financial services that provide secure

accounts, especially with online payment

fraud losses expected to jump to $48 billion

per year by 2023, according to Insider

Intelligence. AI could analyze and single-out

irregularities in patterns that would

otherwise go unnoticed by humans.
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Cryptocurrency is a digital asset designed to

work as a medium of exchange wherein

individual coin ownership records are stored

in a ledger existing in a form of computerized

database using strong cryptography to

secure transaction records, to control the

creation of additional coins, and to verify the

transfer of coin ownership.  It typically does

not exist in physical form (like paper money)

and is typically not issued by a central

authority. Cryptocurrencies typically use

decentralized control as opposed to

centralized digital currency and central

banking systems. Some examples for

cryptocurrency are Bitcoin, Ethereum, Ripple,

Dash, Litecoin, Dogecoin and zCash.

At the root of it all, any type of currency is

valuable because it is accepted as a store of

value. The more people accept this, the more

valuable the money becomes. Additionally,

more acceptance leads to more stability in

the value of the money. Additionally, both fiat

money and cryptocurrencies solve the issue

of the double coincidence of wants.

Furthermore, cryptocurrency runs on

blockchain technology

CRYPTOCURRENCY

“Mining” is the act of verifying, encrypting,

and securing transactions in each block. Each

miner (computer system) has a ledger of all

past and current transactions operating in

the network. This means that every new

transaction can be recorded and verified in

the ledger. If someone tries to create any

counterfeit coins or steal coins from another

person’s cryptocurrency wallet, this is

checked against the millions of copies of the

ledger. All legitimate copies of the ledger will

return an invalid authentication on the

fraudulent transaction, and as such, the

counterfeit or stolen coins will not be

recorded.

This new and ingenious technological

concept increases the security of the

currency and allows for verification of

transactions in the currency.

The blockchain network is supported by

voluntary “miners”. Miners are computer

systems that are offered for use in the specific

networks that support each cryptocurrency.

For example, the Bitcoin blockchain network

is supported by thousands of individual

computers that help “mine” the network

BLOCKCHAIN

MINING

Robo-advisors are digital platforms that

provide automated, algorithm-driven

financial planning services with little to no

human supervision. A typical robo-advisor

collects information from clients about their

financial situation and future goals through

an online survey and then uses the data to

offer advice and automatically invest client

assets.

The primary way that most robo-advisors

earn money is through a wrap fee based on

assets under management (AUM). While

traditional (human) financial advisors

typically charge 1% or more per year of AUM,

most robo-advisors charge around just 0.25%

per year. They can charge lower fees because

they use algorithms to automate trades and

indexed strategies that utilize commission-

free and low-cost ETFs. Because they charge

lower fees, however, robo-advisors must

attract a larger number of smaller accounts

to generate the same revenues as a pricier

advisor.

ROBO-ADVISORS
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In addition to the management fee, robo-

advisors can make money in several other

ways. One way is the interest earned on cash

balances ("cash management"), which is

credited to the robo-advisor instead of the

client. Since many robo-advised accounts

only have a small allocation to cash in their

portfolios, this can only become a significant

source of income, again, if they have many

users.

Another revenue stream comes from

payment for order flow. Typically, robo-

advisors will accumulate funds that have

been added from deposits, interest, and

dividends and then bundle these together

into large block orders executed at just one

or two points in a day. This allows them to

execute less trades and get favorable terms

due to the large order sizes. Many times,

these blocks will be directed to liquidity

providers such as high-frequency trading

shops or hedge funds in return for rebates

which are paid to the robo-advisor.

Finally, robo-advisors can earn money by

marketing targeted financial products and

services to its customers such as mortgages,

credit cards, or insurance policies. These are

often done through strategic partnerships

rather than the use of advertising networks.

ROBO-ADVISORS CONT.

 References
• Robo-Advisor Guide
• www.insideintelligence.com

by: Ishini Eranga
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ȅFIGH� �HE BA��LE� IN LIFE �I�H 
DEDICA�IONǹ HARD �ORK AND PA�IENCEȆ 

Learning from achievers who manifest their 

dream is the best inspiration we can receive, to 

pave our journey towards success. This success 

story reveals the amazing personality of a role 

model for all the undergraduates in Sri Lanka.  

 
We will be sharing the illuminating story of 
Mr.Hasitha Premaratne, the current Group 
Finance Director of Brandix Group and the 
Managing Director of Brandix India Apparel 
City. In addition, he overlooks all Joint 
Ventures and Investments of the Brandix 
Group. He was a Director of Bank of Ceylon and 
a Committee Member of Ceylon Chamber of 
Commerce. He was also a Board Member of the 
Sri Lanka Accounting and Auditing Standards 
Monitoring Board and was a Board Member of 
CIMA Sri Lanka during 2016. Furthermore, Mr. 
Premaratne has been a regular columnist for 
LMD Magazine for 17 years. He was formally the 
Head of Research at HNB Stockbrokers (Pvt) 
Ltd and holds massive amount of experience in 
the fields of capital markets, economics, 
strategic finance, management and research. 
He has a MBA in International Finance and a 
BSc in Computer Science.  



 

 

He is a Fellow Member of Chartered Institute of 
Management Accountants (CIMA - UK), Association of 
Chartered Certified Accountants (ACCA-UK), and the 
Institute of Certified Management Accountants (CMA - 
SL). He is also a Chartered Global Management 
Accountant (CGMA). Mr. Premaratne was the winner of 
the ћT0/*- *f The Yea- A2a-dќ a/ CIMA G'*ba' Fi)a)cia' 
Management Awards 2009 held in London during 
November 2009. He was the Winner and Gold Medalist of 
+-e./igi*0. ћCIMA S/a- *f /he 4ea-ќ a2a-d i) ФТУФ a)d 
/he Wi))e- *f ћY*0)g CIMA S/a- *f /he 4ea-ќ a2a-dя in 
ФТТШю He 2a. /he ћM*./ O0/./a)di)g R*4a'i./ *f /he 
4ea-ќ i) УЫЫЩ a)d 2a. /he De+0/4 Head P-efec/ *f R*4a' 
College in 1998. 

1. Sir, how do you describe your childhood memories 
for our readers? 

My father being a doctor and mother being a teacher, 
education was a priority at home. But they believed that 
sports and extracurricular activities were equally 
important for an adolescent. During my school days, I 
participated in many sporting activities but after a few 
years chose badminton as the sport that I wanted to dive 
deep into. What I believe is that to succeed in life you 
need to allocate enough time and effort into it. I chose 
one sport, Scouting and Philatelic Club as the three 
areas of extracurricular activities and devoted enough 
time in each of those areas to contribute and achieve the 
maximum. Throughout my badminton journey, I was 
able to lead the college team and was selected to the Sri 
Lanka national pool to represent the country. In 
Sc*0/i)g I 2*) (a)4 a2a-d. i)c'0di)g /he P-e.ide)/њ. 
scou/ A2a-d a)d 2a. adj0dged a. /he ћBe./ Sc*0/ *f 
R*4a' C*''ege i) УЫЫЩќю La/e-я I beca(e a .c*0/ 'eade- *f 
Royal college and continued to lead the Troop for 7 
years. It provided good exposure on leadership. I was 
also a member of the Philatelic club because I was 
interested in collecting stamps as my hobby. I ended up 
being the Chairman of that club as well. All these made 
me an all-rounder and set a solid foundation to develop 
skills on multi-tasking. 

Life was never a rose garden and success came with 
many challenges and some failures. I played badminton 
till early November although I had O/Ls in December. 
Even when I was in my A/L class, I continued to play till 
April, when the A/L exam was in August. In fact, this had 
some negative repercussions as well. Just 4 months 
before my A/L examination I got injured during a 
badminton tournament played in Maldives and had to 

undergo a surgery in the month of May that disturbed 
my preparations for the exam. I went to the A/L exam in 
crutches but was determined to do well and fell about 
two or three marks short of entering Engineering Faculty 
of University of Moratuwa (UOM). Luckily, because of my 
extra-curricular activities I was able to gain additional 
marks and eventually got selected to engineering at 
UOM. At that time, I had already registered for the 
Computer Science degree. So, I had to choose between 
Moratuwa and Colombo. Moratuwa University was 
closed at the time and I chose to do the Computer 
Science degree in Colombo. It was a tough decision to 
opt out of Engineering after been selected but when I 
look back, I think that was the correct decision. There 
have been many similar battles in life. What you need is 
the dedication, hard work to counter challenges and 
stay committed to your goals while practicing good 
values with integrity. You also need to be patient 
because nothing in life comes to us on a gold platter. 

2. Did you have the dream of becoming a CFO when 
you were young? 

I did)њ/ ha1e .0ch a .+ecific d-ea(я b0/ af/e- ./a-/i)g 
CIMA, I always saw myself as a person in the business 
world. I took a step at a time and worked myself towards 
a leadership role. In fact, my first job was as an Equity 
Analyst. During the middle stage of the career, you need 
to ask the question whether you are a specialist or a 
generalist. When you start your career, start in one field 
and you can gradually build it up. If you decide to 
become a specialist, you must be a top cat in that area. 
If you are a generalist, then multi skills is the key. 
T*da4њ. Fi)a)ce Leade-. )eed /* ./a4 c'*.e /* /he 
business and understand the business as much as 
anyone else in the organization. It will help you to be a 
strong CFO by adding greater value to drive profitable 
business growth. 

3. You have been a lecturer at a reputed professional 
educational institution for 11 years. How did that 
exposure help in your career, sir? 

In 2000 just after being qualified in CIMA, I stared 
lecturing while still in the second year of University. 
Lecturing was an interesting experience because I was 
able to develop my public speaking skills. I was lecturing 
for more than 500 students in a class at times and it gave 
me the ability to improve my communication skills and 
stay ahead in subject matters.   
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I worked under the great leadership of a veteran banker. 
Apart from dealing with the investors and corporate, I 
was closely working with regulatory bodies including, 
Central Bank, Ministry of Finance and Securities and 
Exchange Commission and Colombo Stock Exchange. I 
was invited to represent Sri Lanka to the investors 
abroad in Dubai, New Zealand, Singapore and Hong 
Kong, on behalf of the Stock Exchange of Sri Lanka. I also 
learnt a lot about working with media institutions, 
especially when establishing a public opinion about the 
capital markets. 

5. How did your journey at Brandix start? 

Due to vulnerable economic conditions in 2005 and 
2006, I was keen to play a role in the export sector of the 
country. I had the opportunity to join Brandix, a leading 
apparel company, who was looking to go global at the 
time. I was one of the key team members in setting up 
Brandix India Apparel City, where I am the Managing 
Director today. In retrospect, I have moved up vertically 
in the ladder of finance at Brandix from Corporate 
Finance Manager, Chief Finance Officer and today as the 
Group finance Director.  

More than anything else I enjoyed imparting what I have 
learned to others and it was not money that motivated 
me to be a lecturer but the satisfaction of passing on 
knowledge to students. 

4. When you joined HNB Stockbrokers as a Research 
Analyst, did you have the vision to go up in the 
corporate ladder? 

When I was 23, I joined there as my first permanent job. 
It was a fantastic opportunity to learn about Financial 
Modeling, Funding and how capital markets operate. By 
(ee/i)g CEOњ. *f 'i./ed c*(+a)ie. /* 'ea-) ab*0/ /hei- 
strategies, I was able to understand how large 
organizations work. I published many research reports 
and opinions about economy and companies to 
investors. I was fortunate to be trained under a leading 
Research personality of JP Morgan, a world-renowned 
Investment Bank. It helped a lot for me to build a 
platform at HNB Stockbrokers as a Research Analyst and 
was promoted as the Head of Research. Later we 
extended our research to support the Hatton National 
Bank requirements as well. At that time my supervisor 
gave a lot of freedom to operate. While in a small 
company, I was a big fish in a small pond. But at the time 
I set my foot in to HNB bank, I realized that I was a small 
fish in a big pond.   
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Parallelly, I have been responsible on our group 
investments including joint Ventures and Investment 
Companies like TeeJay Lanka PLC, where I provide the 
'eade-.hi+ /* /he CEOњ. *f /h*.e -e.+ec/i1e c*(+a)ie.ю 
Iњ( a B*a-d Director of more than 20 companies within 
the group. 

6. Sir, you surely must have faced a lot of challenges 
throughout your journey up until becoming the 
Group Finance Director of Brandix. Would you like 
share some thoughts about how you overcome 
them? 

My opinion is; if you expect challenges to become a part 
of your life, it will be easier to handle. Stressing yourself 
and making it personnel, that is where the things go 
wrong. You must know where to draw the line. When 
challenges come, challenges are embedded; you face it 
and move on. 

7. How do you maintain the work-life balance being a 
busy person? 

During my early days, I did so many things while at 
school, parallelly. I believe it helped me to learn how to 
ba'a)ce /hi)g. i) 'ifeю H*2e1e-я +-i*-i/i5i)g ћ(a)4 /* a 
fe2ќя i. 1e-4 i(+*-/a)/ю U)/i' I g*/ (a--ied and had kids, 
I always had time for lecturing, but I had to quit because 
I needed more time at home. Also, I had reduced my 
social time. Obviously with kids it is completely a 
different ball game, Spending time with them is my 
hobby now. Generally, I d*)њ/ 2*-& d0-i)g 2ee&e)d. 
and public holidays. But on Weekdays I work till very 
late. I will spare my weekends for my family. My parents 
and family have been behind me right through my 
career during all ups and downs, and their patience and 
support is something I always appreciate. If you 
consider spending time with your family as one of your 
hobbies, it is the best balance that you can have. 

8. How was your experience of being part of different 
boards and committees? 

For the last 5-6 years I have been getting invitations to 
sit in various external boards. All of these gave me an 
opportunity to provide my maximum contribution from 
what I have learned. My policy for working on these 
boards is you go, learn, contribute, and depart. As a Non 
ѥ Executive Director, you can contribute to a certain 
+*i)/я b0/ 4*0 ca)њ/ c*)/-ib0/e /* be4*)d /ha/ю I have 
been consciously moving out of certain roles time to 
time to better manage my time availability. What I 
believe is you need to figure out when to retire from a  

 

 

role when you cannot add value in it. 

9. Sir, you are a very skilled person in many areas. 
What are the driving forces behind these skills? How 
hard did you work to develop them? 

Technical skills are a result of my academic and 
professional education over the years. Continuous 
training and reading are a must to modernize your 
technical skills time to time. When it comes to the soft 
.&i''.я /he4 .h*0'd be de1e'*+ed *) /he j*b a)d i/њ. a'' 
about working with people ultimately. When I was at 
school, I had exposure to work with people from 
different backgrounds of the society who came from 
multiple races, religions, social backgrounds etc. This 
gave an early foundation to learn about the diverse 
expectations of people in the society and to respect 
them. I think /ha/њ. /he f0)da(e)/a' ba.e f*- de1e'*+i)g 
soft skills. I had a similar experience when I was doing 
my distance learning MBA at Oxford Brookes University. 
I got an exposure to meet multiple representatives from 
different countries like Asia, Africa and Europe, broad 
basing the knowhow of geographical diversity. Since I 
was involved in a lot of extracurricular activities in 
school, I knew the pain of losing and the fun of winning. 
Both were part of my life because of sports and other 
extra activities. This helped me to be flexible during 
challenging times and to approach different situations. 
I am confident about the decisions I make, and I take 
responsibility for them. Life is always on the move and I 
d*)њ/ be'ie1e 4*0 ca) +'a) f*- /** '*)gю Ne3/ Ш /* УФ 
months is the key. All you can do is, revisit occasionally 
and check whether you are on the right track and your 
skills are updated to suit the changes in the external 
environment. 

10.What suggestions do you have, to overcome the 
current economic situation in Sri Lanka? 

COVID-19 has brought a new set of challenges because 
our core exchange earning industries like tourism and 
travel have come to a complete stand still in the last few 
months, and it will take some time to settle these down. 
We will have to readjust our economic and corporate 
strategies to face these realities. We need to manage 
that import-export equation very carefully because 
improving exports is crucial. I think we need to create 
more networks and industries to reach out to the world 
and pick up the niche that suits our exports. If we are 
planning to compete with the world, we need to 
differentiate our products in order to gain competitive 
advantage. 
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11. What is the advice you wish to deliver to 
undergraduates, to be successful in their future 
careers? 

A. (4 fi-./ ad1ice I 2*0'd 'i&e /* .a4 d*)њ/ .ee cha''e)ge. 
as problems, always see them as part of life and be 
resilient. Secondl4я d*)њ/ ge/ *1e-f*c0.ed *- 0)de- 
focused. Strike a balance. Prioritize and do what is 
(a)ageab'e 2i/h /he 'i(i/ed /i(e 4*0 ha1eю D*)њ/ 2ai/ 
/i'' /*(*--*2ю M4 /hi-d +*i)/ i.я d*)њ/ f*-ge/ /he ba.ic.я 
your values and ethics. You should consider dedication 
and hard work as your basics. Finally, try to develop the 
patience to mingle with different people. But it is not an 
easy task and making necessary adjustments within the 
working environment is essential. When you are 
managing and leading, we need to respect each 
+e-.*)њ. abi'i/ie.ю Kee+ +a/ie)ce 2i/h 4*0ю 

We would like to thank Mr. Hasitha Premaratne for his 
valuable time spared on illuminating our lives with this 
wonderful session. 

Interviewed by ; 
Gayara Wijayasundara & Kavya Hapuarachchi  
(Special thanks to Kaveesha Perera) 
 

In that process we need to collaborate and build 
alliances with the new world. We need it as a country not 
as an industry. I strongly believe that we need to have 
more industries like apparel in the economy which can 
bring export income. So, building exports and managing 
imports in a structured manner is vital. Parallelly, the 
domestic industry must become cost competitive and 
technology driven. So, technology must come in as an 
important yardstick whether it is in the service, 
manufacturing, agriculture or any other industry. 
Similarly, Technology must be utilized as a focused 
intervention to support productivity. We should be 
using it to build our place and position within the global 
market. Another angle to the whole equation is to bring 
Foreign Direct Investments which will lead country 
towards economic growth. We should create a 
conducive environment, with supportive regulations in 
line with a safe and sound corporate governance to 
ensure investor confidence. Although it is a hard job, I 
believe Sri Lanka has the potential and these cohesive 
strategies will direct our country to the next level for 
sure. 
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ALTERNATIVE
INVESTMENT
TOOLS FOR 2021Ȣ

B4  I.hanika Sene1i-a/ne and Ka1ee.ha Pe-e-a

zIPeer`to`peerIlendingI 

Offering loans for businesses, personal use or any

other purposes. There’s no bank involvement.

Pooling investor’s money and provide loans to

individuals. Earns an interest on those loans.

•IReXlIestXteII

Buying and own a property. Benefits can be

gained from rent income and appreciation of

value of the property

DDOO
<O8<O8
KNO: ?KNO: ?

zI/oldII

There are various ways of investing in gold such

as purchasing and holding physical gold, gold

exchange-traded funds, gold accounts, through

gold mining stocks, futures and options.

zIOwningIXIbusiness

 Invest your money in your own business. This will

generate high returns to the money you invested.

On the other hand, it may bankrupt if you don’t

manage it properly. But it is a stable income-

generating investment.

zI-quityIcrowdfundingI

Also known as Angel Financing. Investing money

in startups without owning a particular

Organization. AngelList, CircleUp and SeedInvest

are some examples for angel financing websites.
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KE< FΖNANCΖAL ΖNDΖCATORS 
OF SRΖ LANKA.

1nflXtionIRXteI

Measures the overall increase in the general price

level.

          1N.4AT1ONIRAT-EN+P1Fc:B7?Z

PolicyIRXtes

Key policy interest rates of the Central Bank of Sri

Lanka.

o Standing Deposit Facility Rate (SDFR) ê The floor

rate used in absorbing overnight excess liquidity

from the banking system by the Central Bank. The

Repurchase rate that was in place until 02 January

2014, was replaced by the Standing Deposit Facility

Rate.

S,.RIc9B:?Z

o Standing Lending Facility Rate (SLFR) - The ceiling

rate used in injecting overnight liquidity to the

banking system by the Central Bank. The Reverse

Repurchase rate was replaced by the Standing

Lending Facility Rate.

   S4.RIcI:B:?Z

o Bank Rate - The rate at which CBSL provide

advances to commercial banks for temporary

liquidity purposes.

BAN3IRAT-Ic=B:?Z

oI Statutory Reserve Requirement - The minimum

amounts of rupee deposit liabilities that commercial

banks are required to maintain as a deposit with the

CBSL is known as the Statutory Reserve

Requirement.

      STATUTORYIR-S-RV-IRAT1OESRRFIc7B??Z
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POPU4ARI P-RSONA4I .1NAN+1A4

S-RV1+-SI1NIUN1T-,ISTAT-S

• Chime ê Providing  fee-free financial services

through mobile app

• Personal Capital -  US-headquartered direct-

to-consumer (D2C) digital wealth manager

offering savings and retirement planning

services.

• Cleo - AI-powered money management

chatbot that analyzes and generates

personalized financial insights.

POPU4ARI +ONSU5-RI .1NAN+1A4

S-RV1+-SI1NIUN1T-,ISTAT-S

• American Express: This is a known credit card

services payment firm who recently partnered

with Marriott Bonvoy for the purpose of offering

rewards for travel-focused credit cards.

• LendingTree: This facilitates the connection

between borrowers and lenders to help them 

 find the best deals on loans

POPU4ARI +ORPORAT-I .1NAN+1A4

S-RV1+-SI1NIUN1T-,ISTAT-S

• Angel investors:  Wealthy individuals trying to

invest in small businesses and startups.

Venture capital:  Financing provided to startups

that are expected to have a long term growth

potential.

FΖNANCΖAL REG8LATOR< ΖN SE9ERAL
 CO8NTRΖES. 

ғ SRI LANKAҊ CENTRAL BANK OF SRI LANKA

ғ INDIA Ҍ RESERVE BANK OF INDIA

ғ USA Ҍ FEDERAL RESERVE SYSTEM

ғ UK Ҍ FINANCIAL CONDUCT AUTHORITY

ғ CHINA Ҍ PEOPLEҁS BANK OF CHINA

ғ JAPAN Ҍ BANK OF JAPAN

ғ GERMANY Ҋ DEUTSCHE BUNDESBANK

ғ SWITZERLAND Ҍ SWISS NATIONAL BANK

ғ AUSTRALIA Ҍ RESERVE BANK OF AUSTRALIA

ғ CANADA Ҍ BANK OF CANADA

Fitch Ratings has downgraded Sri Lanka’s

Long ê Term Foreign-Currency Issuer Default

Rating (IDR) to ‘CCC’ from ‘B-‘ (27 Nov,2020).

S&P has downgraded to ‘CCC+/C’ on

increasing  external financial risks & fiscal

deterioration.

Moody’s has rated as Caa1.

-xchXngeIRXteB

This is the value of one currency for the purpose

of conversion to another currency.

+reditIRXtingsIofISriI4XnkXIbyI4eXdingIRXting

AgenciesB

KE< FΖNANCΖAL ΖNDΖCATORS 
OF SRΖ LANKA.
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S R I  L A N K A
M I C R O F I N A N C E

C R I S I S
According to the central bank, micro finance includes financial facilities granted to low income
earners and unemployed for income generating activities

The concept of microfinance was introduced by
Muhammad Yunus who was awarded the Nobel
Peace Prize for founding the Grameen Bank and
pioneering the concept of microfinance with the
objective of reducing the poverty and women
empowerment in Bangladesh.

Although the concept originated with a positive goal,
in many countries including Sri Lanka,  it has become
a crisis in rural areas across the country, even leading
to multiple reported deaths in the past few years.

To answer that question, it is needed to understand
why microfinance is needed in the country. Even
though there are many branches of licensed financial
institutions, Specially commercial banks, even in
remote areas, most people do not have the basic
requirements to obtain loans from them as most
banks require some form of collateral and a large pile
of documentation to approve a loan. This forces
people to go for a microfinance option that comes
with no collateral requirement and a considerably
easy procedure to follow. The difference between
the demand and supply for credit, in other terms the
credit gap from licensed financial institutions is
around USD 1.1 Billion (about LKR 200 billion) in Sri
Lanka which further increases the chance of
someone going for an unlicensed microfinance
provider instead of a licensed financial institution.

How does something that was
intended to save the poor, ends up
becoming an island-wide crisis?

I N S I G H T  B Y  S N R .  P R O F .  D .  B .  P .  H .  D I S S A B A N D A R A  



W H A T  D O E S  A C T U A L L Y

C O U N T  A S  A  M I C R O

F I N A N C E  I N S T I T U T I O N ?

According to the Central Bank, microfinance
loans are “loans granted for
individuals/groups under group lending
system for income-generating activities” but
this article will stick to much broader view of
microfinance, which is “provision of financial
services to low income earners”

When it comes to the microfinance
institutions in Sri Lanka, the story becomes
more and more unclear and uncertain. Sri
Lanka’s microfinance services go way back to
the “Seettu System”. 

The first credit union was formed in 1911
with the introduction of the Co-operative
Credit Societies Ordinance No. 7 of 1911
and the microfinance movement has gone
through many phases thereafter to this day.
Over time many formal and informal
institutions were formed targeting many
remote and low-income earning regions.
Gradually, the main objective of
microfinance, which was to help the poor to
stand up on their own, became a mere profit
objective for many of these institutions that
entered the industry.
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How many microfinance institutions are there?
Who regulates over microfinance institutions?

Currently there are more than 10,000 microfinance institutions
located throughout Sri Lanka. As a result of almost all of these
institutions not being governed by any regulatory body or
regulated under any proper set of rules, it is almost impossible to
provide an exact answer to the question. Currently, only 4
companies are listed as a licensed microfinance institution under
the Central Bank of Sri Lanka. Although around 63 micro financial
institutions have membership with the Lanka Microfinance
Practitioners Association (LMFPA), even they do not fall under any
regulatory framework but the association policies which are
optional.  Parliament enacted the Microfinance Act, No. 6 of 2016
to regulate the industry to some extent, but this effort was not
successful considering the Act applies only to very small number of
microfinance institutions that are licensed with the central bank
which lets out 99.9% of microfinance institutions in Sri Lanka
unregulated.

How can someone describe “Microfinance Loan
Trap”?

The weak regulatory framework allows the microfinance
institutions to operate freely and it has ultimately resulted in some
very unpleasant experiences for the loan holders and other
involved parties. Most microfinance institutions charged around
40% interest rates where at the same time, a bank would lend at
around 14%. In some extreme cases, this figure may go as high as
200% annual rate of interest.

Most microfinance providers exploit on the low financial literacy
and destitution of the poor to charge sky-high interest rates on the
microfinance loans. Some informal microfinance providers may go
as to represent the interest rates on a daily or monthly basis to
hide and misrepresent the actual annual effective interest rate.

Most of these loans are provided on the basis of group lending
system which acts as a substitute for collateral where each
member acts as a guarantor for loans of others. If one group
member defaults the payment, it would be the responsibility of
other members to pay his debt on his/her behalf. To prevent other
group members having to pay the debt, if someone is unable to
pay the loan, in most situations most of these people will go for
other microfinance providers to take another loan to pay the first
one then another to pay the latter. This will put these families in a
situation that is known as a microfinance loan trap.

33



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

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

d e f a u l t ,  t h e r e  a r e  a  l o t  t o  t h e  p i c t u r e

t h a n  w h a t  i s  v i s i b l e  f r o m  o u t s i d e ,  t h a t  i s

h i d d e n  f r o m  t h e  s o c i e t y .  A  r e s e a r c h

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

S r i  L a n k a  c l a s s i f i e s  a l l  t h e  r e a s o n s  f o r

m i c r o f i n a n c e  d e f a u l t s  i n t o  3  b r o a d

c a t e g o r i e s .  

T h o s e  a r e  n a m e l y ,

•  C h a r a c t e r i s t i c s  r e l a t i n g  t o  l o a n  g r o u p      

a n d   b o r r o w e r ’ s  f a m i l y  

•  A c t i o n s  o f  m i c r o f i n a n c e  i n s t i t u t i o n s

a n d      c o l l e c t i n g  a g e n t s

•  M a c r o e c o n o m i c  i s s u e s

A l l  3  o f  a b o v e  r e a s o n s  p l a y  a  s i m i l a r

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

m i c r o f i n a n c e  s y s t e m .  F a i l u r e  o f  a n y  w i l l

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

T h i s  a r t i c l e  w i l l  f o c u s  o n  w h a t  c a n  b e

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

i n s t i t u t i o n s  i n  S r i  L a n k a  t o  b e  f r e e  f r o m

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

i s  f a c i n g  c u r r e n t l y .

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

t r y  t o  l e n d  t o  a  w i d e  a r r a y  o f  p e o p l e

w i t h o u t  a n y  r e p e r c u s s i o n  o n  t h e i r

a b i l i t y  t o  p a y  b a c k  t h e  l o a n .  

T h i s  h a s  b e c o m e  a  h u g e  p r o b l e m  i n  m o s t

a r e a s  a s  d i f f e r e n t  m i c r o f i n a n c e

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

y e a r  a n d  o f f e r  t o  p r o v i d e  l o a n s  t o

f a m i l i e s .  I n  c e r t a i n  s i t u a t i o n s ,  l o a n s  a r e

d i s t r i b u t e d  t h r o u g h  l o c a l  c o m m i t t e e s

l i k e  w o m e n ’ s  s o c i e t i e s  a n d  y o u t h

s o c i e t i e s  t o  r e a c h  a  l a r g e r  c u s t o m e r

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

m o s t  o f  t h e  t i m e ,  I t  i s  a g r e e d ,  o n  a n

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

i m p r o v i n g  i n c o m e - g e n e r a t i n g  a c t i v e s ,  n o

p r o p e r  b a c k g r o u n d  c h e c k s  a r e

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

e m p l o y e e s  w o r k i n g  i n  t h e s e  i n s t i t u t i o n s

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

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

i n d i v i d u a l s '  a b i l i t y  t o  p a y  b a c k  l o a n s .

T h i s  h a s  l e d  t o  a n  i n c r e a s e  i n  N o n -

P e r f o r m i n g  L o a n s  ( N P L )  i n  t h e  i n d u s t r y

w h e r e  i n  s o m e  r e g i o n s  N P L  g o  a s  h i g h  a s

6 0 % .  S o m e t i m e s  h u s b a n d  o f  t h e  f a m i l y

i s  u n a w a r e  o f  t h e  l o a n s  t a k e n  b y  w i f e

a n d  s o m e t i m e s  i t ’ s  t h e  o t h e r  w a y

a r o u n d .  M o s t  o f  t h e  p e o p l e  w h o  e n d  u p

d e f a u l t i n g  p a y m e n t s  h a v e  a l r e a d y  t a k e n

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

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

c o n s i d e r a b l y  r i s k y  l e v e l .  A b s e n c e  o f  a

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

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

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

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

i s  a l r e a d y  h a p p e n i n g .

R E A S O N S  F O R
M I C R O F I N A N C E
D E F A U L T S ?
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R E A S O N S  F O R
M I C R O F I N A N C E
D E F A U L T S ?
M o s t  o f  t h e  t i m e ,  t h e r e  w i l l  b e  n o  f o l l o w

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

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

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

i n s t i t u t i o n s .  A s  m o s t  o f  t h e  u s e r s  o f

m i c r o f i n a n c e  l a c k  t h e  f i n a n c i a l  l i t e r a c y

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

s u m  o f  f u n d s  o n  t h e i r  o w n ,  s o m e t i m e s

i n c i d e n t s  c a n  b e  s e e n  t h a t  f u n d s  a r e  u s e d

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

i n t e r e s t  o f  o t h e r  l o a n s  t h e y  h a v e

o b t a i n e d .

M o s t  o f  t h e  m i c r o f i n a n c e  i n s t i t u t i o n s  i n

e x i s t e n c e  i n  S r i  L a n k a  t o d a y ,  w h e t h e r

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

b o r r o w i n g  a n d  l e n d i n g ,  w h e r e  o n l y  a  f e w

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

l e n d i n g  f r o m  u t i l i z i n g  t h e i r  o w n  f u n d s .  

 M o s t  i n s t i t u t i o n s  b o r r o w  t h e  f u n d s  t h e y

r e q u i r e  f r o m  c o m m e r c i a l  b a n k s  o r  o t h e r

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

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

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

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

m a r g i n s .  T h e s e  h i g h  i n t e r e s t  r a t e s  r e s u l t

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

t h e i r  d a i l y  e a r n i n g  f o r  t h e  c o l l e c t i n g

a g e n t s  o n  d a i l y  o r  w e e k l y  b a s i s ,  l e a v i n g

t h e m  w i t h  n o  o p t i o n  b u t  t o  b o r r o w  m o n e y

f r o m  s o m e w h e r e  e l s e  t o  p a y  t h e

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

m i c r o f i n a n c e  l o a n  t r a p .
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R E A S O N S  F O R
M I C R O F I N A N C E
D E F A U L T S ?
O n e  i m p o r t a n t  p a r t  o f  a  m i c r o f i n a n c e

l o a n  i s  c o l l e c t i n g  a g e n t s ,  w h o s e  j o b  i s

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

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

o r  w e e k l y  b a s i s .  M o s t  o f  t h e  a g e n t s

w o r k  f o r  t h e  m i c r o f i n a n c e  i n s t i t u t i o n s

o n  p a r t - t i m e  o r  s o m e t i m e s  a s

p e r m a n e n t  e m p l o y e e s .  D u e  t o  t h e

a b s e n c e  o f  p r o p e r  p o l i c i e s  o n  c r e d i t

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

c o l l e c t i n g  a g e n t s ,  m a n y  i n c i d e n t s  h a v e

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

h a v e  s e v e r e  i m p a c t  o n  t h e  s o c i e t y  o n  a

m o r a l  p o i n t  o f  v i e w .

T h i s  i s  r e f e r r i n g  t o  a  s i t u a t i o n  t h a t

t o o k  p l a c e  i n  T r i n c o m a l e e .  M o s t  o f

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

d i s c i p l i n e  t o  h a n d l e  a  s i t u a t i o n

p r o p e r l y  n o r  g i v e n  a  p r o p e r  t r a i n i n g  t o

p r e v e n t  a  s i t u a t i o n  f r o m  b e i n g

e s c a l a t e d .  M o s t  i m p o r t a n t l y  d u e  t o  t h e

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

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

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

a s  e x t r e m e  a s  s e x u a l  b r i b e  a n d

s u i c i d e s .

. . . . . . . . .
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HAVE  THE

AUTHOR I T I E S

TAKEN  PROPER

ACT IONS ?  

Even though it seems as microfinance institutions
are being regulated to certain extent, this doesn’t
show the whole picture around the microfinance
industry in Sri Lank as there are tens of thousands
of companies that provide some form of
microfinance services throughout the country that
are not governed under any regulation or central
authority. No extract number can be given to the
amount of microfinance providers in Sri Lanka as
no proper legal framework is there that mandate
the registration of these companies. Lack of
proper legal guidance has granted these
companies the ability to charge arbitrary and sky-
high interest rates and late payment penalties
from the loan holders. Even though the central
bank has intervened in regulating the interest
rates in multiple occasions, latest ruling reported
in December 2018, regulating the highest possible
interest rate as 35% (Effective Annual Interest
Rate). This ruling only applies to licensed financial
companies which represent less than 1% of total
microfinance institutions in Sri Lanka.

Unfortunately, proper actions cannot be seen on
the part of the authorities. For a long period of
time, microfinance was a field that was not
properly governed by any central authority under
any legal framework. The foundation was put to
regulate the industry in 2016 through the
Microfinance Act, No. 6 of 2016. Although the act
only regulated the companies that satisfied certain
conditions, that are known as Licensed
Microfinance Companies (LMFCs). LMFCs would
be directly regulated by the monetary board of the
central bank of Sri Lanka.  Act also provides for the
registration of Microfinance Non-Governmental
Organizations (MNGOs) registered under the
voluntary social services organizations Act, No. 31
of 1980.
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WHA T  C AN

B E  DON E ?

Introduction of a proper set of rules to
regulate not only licensed microfinance
institutions but also small-scale
microfinance providers that provides
microfinance facilities throughout Sri Lanka
is necessary to maintain the proper
governance over the industry and to help
mitigate malpractices happening in the
industry, specially relating to the interest
and other hidden charges. Due to lack of
such rules, Even the debt moratorium
offered to certain industries during the
pandemic period was not given to almost
all microfinance loan schemes as it was
only applicable to regulated financial
institutions. However, in the microfinance
industry, there are many MFIs including
those in the Lanka Microfinance
Practitioner’s Association membership that
do not fall under any regulatory
framework. Only a handful of microfinance
institutions offered a relief period for the
microfinance loans offered by their
intuitions on a voluntary basis. A national
credit act that would classify different
types of loans based on suitable criteria will
also facilitate limiting of certain types of
loans in terms of loan size and interest
rates.

Also, this will facilitate limiting of number
of microfinance loans taken by an
individual or a close member of his family
to prevent them from falling in the same
trap over and over.

One of the main reasons for microfinance loan
trap is the habit of taking new loans to pay the
existing loans. This is possible as almost all of
the microfinance institutions do not have the
access the Credit Information Bureau of Sri
Lanka (CRIB). This is a significant limitation
faced by microfinance institutions when
assessing an individual’s ability to repay debt.
Having access to CRIB reports of the
microfinance borrowers allows prevention of
such practices that otherwise would lead to a
microfinance loan trap. As a precaution, proper
data protection laws can be set out to prevent
any misuse of CRIB reports in the future.
Awareness programs that will increase the
financial literacy of people will also help as an
effective preventative mechanism rather than
a correcting mechanism. Also, Sri Lanka should
speed up the process of replacing traditional
national identity cards with electronic identity
cards. This will demotivate malpractices in the
industry as all the credit records of a person
will be mapped to a centralized database,
making it nearly impossible to get new loans
without the lending party getting to know
about the credit history of the borrower. 
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M o s t  m a l p r a c t i c e s  r e g a r d i n g  c o l l e c t i n g
a g e n t s  o c c u r  d u e  t o  t h e  l a c k  o f  p r o p e r
p o l i c i e s  a n d  w e l l  p u t - t o g e t h e r  r o u t i n e s  t o
h a n d l e  d i f f e r e n t  s c e n a r i o s  w i t h  c u s t o m e r s .
A  c e n t r a l i z e d  a u t h o r i t y  t o  g o v e r n  a l l
m i c r o f i n a n c e  i n s t i t u t i o n s ,  t h a t  w o u l d
f u n c t i o n  a s  a  s e p a r a t e  e n t i t y  t o  t h e  C e n t r a l
B a n k  o f   S r i  L a n k a  w o u l d  s i g n i f i c a n t l y
i n c r e a s e  t h e  e f f i c i e n c y  o f  t h e  i n d u s t r y  i n
r e l a t i o n  t o  f u n d  t r a n s f e r s  w h i c h  w o u l d
a l l o w  m i c r o f i n a n c e  i n s t i t u t i o n s  t o  l e n d
f u n d s  a t  a  l o w e r  i n t e r e s t  r a t e  i n s t e a d  o f
b o r r o w i n g  f u n d s  f r o m  c o m m e r c i a l  b a n k s .
I n t r o d u c t i o n  o f  a  p r o p e r  r e g u l a t i n g  b o d y
w o u l d  a l s o  a l l o w  e x e c u t i o n  o f  i n d u s t r y -
w i d e  s t a n d a r d s  a n d  c o d e  o f  e t h i c s  w h i c h
w o u l d  s i g n i f i c a n t l y  i n c r e a s e  t h e  q u a l i t y  o f
t h e  i n d u s t r y .  T h i s  w i l l  a l l o w  e f f i c i e n t
m a n a g e m e n t  o f  t h e  i n d u s t r y  a n d  p r o v i d e s  a
w a y  t o  c o m p l a i n  a n y  m i s c o n d u c t  t h a t  m a y
b e  f a c e d  b y  a n y  i n d i v i d u a l  o r  a  f a m i l y  w i t h
r e g a r d  t o  m i c r o f i n a n c e .

I f  p r o p e r  a c t i o n s  a r e  n o t  t a k e n  t o  m i t i g a t e
t h i s  c r i s i s  h a p p e n i n g  i n  t h e  m i c r o f i n a n c e
i n d u s t r y ,  S r i  L a n k a n  m i c r o f i n a n c e  i n d u s t r y
w i l l  b e c o m e  a n o t h e r  p l a y g r o u n d  f o r  a
c e r t a i n  g r o u p  o f  p e o p l e  w h o  w o u l d  e x p l o i t
t h e  h e l p l e s s n e s s  o f  t h e  p o o r  w i t h o u t  a n y
h e s i t a t i o n  j u s t  t o  e a r n  p r o f i t .  M o s t
m i c r o f i n a n c e  b o r r o w e r s  a r e  s u f f e r i n g  f r o m
f i n a n c i a l  s t r e s s  a n d  a n x i e t y  s i n c e  t h e y  a r e
l e f t  w i t h  n o  o p t i o n s  b u t  t o  p a y  a l m o s t  a l l
o f  w h a t  t h e y  d a i l y  e a r n  t o  p a y  s k y - h i g h
i n t e r e s t  r a t e s .  M o s t  o f  t h e s e  p e o p l e  a r e
a l r e a d y  s u f f e r i n g  f r o m  p o v e r t y  a n d  t h e
C O V I D - 1 9  h a s  w o r s e n e d  t h e  s i t u a t i o n
f u r t h e r m o r e .  A  c r i s i s  i n  a  c r i t i c a l  p a r t  o f
t h e  d o m e s t i c  f i n a n c i a l  s y s t e m  w o u l d  h a v e  a
d r a s t i c  e f f e c t  o n  t h e  c o u n t r y  i n  t e r m s  o f
b o t h  e c o n o m i c  a n d  m o r a l  v i e w p o i n t s .  A n
e f f i c i e n t l y  g o v e r n e d  m i c r o f i n a n c e  s e c t o r
r e g u l a t e d  u n d e r  a  p r o p e r  l e g a l  f r a m e w o r k
i s  c o m p u l s o r y  f o r  t h e  S r i  L a n k a n  e c o n o m y
t o  i m p r o v e  t h e  s t a n d a r d  o f  l i v i n g  o f
c i t i z e n s  a n d  t o  k e e p  t h e  p o v e r t y  a t  a
m i n i m u m  l e v e l .

WHA T  C AN

B E  DON E ?

Special thanks to SNR. PROF.  D. B. P. H.
Dissabandara for providing insights into
the microfinance industry
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ON THE FINANCIAL MARKETS 
AND CONTINGENCY PLANS TO 
BE ADOPTED IN THE FUTURE 

 

IMPACT OF THE  
GLOBAL 
PANDEMIC AND 
NATURAL 
CATASTROPHES 
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A Year Never to be Forgotten  
in Our Lives 

 

 ( Sequence list in order of appearance &  video credits : cheero.ch ) 
 

2020 resulted an unanticipated havoc of events which affected the world 
in varying depths with COVID-19, Wildfires, Floods, Earthquakes, Atlantic 
Hurricanes and Super typhoons becoming the deadliest natural 
catastrophes to name whilst U.S Civil Unrest, Yemen and Southern 
Border Humanitarian crisis, Rohingya Refugee Crisis and Beirut 
explosions were also a part of the unforgettable crashes happened during 
the year of 2020. In this article, we will focus on how natural exogenous 
events affect the global financial markets and the possible attempts that 
we could focus on in coming into terms with these natural catastrophes. 

Click Here 

to Play 
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According to the Cambridge Centre for Risk Studies, 
ћ2ell-designed investment portfolios (high quality 
investment portfolio - with an asset composition of 
geographical markets and financial instruments that 
reflect the expected liabilities and exposures of their 
underwriting activities in international markets 
a-o0nd /he 2o-ldѱќя a-e susceptible to short term 
fluctuations. Yet, the fluctuations in markets that 
would result from these scenarios would only cause 
ћ.ingle digi/ -ed0c/ion in -e/0-n.ќю Mo-e agg-e..i1e 
portfolio options are prone for severe reductions in 
yields varying with asset mix and geographical 
origins. 

The Cambridge Centre for Risk Studies has 
performed several hypothetical and actual 
simulations, for investment portfolios and financial 
risk management, a territorial war between China 
and Japan, a virulent flu pandemic, and a 
breakdown of the European Union since 2009. In 
both historical and hypothetical scenarios, it was 
observed that economic losses of over $1 trillion are 
catastrophes that affect to significant detrimental 
change in the markets. Stock exchanges in the 
countries are worst affected with a domino effect on 
the global exchanges. 

The costliest natural disasters in the recent history 
prior to the pandemic are the Hurricane Katrina, 
Californian Northridge Earthquake, Hurricane 
Andrew, Tokyo Earthquake, Tsunami- Java Sumatra 
and the eruption of Mount Rainer.  

COVID-19 has been the most lethal blow to the man 
kind in the recent past, with a reported level of 
85,091,012 confirmed cases and 1,861,005 deaths 
according to WHO as at 07/01/2020. The pandemic 
has not only been brutal to the survival of humans 
but has also had a noticeable impact for the 
economic stability in the world, hinting further 
possibilities to degrade.  For example, in Sri Lanka, 
during the pandemic, in the months of April to May, 
the trading in Colombo Stock Exchange was halted 
resulting a heavy blow to the economy. Not only the 
declining emerging markets, but also the economic 
giants around the world have indicated severe 
troughs in recession in the immediate future. 
Moreover, the effects of the pandemic on the 
financial market are yet to be assessed and the 
results of the insufficient attention forwarded in 
formulating policies for global catastrophes would 
be eminent soon. 
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What kind of 
events cause 
market shocks? 

The devaluation of the market, - various classes of 
investment assets, changes in interest rates, 
changes in currency exchange rates and sovereign 
credit ratings, and bond yields, even in high quality 
asset classes- more than 10% or more within a single 
quarter is typically known as a market crash which 
might reach a trough for approximately 6 months.  
Table 1 summarises 28 market crashes that have 
occurred in the past with their impact and the lag of 
repetitions. Less than 10% of these financial crises 
are exogenous but, the severity is not to be 
undermined. 

 

2%

20%

14%

35%

30%

% of Market Downfall

Crashes 
Greater Than 

Number of 
Crises 

Average 
Interval (Yrs) 

10 %  12  16  

20 %  9  21  

40 %  6  32  

80 %  1  190  

 

 Baseline EQ-LA EQ-TKY HU-FL HU-NJ VO-MA VO-RA 
Germany  0.21%  -6.42%  -4.13%  -8.75%  -8.88%  -2.88%  -12.33%  

Japan  0.50%  -4.43%  -24.41%  -6.56%  -6.68%  -3.45%  -9.95%  

UK  0.49%  -4.25%  -3.20%  -5.84%  -6.40%  -1.92%  -8.64%  

US  0.43%  -11.73%  -2.28%  -19.75%  -16.32%  -1.24%  -25.48%  

World  0.64%  -7.75%  -5.87%  -13.90%  -11.52%  -2.81%  -18.98%  

 

Table 2: Maximum quarterly downturn from 2017Q4 across major share price indices, demonstrating љ2o-./ ca.eњ 
impacts across scenarios. 

Table 1: US Stock Market Crashes since 1800, by 
peak-to-trough severity 

EQ = Earthquakes 
HU = Hurricanes 

VO = Volcanoes 
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 “Stock markets are not 
pricing in the risk of 
climate change, warns the 
IMF´  
 According to the IMF, the cost of natural disasters in 
the past decade is closer to US$ 1.3 trillion. IMF has 
estimated that the equity investors are 
underestimating these unanticipated risks. The 
climate changes are more likely to stimulate more 
climatic hazards in the future marking the vitality of 
concern given for these events. Thus, IMF 
emphasises the need of taking the effects of global 
warming and the climatic permutations into 
consideration given the significance of the market 
risk. 

What can the policymakers do? 
x COVID-19 is a reminder to all of us that crisis 

preparedness and resilience are essential to 
manage risks that can have unexpected 
upscaled damages to survival of Human and 
markets alike. 

x Expanding the availability of insurance and 
strengthening the overall financial strength can 
lessen the impact of climatic disasters and 
thereby reduce financial stability risks. 

x Ini/ia/ing ћglobal manda/o-4 clima/e change 
+h4.ical -i.k di.clo.0-e ./anda-d.ќ /o +-e.e-1e 
financial stability. 

x Climate-change stress testing can enable 
financial firms and their supervisors to have a 
better understanding of the extent of exposures 
and the physical risk.  

Undoubtedly, the most effective step which can be 
put forward is a strong global policy action to reduce 
climatic hazards such as greenhouse gas emissions, 
global warming and by sustaining the nature, well 
beyond the boundaries of financial ma-ke/.њ 
stability. 

Article by : Winura Wijekulasooriya &  
Tharushi EgodaHewage 
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FALL OF E�I FINANCE͠ Ϳ©ILL
I� LEAD �O A CRI�I� IN �HE
FINANCIAL �¯��EM͡ ��OR¯

BEHIND �HE FALL͡ EFFEC� �O
�HE �¯��EM͡ DE��RO¯ING

P�BLIC �R���ͧ

 started to make doZnfall soon after the death of E. A.

P. Edirisinghe. Soma Edirisinghe, Zife of EAP

Edirisinghe took oYer the compan\ and remained as

the chairperson of the compan\ until her death in

2015.

ETI Finance Limited is bankrupt toda\ due to the lack

of proper superYision b\ the Central Bank and

because depositors mone\ Zas poorl\ managed and

used to finance other businesses. As a result, a large

group of depositors haYe lost their inYestments. The

gold price drop in 2012 made this Zorsen.  ETI

Finance failed to maintain required liquidit\ position

since 2011 and the compan\ Zas failed to honor

depositorsµ request of mone\ ZithdraZals since 2011.

In 2013, Fitch Ratings, the financial ratings agenc\,

issued the first Zarning against ETI, that it need to be

sold if e[ternal funding didnµt materiali]e. Fitch

doZngraded ETIµs National Long-Term rating to ²CC

(lka)³ from ²BB-(lka)³. The doZngrade folloZed the

restructuring of ETIµs operations and the subsequent

restatement of its financial accounts for the \ear

ended March 2012 Zhich shoZed capital adequac\

ETI is the neZest e[ample of Zhat Zould happen to

finance giants; Zhen the\ groZ their deposits at an

accelerating pace, lend unZisel\, inYest in illiquid

asset properties that donµt generate stead\ income

floZs and fail to ring-fence their operations against

related groups of companies.

Edirisinghe Trust InYestments Finance Limited also

popularl\ knoZn as ETI Finance is a Sri Lankan

priYate limited compan\ as Zell as a non-banking

financial institution Zhich Zorked as a licensed

finance compan\ accepting deposits from general

public. The compan\'s business Zas primaril\ based

on lending mone\ on gold securities. The compan\

Zas founded b\ Yeteran entrepreneur E. A. P.

Edirisinghe in 1967 initiall\ as a paZning business

registered under the Finance Companies Act no 78 of

1988.[3] The compan\ later e[panded its business

actiYities such as accepting deposits, leasing etc. ETI

Finance is a core compan\ of popular famil\

controlled entit\ EAP Holdings. The compan\ Zas

regarded as a leading financial institution in Sri Lanka

for decades and the reputation of the business
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ratios (CAR) and liquid assets beloZ their respectiYe

minimum regulator\ thresholds. In the period of 2015-

2018, three institutions had agreed to bu\ ETI, tZo Sri

Lankan companies and one foreign compan\.

HoZeYer, the foreign compan\ ° Blue Summit Capital

Management Ltd. (BSCM) ° succeeded in the bidding

process at a total of $ 75 million. The initial

inYestment Zas $ 75 million but Zas later reduced to

$ 70 million as the\ decided to e[clude SZarnamahal,

Zhich Zas Yalued at $ 5 million. The inYestor has

alread\ paid $ 54 million out of the $ 70 million and

another $ 16 million had to be paid. The Central Bank

noted that the remaining $ 16 million Zas transferred

to a local bank, but as a result of the uncertaint\

surrounding the transaction and mone\ laundering

allegations the inYestor subsequentl\ ZithdreZ that

amount. EYen though inYestor agreed to inYest in ETI,

the inYestment Zas not enough to repa\ all

depositors. Because of these reasons depositors

continued to demand their deposits be repaid.

As the problem gets Zorsen, the Monetar\ Board of

the Central Bank of Sri Lanka at its meeting held on

01.01.2018, haYing considered the Zeak financial

performances of the ETI Finance Ltd. (ETIF) and

SZarnamahal Financial SerYices PLC (SFSP) Zith a

YieZ safeguard the interests of the depositors and 

other creditors of the tZo companies, and to ensure

safet\ and soundness of the financial s\stem, decided

to take seYeral regulator\ actions, as a temporar\

measure, under the proYisions of the Finance

Business Act No. 42 of 2011, Zith immediate effect.

As CBSL appointed a neZ management to ETI

Finance (ETIF) and its subsidiar\ SZarnamahal

Financial SerYices, restricting ZithdraZals ° maturing

deposits Zere e[tended b\ si[ months ° and ensuring

interest pa\ments to depositors. ETIµs deposit base

Zas around Rs. 35 billion and SZarnamahalµs Rs. 3.5

billion at the time the appointments Zere made. The

CBSL restricted the tZo finance companies from

mobili]ing neZ deposits and issuing neZ loans.

Though CBSL took such measures, the Independent

Association to Protect the ETI Depositors President

Anusha Ja\anthi alleged that eYen though the Central

Bank of Sri Lanka (CBSL) Zas appointed to oYersee

the struggled ETI Finance Ltd. (ETIF) and

SZarnamahal Financial SerYices PLC (SFSP) Zas

listed to safeguard the interests of the depositors and

ensure stabilit\ of the financial s\stem, it Zas currentl\

doing the opposite b\ defending ETI and not the

depositors. Also the\ petitioned President HE

Gotaba\a Rajapaksa to appoint a commission to

probe the sale of assets of ETI Finance Ltd.
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The report of the Presidential Commission appointed

b\ President Gotaba\a Rajapaksa on Januar\ 9,

2020 to inYestigate, inspect and report the alleged

Zrongdoings, irregularities and malpractices of the

Edirisinghe Trust InYestments Ltd (ETI) Zhich Zas

chaired b\ retired Supreme Court Judge K. T.

Chithasiri has been submitted to the President on

October 6, 2020. The aforesaid commission has

pointed out that there haYe been seYeral offences

under the Compan\ LaZ, The Financial Cooperation

Act, The Mone\ Laundering Act, The Financial

Information Reporting Act, and The Legal FrameZork

for the transfer of lands to foreigners as Zell as the

penal code b\ its obserYations and

recommendations. MoreoYer, the report of the

aforesaid commission has pointed out the need to

reform the Non-Banking Financial Institutions

SuperYision Department of the Central Bank of Sri

Lanka that superYises and regulates Finance

Companies.

According to a press release of CBSL, the Monetar\

Board (MB) of the Central Bank of Sri Lanka (CBSL)

at its meeting held on 10th Jul\ 2020 has decided to

suspend business of ETI Finance Ltd (ETIF) and

SZarnamahal Financial SerYices PLC (SFSP), in

terms of Section 31 of the Finance Business Act, No.

42 of 2011 (FBA) Zith effect from 13th Jul\ 2020. Due

to the inabilit\ of Board of Directors and Senior

Management of the respectiYe companies to

satisfactoril\ address the said deficiencies, the MB on

02nd Januar\ 2018 issued Directions restricting the

affairs of the Companies and the poZers of the Board

of Directors of the tZo Companies. A Panel of

Management Zas also appointed b\ the MB to

oYersee the affairs of both Companies. During the

subsequent period both Companies Zere able to

repa\ 30% of the deposits outstanding of each

Compan\ through Yarious measures. EYen though

the MB directed the Board of Directors of both

75% of the ETIFµs total depositors in full (28,554

depositors out of 38,111 total depositors), Zhile

each of the remaining 25% depositors (9,557

depositors) Zill also receiYe Rs.600,000/- as a

part of their deposit amount, and

89% of the SFSPµs total depositors in full (7,802

depositors out of 8,726 total depositors), Zhile

each of the remaining 11% depositors (924

depositors) Zill also receiYe Rs.600,000/- as a

part of their deposit amount.

 Companies to find suitable inYestors to reYiYe the

Companies, no Yiable proposal did materiali]e. Due

to the inabilit\ to reYiYe the Companies successfull\

the financial situation of both Companies continued to

deteriorate. As a result, both ETIF and SFSP are

currentl\ not in a position to repa\ the deposits b\

themselYes, irrespectiYe of such deposits being

matured. HoZeYer, Zith the suspension of business

of ETIF and SFSP the Sri Lanka Deposit Insurance

and Liquidit\ Support Scheme (SLDILSS) of the

CBSL Zill take necessar\ actions to pa\

compensation to the insured depositors under the

applicable laZs and regulations Zhich Zould facilitate

to settle;
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Further, the Director of the Department of SuperYision

of Non-Bank Financial Institutions of the CBSL

decided to issue notices of suspension of Certificate

of Registration of ETIF and SFSP as Registered

Finance Leasing Establishments in terms of Section

9(1) of the Finance Leasing Act No. 56 of 2000 Zith

effect from 13th Jul\ 2020.

ETIµs problems could spread to the rest of the

subprime lending industr\, and then to banks, like

Zhat happened Zhen the Golden Ke\ Credit Card

Compan\ Zent bust. ETI is a bigger risk, Zith public

deposits Zorth Rs35 billion. Former CBSL goYernor

Mr. Indrajit CoomarasZam\, also once said there had

been shortcomings in hoZ the Central Bank regulated

financial institutions, but that Zas a thing of the past.

A neZ resolution department Zas also been set up

and technical assistance sought from the US. But that

ma\ not be enough; rules on publishing credit ratings

and financial results are Zeakl\ enforced. The\ are

important to keep finance companies on their toes. In

research done b\ Echelon, A media compan\ in

2015, a third of the 48 registered finance companies

Zerenµt transparent Zith their financial performance,

and 19 of them hadnµt published a credit rating.

Neither the finance companiesµ Zebsites, Zebsites of

the three credit rating agencies nor Echelonµs team

Yisiting the head offices of these 19 firms Zere able to

figure if the\ currentl\ had a credit rating.

According to the latest eYents of ETI Finance, on the

5th of Januar\ 2021, the Attorne\ General had

directed the Inspector General of Police (IGP) to

conduct a criminal inYestigation against the Directors

of the ETI Finance and SZarnamahal JeZellers Ltd.

pertaining to their inYolYement in operating an

unauthori]ed finance business. Accordingl\, JeeZaka

Edirisinghe, Anjalee Edirisinghe, Asanka Edirisinghe

and Nalaka Edirisinghe Zere arrested b\ the CID,

acting on further directiYes from the Attorne\ General.

HoZeYer, the\ Zere all released on bail b\ the 

Colombo Fort Magistrate on 6th of Januar\.

On the 8th of Januar\ the Criminal InYestigation

Department (CID) arrested four former Directors of

ETI Finance, Nalaka Edirisinghe, JeeZaka

Edirisinghe, Anjalee Edirisinghe and Asanka

Edirisinghe again on the charges of criminal

misappropriation, cheating, mone\ laundering and

other offences, on the directiYes Zhich issued b\

Attorne\ General Dappula de LiYera. After producing

the former Directors of ETI Finance Limited before

the Magistrate Court on the 9th of Januar\, Colombo

Additional Magistrate RuZan Nelumdeni\a, ordered

to remand until the 12th of Januar\ and later

remanded till 15th of Januar\.

During the Magistrate Court hearing on the 12th,

Senior Deput\ Solicitor General Haripri\a

Ja\asundara told the court that the ETI Finance has

defrauded deposits Zorth oYer Rs. 13 billion and as

per the report of the Presidential Commission of

Inquir\ appointed to probe the matter, the directors of

ETI Finance haYe Yiolated the sections of penal code

pertaining to fraud, criminalmisconduct, criminal

breach of trust, and mone\ laundering. Further Senior

Deput\ Solicitor General stated that the ETI Finance

had maintained undisclosed accounts Zhich Zere not

subject to Central Bank regulations, since 2011 and

nearl\ 43,000 depositors had alread\ deposited

mone\ in ETI Finance b\ then. EYen later the ETI

Finance had defrauded mone\ Zhile continuing to

accept deposits in Yiolation of the restrictions 
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imposed b\ the Central Bank according to the report

and the directors of ETI Finance haYe utili]ed the

mone\ defrauded from the depositors for renoYating

cinema halls, purchasing Yehicles and charit\ eYents.

InYestigations are being carried out oYer the

unauthori]ed acceptance of deposits Zorth billions of

rupees, misappropriation, and mone\ laundering,

according to Attorne\ Generalµs Coordinating Officer

said. The Attorne\ General has also decided to

forZard indictments against the Directors of

SZarnamahal JeZellers Ltd. for conducting an

unauthori]ed finance business.

According to a press release issued b\ the

Department of SuperYision of Non-Bank Financial

Institutions on 12th of Januar\ 2021, the Monetar\

Board of the Central Bank of Sri Lanka (Monetar\

Board) has decided to cause Director,SuperYision of

Non-Bank Financial  Institutions to make an

application to a competent court for the Zinding up of

ETI Finance Limited (ETIF), in terms of Section 31(5)

(b) of the Finance Business Act, No. 42 of 2011

(FBA).unauthori]ed acceptance of deposits Zorth

billions of rupees, misappropriation, and mone\

laundering, according to Attorne\ Generalµs

Coordinating Officer said. The Attorne\ General has 

Reference,
Central Bank of Sri Lanka
Ada Derana
Dail\ Mirror

also decided to forZard indictments against the

Directors of SZarnamahal JeZellers Ltd. for

conducting an unauthori]ed finance business.

According to a press release issued b\ the

Department of SuperYision of Non-Bank Financial

Institutions on 12th of Januar\ 2021, the Monetar\

Board of the Central Bank of Sri Lanka (Monetar\

Board) has decided to cause Director, SuperYision of

Non-Bank Financial Institutions to make an

application to a competent court for the Zinding up of

ETI Finance Limited (ETIF), in terms of Section 31(5)

(b) of the Finance Business Act, No. 42 of 2011

(FBA).
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When you hear the word ૾Green૿ it
immediately alerts you that it should be
something related to ૾Environmentally
Friendly૿ concept. But as far as we have
heard of ૾Finance૿, it is related to
money, investment, risk, return and
numbers. If we take these two concepts
together it creates a picture of
૾Investment in the benefit of the
environment૿. 
FURP WKH YHU\ EHJLQQLQJ DQG WKURXJK RXW WKH
HYROXWLRQ WR WKH IRUHYHU LQ IXWXUH, KXPDQV ZLOO
DOZD\V EH LQYROYHG LQ EXVLQHVVHV RI YDULRXV NLQGV.
AOO WKHVH \HDUV XS XQWLO QRZ, PDQ\ EXVLQHVVHV KDYH
IRUJRWWHQ WKDW WKH\ DUH GHDOLQJ ZLWK WKH HQYLURQPHQW
ZKHUH WKH\ PXVW FRKDELW IRU QRW RQO\ WRGD\, EXW IRU
JHQHUDWLRQV WR FRPH. 7KLV QHJOHFWLRQ WRZDUGV WKH
HIIHFW RI EXVLQHVV DFWLYLWLHV RQ HQYLURQPHQW KDV
DOUHDG\ FRVW XV VR PXFK KHQFH ZH KDYH FRPH WR D
SRLQW RI GOREDO COLPDWH EPHUJHQF\ VLWXDWLRQ.II WKH
FXUUHQW WUDMHFWRU\ RI JOREDO IRVVLO-IXHO XVH FRQWLQXHV,
WKH SODQHWµV WHPSHUDWXUH LV OLNHO\ WR ULVH E\ 4-6
GHJUHHV CHOVLXV DERYH LWV SUH-LQGXVWULDO OHYHO, DQ
LQFUHDVH WKDW ZRXOG EH FDWDVWURSKLF IRU IRRG
SURGXFWLRQ, KXPDQ KHDOWK, DQG ELRGLYHUVLW\; LQGHHG
LQ PDQ\ SDUWV RI WKH ZRUOG LW ZRXOG WKUHDWHQ
FRPPXQLWLHVµ VXUYLYDO. 7KLV LQGLFDWHV WKDW ZH KDYH
EHHQ GLJJLQJ RXU RZQ KHOO ZLWK RU ZLWKRXW NQRZLQJ
LW. IW LV KLJK WLPH WKDW WKLQJV VKRXOG WDNH D WXUQ IRU
JRRG IRU WKH VDNH RI VXUYLYDO LQ WKH SODQHW.  GUHHQ
ILQDQFH LV WKH VROXWLRQ IRU DFFRPSOLVKLQJ FRQWUDFW 

EHWZHHQ WKH HFRQRP\ DQG QDWXUH.
II ZH JR EDFN WR ZKHUH WKLV FRQFHSW HPHUJHG, LQ
1992, 7KH 8QLWHG NDWLRQV EQYLURQPHQW PURJUDP
FLQDQFH IQLWLDWLYH (8NEP FI) ZDV ODXQFKHG ZKHQ
8NEP MRLQHG ZLWK D JURXS RI FRPPHUFLDO EDQNV WR
SURPRWH FRQVFLRXVQHVV RI WKH HQYLURQPHQWDO
SURJUDP LQWR WKH EDQNLQJ LQGXVWU\. 7KH 8NEP
FLQDQFH LQLWLDWLYH LV D XQLTXH FRUSRUDWLRQ DPRQJ
8NEP DQG WKH HFRQRPLF UHJLRQ. IW FDQ EH VHHQ DV
WKH LQLWLDO LGHD RI GUHHQ FLQDQFH. LDWHU RQ, WKH
LQLWLDWLYH NHHSV HQJDJLQJ PRUH ILQDQFLDO LQVWLWXWLRQV,
LQFOXGLQJ LQYHVWPHQW DQG FRPPHUFLDO EDQNV,
LQVXUHUV DQG IXQG PDQDJHUV LQWR FORVH GLDORJXHV
DERXW FRQQHFWLQJ HQYLURQPHQWDO SURWHFWLRQ ZLWK
VXVWDLQDEOH HFRQRPLF GHYHORSPHQW. IW DLPV WR
LQWHJUDWH HQYLURQPHQWDO FRQVLGHUDWLRQV LQWR SUHVHQW
ILQDQFLDO VHUYLFHV DQG SUDFWLFHV. 
7KHUH LV QR VWDQGDUG PHDQLQJ RI JUHHQ ILQDQFLQJ.
GUHHQ ILQDQFH LV FKDUDFWHUL]HG DV PRQH\ UHODWHG
DVVLVWDQFH IRU JUHHQ GHYHORSPHQW, ZKLFK LV WKH
DQVZHU IRU WKUHH FXUUHQW GDQJHUV WR WKH ZRUOGZLGH
HFRQRP\; LQ SDUWLFXODU, HQYLURQPHQWDO FKDQJH,
YLWDOLW\ LPSHUDWLYHV DQG PRQH\ UHODWHG HPHUJHQF\.
IW GHFUHDVHV R]RQH GHSOHWLQJ VXEVWDQFHV (GHGV)
DQG DLU SRLVRQ GLVFKDUJHV HVVHQWLDOO\. IQ JHQHUDO, LW
LV DQ\ VWUXFWXUHG ILQDQFLDO DFWLYLW\, D SURGXFW RU
VHUYLFH WKDWµV EHHQ FUHDWHG WR HQVXUH D EHWWHU
HQYLURQPHQWDO RXWFRPH. GUHHQ ILQDQFH DOVR FDQ EH
GHILQHG DV FKDQQHOLQJ IXQGV LQWR VXVWDLQDEOH
SUDFWLFHV WKURXJK QHZ ILQDQFLDO LQVWUXPHQWV DQG
QHZ SROLFLHV, VXFK DV JUHHQ ERQGV, JUHHQ EDQNV, 
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CKDQJHV LQ FRXQWULHVµ UHJXODWRU\ IUDPHZRUNV 
HDUPRQL]LQJ SXEOLF ILQDQFLDO LQFHQWLYHV
IQFUHDVHV LQ JUHHQ ILQDQFLQJ IURP GLIIHUHQW
VHFWRUV
AOLJQPHQW RI SXEOLF VHFWRU ILQDQFLQJ GHFLVLRQ-
PDNLQJ ZLWK WKH HQYLURQPHQWDO GLPHQVLRQ RI WKH
SXVWDLQDEOH DHYHORSPHQW GRDOV 
IQFUHDVHV LQ LQYHVWPHQW LQ FOHDQ DQG JUHHQ
WHFKQRORJLHV,
FLQDQFLQJ IRU VXVWDLQDEOH QDWXUDO UHVRXUFH-
EDVHG JUHHQ HFRQRPLHV DQG FOLPDWH VPDUW EOXH
HFRQRP\, 
IQFUHDVH XVH RI JUHHQ ERQGV
PURPRWH XVH RI HOHFWULF YHKLFOHV

FDUERQ PDUNHW LQVWUXPHQWV, ILVFDO SROLF\, JUHHQ
FHQWUDO EDQNLQJ, ILQWHFK, FRPPXQLW\-EDVHG JUHHQ
IXQGV, HWF. ZKLFK RIIHU HQYLURQPHQWDO EHQHILW ZLWK D
GHFHQW UHWXUQ.

Green Finance Products

SRPH RI WKH LQLWLDWLYHV WKDW FDQ EH WDNHQ WR SURPRWH
WKH GUHHQ FLQDQFH DUH,

PDULV COLPDWH AJUHHPHQW DQG 8N SXVWDLQDEOH
DHYHORSPHQW GRDOV DUH WKH PDLQ GULYLQJ IRUFHV RI
GUHHQ FLQDQFH LQLWLDWLYHV LQ D JOREDO VFDOH. 7KH
PDULV AJUHHPHQW LV D ODQGPDUN HQYLURQPHQWDO
DFFRUG WKDW ZDV DGRSWHG E\ QHDUO\ HYHU\ QDWLRQ LQ
2015 WR DGGUHVV FOLPDWH FKDQJH DQG LWV QHJDWLYH
LPSDFW. 7KH DJUHHPHQW LQFOXGHV FRPPLWPHQWV IURP
DOO PDMRU HPLWWLQJ FRXQWULHV WR FXW WKHLU FOLPDWH-
DOWHULQJ SROOXWLRQ DQG WR VWUHQJWKHQ WKRVH
FRPPLWPHQWV RYHU WLPH.
8N EQYLURQPHQW KDV EHHQ ZRUNLQJ ZLWK FRXQWULHV,
ILQDQFLDO UHJXODWRUV DQG ILQDQFH VHFWRU WR DOLJQ
ILQDQFLDO V\VWHPV WR WKH 2030 VXVWDLQDEOH
GHYHORSPHQW DJHQGD, WR GLUHFW ILQDQFLDO IORZV WR
VXSSRUW WKH GHOLYHU\ RI WKH SXVWDLQDEOH
DHYHORSPHQW GRDOV.
8SA, FUDQFH, CKLQD DQG 8QLWHG KLQJGRP DUH WKH
FRXQWULHV WKDW DUH OHDGLQJ WKH ZD\ LQ GUHHQ FLQDQFH

7KH FRVWV DQG EHQHILWV RI HFRQRPLF
DFWLYLWLHV/H[WHUQDOLWLHV (VXFK DV DLU DQG ZDWHU
SROOXWLRQ) DUH QRW LQWHUQDOL]HG LQ WKH SULFLQJ
V\VWHP 
7\SLFDOO\, EDQNV DUH QRW ZLOOLQJ WR SURYLGH ORDQV
IRU ORQJ-WHUP VXVWDLQDEOH LQIUDVWUXFWXUH SURMHFWV, 
BHFDXVH RI WKH ODFN RI LQIRUPDWLRQ
HQYLURQPHQWDOO\ DQG VRFLDOO\ UHVSRQVLEOH
LQYHVWRUV GR QRW NQRZ ZKLFK FRPSDQLHV WR
LQYHVW LQ. IQYHVWRUV GR QRW KDYH WKH UHIHUHQFH
GDWD RU WKH DQDO\WLFDO WRROV WKDW LV QHFHVVDU\ WR
DVVHVV LQYHVWPHQWV LQ JUHHQ SURMHFWV.

BXW WKH VWRU\ LV GLIIHUHQW LQ D FRXQWU\ OLNH SUL LDQND
VLQFH ZH DUH D GHYHORSLQJ FRXQWU\ ZLWK D UHODWLYHO\
VPDOO DQG ZHDN ILQDQFLDO V\VWHP. FLQDQFLDO
DHYHORSPHQW VKDSHV WKH FRQWH[W IRU JUHHQ ILQDQFH.
IQ RUGHU WR LQLWLDWH GUHHQ FLQDQFH UHODWHG SURMHFWV, D
FRXQWU\ QHHGV WR KDYH D VWDEOH, VWURQJ ILQDQFLDO
V\VWHP DQG SHRSOH ZLWK KLJK OHYHO RI ILQDQFLDO
OLWHUDF\. IQ UHFRUGV LW VD\V WKH OHYHO RI FLQDQFLDO
LLWHUDF\ LQ SUL LDQND LV 35% ZKLFK LV H[SHFWHG WR EH
ORZHU WKDQ WKDW LQ UHDOLW\. 
SRPH RWKHU GHILFLHQFLHV IDFHG E\ D GHYHORSLQJ
FRXQWU\ OLNH SUL LDQND LQ WKLV FRQWH[W DUH,

 
IQ VXFK DQ HQYLURQPHQW, LQ RUGHU WR SURPRWH GUHHQ
FLQDQFH LQ D GHYHORSLQJ FRXQWU\ OLNH SUL LDQND, WKH
JRYHUQPHQW PXVW UHVKDSH WKH URRWV RI WKH FRXQWU\µV
ILQDQFLDO V\VWHP. AGPLQLVWUDWLYH VLPSOLFLW\ LQ SROLFLHV
LV D PXVW. AQG WKH JRYHUQPHQW KDV WR WDNH
VLJQLILFDQW HIIRUWV WR HGXFDWH WKH SXEOLF LQ WKLV
UHJDUG. AQRWKHU LPSRUWDQW SUH-FRQGLWLRQ WR ERRVW
JUHHQ ILQDQFH LV WR LPSURYH GLVFORVXUH. GRRG
GLVFORVXUH DOORZV ILQDQFLDO LQYHVWRUV WR XQGHUVWDQG
ULVN SURSHUO\ DQG WR SULFH IRU WKDW ULVN. 7KH DELOLW\ WR
SXW D SULFH RQ QDWXUDO DVVHWV LV LPSRUWDQW WR XVH
GUHHQ FLQDQFH WKDW VHHN WR SURWHFW QDWXUDO FDSLWDO.
7KLV ZLOO DOORZ LQYHVWRUV WR LQYHVW IRU LQVWDQFH LQ
FRQVHUYHG IRUHVWV WKURXJK WUDGHDEOH VHFXULWLHV OLNH
ERQGV.
EYHQ WKRXJK WKH GHYHORSHG FRXQWULHV DUH WDNLQJ
PHDVXUHV WR SURPRWH GUHHQ FLQDQFH, WKRVH HIIRUWV
ZLOO EH XVHOHVV LI WKH UHVW RI WKH FRXQWULHV DUH VWLOO
XVLQJ IRVVLO IXHO DQG UHOHDVLQJ JUHHQKRXVH JDVVHV
OLNH CKORURIOXRURFDUERQV (CFCV). :LWK DOO WKH
DERYH-PHQWLRQHG IDFWV, LWµV KLJK WLPH IRU WKH SUL
LDQNDQ JRYHUQPHQW WR SD\ D FRQVLGHUDEOH DWWHQWLRQ
WR WKHVH JURZLQJ FRQFHUQV.

8Q EQYLURQPHQW ZHEVLWH
ADB- AVLDQ DHYHORSPHQW BDQN RHFRUGV

RHIHUHQFHV;
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Wha| iv Mivinfouma|ionĵ SimrѴ� i| can be e�ruevved
av an inacc�ua|e infouma|ion �hich hav been
comm�nica|ed be|�een reorѴe �i|h |he in|en|ion
of mivg�iding vomeoneĺ Theue aue diffeuen| con|e�|v
of mivinfouma|ion v�ch av ne�vķ fake u�mouvķ
ruankvķ inv�Ѵ|vķ govvirvķ and man� o|heuvĺ Soķ o�u
ne�| t�ev|ion �iѴѴ beķ �ha| Age of mivinfouma|ion
ivĵ I| can be vimrѴ� e�ruevved avķ |he reorѴe in |he
�ouѴd aue facing an eua �hich vrueadv faѴve
infouma|ion uaridѴ� d�e |o |he de�eѴormen| of
comm�nica|ion |echnoѴog� and in|eune|ĺ 

Ho� hav |hiv age of mivinfouma|ion affec|ed
reorѴeĽv Ѵi�ev and decivionv in |he �ouѴdĵ Thiv iv a
�eu� cui|icaѴ t�ev|ionķ �hich e�eu�one vho�Ѵd ha�e
an �ndeuv|anding

The main ca�vev aue in|eune| carabiѴi|iev and vociaѴ
media rѴa|foumvĺ No�ķ mov| of |he reorѴe aue
in|euac|ing |huo�gh vociaѴ media rѴa|foumv �hich
veu�ev av rѴa|foumv in vrueading mivinfouma|ion
be|�een reorѴeĺ Co�Ѵd �o� imagine ho� ro�euf�Ѵ
|heve rѴa|foumv aueĵ E�en |he v|a|e go�eunmen|v
ha�e faiѴed |o manage |he vrueading of
mivinfouma|ion �ia |heve rѴa|foumvĺ The eave of
accevvķ Ѵack of u�Ѵev and ueg�Ѵa|ionv �i|h high Ѵe�eѴ
of in|euac|i�i|� aue |he main ueavonv �hich make
vociaѴ media a cen|euŊroin| in vrueading faѴve
infouma|ionĺ F�u|heuķ |he ne�v and mavv media ha�e
become ruofi| mo|i�a|ed b�vinevvev ua|heu |han
being acc�ua|e infouma|ion ruo�ideuv v�ch av |he
roѴi|icaѴѴ� aѴѴied ne�v channeѴvĺ

POLITICALLH
MISINFORMED
PERSONYIS
WORSEYTHANYAYY
DISINFORMED
PERSON

HO» I� AFFEC�S FINANCIAL MARKE�SHO» I� AFFEC�S FINANCIAL MARKE�S

Srueading of mivinfouma|ion can affec| |he vocie|�
in roѴi|icaѴķ economicķ and vociaѴ avrec|vĺ We can
obveu�e |ha| mivinfouma|ion hav been �ved av a |ooѴ
in roѴi|icaѴ camraignvĺ PoѴi|icianv |u� |o mivinfoum
|heiu foѴѴo�euv |o ge| |heiu �o|evĺ Thiv iv a �eu�
cu�ciaѴ fac|ou in deciding |he v�v|ainabiѴi|� and going
conceun of a co�n|u�ĺ A famo�v t�o|e �hich
e�ruevvev |hiv idea iv av foѴѴo�vĺ

BƋ HůţţÎĕĲ SĒÎħĕé ÎĲð MÎðĒÎƅÎ DÎŝţĒÎĲÎBƋ HůţţÎĕĲ SĒÎħĕé ÎĲð MÎðĒÎƅÎ DÎŝţĒÎĲÎ
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Of|enķ reorѴe make financiaѴ decivionv in financiaѴ
mauke|v baved on emo|ionv and reuvonaѴ �aѴ�evĺ
Theve emo|ionv and reuvonaѴ �aѴ�ev can be eaviѴ�
infѴ�enced and changed b� mivinfouma|ionĺ Av an
e�amrѴeķ vrecific e|hnic and ueѴigio�v guo�rv �iѴѴ
ne�eu in�ev| on a Ѵit�ou comran� e�en |ho�gh i|
reufoumv �eѴѴ in |he mauke|ĺ  In addi|ionķ vome
comraniev ma� ac|i�eѴ� rau|icira|e in making faѴve
ne�v on |heiu comre|i|ou fiumv |o damage |heiu
good�iѴѴķ �hich �iѴѴ mivg�ide r�bѴic on |heiu
beha�iou in financiaѴ mauke|vĺ 

Recen|Ѵ� �o� ma� ha�e veen |ha| |he �accinev �hich
ha�e been in�en|ed |o c�ue COVIDĽƐƖ boav| abo�|
|heiu v�ccevvf�Ѵnevv �i|ho�| ruo�ing i|ĺ Soķ reorѴe
�iѴѴ b�� vhauev of |hove comraniev and |heiu vhaue
ruicev �iѴѴ incueaveĺ B�| af|eu vome |imeķ |he reorѴe
�iѴѴ ueaѴi�e |ha| |hiv �accine �iѴѴ no| c�ue |he �iu�vĺ In
|hiv cave |he vhaue ruicev �iѴѴ go do�n uaridѴ� �i|h
|he vaѴev of |hove vhauevĺ Thiv fѴ�c|�a|ion in vhaue
ruiceķ hav mainѴ� occ�uued d�e |o |he iuuevronvibѴe
vhauing of mivinfouma|ion �i|h r�bѴicĺ

Fou |hivķ |he bev| e�amrѴe iv |he COVIDĽƐƖ
randemicĺ Ac|�aѴѴ�ķ |he vruead of mivinfouma|ion
on Co�idĽƐƖ ve�eueѴ� effec|v |he beha�iou of
reorѴe b� ca�ving conf�vion and nega|i�e
emo|ionv v�ch av feau and an�ie|�ĺ  

If �e convideu |he effec| of mivinfouma|ion on
financiaѴ decivionv of reorѴeķ fake ne�v and vociaѴ
media rѴa|foumv rѴa� a majou uoѴe in ruo�iding faѴve
infouma|ion on financiaѴ decivionv of reorѴeĺ
Avv�me |ha| �o� aue going |o in�ev| vome mone�
in a vemiŊgo�eunmen| o�ned en|euruiveķ if �o�u
ne�v uerou|eu iv a roѴi|icaѴѴ� aѴѴied ne�v uerou|ing
ougani�a|ionķ �o� �iѴѴ onѴ� ge| acuovv ne�v on
go�eunmen| roѴicievķ b�dge| rѴanv �hich �iѴѴ
in�euveѴ� affec| �o�u in�ev|men|ķ and vome|imev
�o� �iѴѴ be mivѴed abo�| �o�u in�ev|men| uev�Ѵ|ing
an orrou|�ni|� cov|ĺ
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Ano|heu ueavon �h� mivinfouma|ion �o�Ѵd infѴ�ence
in�ev|ouv iv |ha| vome decivionv need |o be |aken
immedia|eѴ�ĺ In v�ch vi|�a|ionvķ |he Ѵack of |imeķ |o
ruoreuѴ� anaѴ��e incoming da|a foucev in�ev|ouv |o
derend on o|heuvĽ rovvibѴ� mivѴeading h�ro|hevev
and avv�mr|ionvĺ

The v|ock mauke| iv rau|ic�ѴauѴ� ruone |o aѴѴ foumv of
mivinfouma|ion beca�ve ruedic|ionv made fuom
c�uuen| e�en|v aѴ�a�v Ѵea�e a deguee of �nceu|ain|�ķ
making i| haudeu |o div|ing�ivh be|�een �aѴid and
incouuec| infouma|ionĺ Moueo�euķ |he vimiѴaui|�
be|�een |he ouiginaѴ and mivѴeading vo�uce rѴa�v a
�i|aѴ uoѴe in |he magni|�de of |he effec| ŋ |he moue
vimiѴau |he |�o vo�ucev aueķ |he higheu |he chance of
conf�ving |hemĺ

Accouding |o ľSo�uce Moni|ouing Euuouv Concer|Ŀķ
v�bjec|v e�roved |o |�o diffeuen| vo�ucev ma�
uemembeu |he da|a fuom bo|h vo�ucev b�| aue �nabѴe
|o uecaѴѴ �hich da|a comev fuom a rau|ic�Ѵau vo�uceĺ
Fou e�amrѴeķ an in�ev|ou rѴanning |o b�� v|ockv of
comran� Q fou a vhou| reuiod of |ime ma� be
in|euev|ed in vhou|Ŋ|eum anaѴ�vev onѴ�ĺ The v�bjec| iv
e�roved |o a nega|i�e vhou|Ŋ|eum anaѴ�viv fou |he
ne�| mon|hĺ Af|eu vome |imeķ |he in�ev|ou ueadv a
ѴongŊ|eum anaѴ�vivķ �hich |akev |he c�uuen| nega|i�e
vi|�a|ion av invignifican| and no| ueѴe�an| in |he Ѵong
u�nĺ 

Av vho�n abo�eķ |he mivinfouma|ion effec| iv ѴikeѴ�
|o occ�u in financiaѴ mauke|vķ and i|v ro|en|iaѴ
convet�encev fou beha�io�uaѴ finance aue no| |o be
ignouedĺ Theuefoueķ mivinfouma|ion can aѴ|eu |he
in�ev|ouvĽ memou� |uaceĺ The Ѵink be|�een |hove
|uacev and in�ev|men| choicev needv |o be
in�ev|iga|ed emriuicaѴѴ�ĺ
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 By Shashikala Karunaratne and Lashani  
 Sanjula 

Derivative is a financial security that the value is 
derived from or relies on an underlying asset or 
group of assets. And a derivative agreement is a 
contract between two parties who have agreed to 
buy or sell a particular underlying asset on a 
certain price decided today. This agreement will 
not be worth if there is no time gap between the 
execution date and the date of the agreement. 
And ultimately the value of the security is derived 
from the fluctuations in prices of underlying 
assets; hence the term derivative is used for these 
securities. There are different types of derivatives 
for varying purposes. There are commodity and 
financial derivatives. Underlying asset of 
commodity derivatives can be agricultural assets 
like wheat, soybeans, cotton or any other asset like 
gold, fuel, and oil. The financial derivatives include 
variety of financial assets such as stocks, bonds, 
treasury bills, foreign currencies, and other hybrid 
securities. Derivatives are mainly exchanged 
through exchange traded markets and over the 
counter market 
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Features of Financial 
Derivatives 

x It is a contract: It is a future 
agreement between two parties  

x Derives value from an underlying 
asset 

x Direct or exchange traded 
x Delivery of underlying asset not 

involved:  usually parties involved 
in derivatives engage in offsetting 
agreements.  

x May be used to defer delivery: 
Derivatives are also known as 
deferred delivery or deferred 
payment instrument. It means that 
it is easier to take short or long 
position in derivatives in 
comparison to other assets or 
securities.  

x Secondary market instruments: 
Most derivatives are secondary 
market instruments. However, we 
can see fresh capital instrument 

nvertibles.like warranties and co  

Types of Financial 
Derivatives 

Forward Contracts 
or sell assetsThis is an agreement to buy

n future date.at a certain price in a certai
d through theThese instruments are trade

over-the- Parties whocounter market.
asset take theagree to buy an underlying

lon who sell theg position and parties
.asset take the short position  

Futures Contracts 
between twoThis is also an agreement

ets in certainparties to sell or buy ass
future date for certain price. However, 
these are traded at exchange market. At 
the same time future contracts have 
certain standardized features specified by 

future date for certain price. However, 
these are traded at exchange market. At 
the same time future contracts have 
certain standardized features specified by 
the exchange. So future contracts are 
more formal than forward contracts. 

Options 
Options are another type of financial 
derivatives. Unlike futures and forward 
agreements options have right instead of 
obligation. 

Call option Æ this gives holder to buy and 
asset at certain price for certain future 
date. 

Put option Æ this gives holder to sell 
underlying asset at certain price for 
certain future date. 

Swaps 
Swaps are agreements between two 
parties to exchange cash flows according 
to pre agreed formula.  

Interest rate swaps: 

This entails swapping only the interest 
related cash flows between the parties 
in the same currency. 

Currency Swaps: 

This entails swapping both principal 
and interest on different currency than 
those in the opposite direction 
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Why we use Derivatives? 
Derivatives were created for the need of 
financial markets. Derivatives can be used 
for wide variety of purposes. Some of the 
purposes that they serve are ethical 
whereas some of them are not. In this 
article we will list down the most common 
purposes to use derivatives.  

Hedging 

All businesses bear a risk when operating 
within this dynamic business 
environment. Companies use derivatives, 
for hedging the risk involved with 
uncertainty of exchange rate, price of the 
products, interest rates, weather 
conditions etc. Hedging is the most 
legitimate purpose of using derivatives.  

For example, consider an airline firm. The 
operations of an airline firms are mostly 
exaggerated by the prices of jet fuel. The 
prices of jet fuel vary very rapidly. Hence, 
businesses cannot estimate a stable 
income in their business So, organizations 
frequently prefer stability and here firms 
can use derivatives to hedge the risk 
uncertainty to ensure the stability of 
prices regardless of the rise and fall in 
commodity prices. 

Farmers face the risk of variability in the 
price of their products. If there is excess 
produce, then the prices would be low 
and vice versa. If farmers want to dispose 
of this price risk, they can use derivatives 
to hedge the risk of volatility. 

 

 

Speculation 

This is the completely opposite of 
hedging. Here investors use derivatives to 
speculate on future prices of underlying 
assets. Simply, speculation is a process of 
making money by predicting the future 
direction of the behavior of the 
underlying asset.  

Earn profit from arbitrage 
opportunities 

Arbitrage opportunities immerge when 
the same assets are traded in different 
market at different prices. Investors 
immediately recognize these 
opportunities and earn riskless excess 
profit by using derivative instruments. But 
these arbitrage opportunities will be 
eliminated from the market and reach an 
equilibrium in no time. 

Change the nature of assets and 
liabilities 

If the preferred type of the liability/asset 
and the type that gives the comparative 
advantage is different, then a company 
can use derivative instruments to swap 
the nature of the liability/asset.  
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Due to its inherent benefits, investors 
have built more trust in entering into 
agreements and traders have been 
facilitated to hedge their day-to-day risks. 
Even though, in global context the 
derivative market is larger than the stock 
market, we cannot see the popularity of 
derivatives in the Sri Lankan Market. But 
from what is evident from literature and 
market results, the derivative market is an 
efficient and a convenient platform for  
and traders alike. Therefore, necessary 
steps should be taken, to raise awareness 
on activating the derivative market in Sri 
Lanka which will make trading in a 
developing country, more approachable 
and rational for both local and foreign 
investors.

individuals and  traders alike. Therefore, 
necessary steps should be taken, to raise 
awareness on activating the derivative 
market in Sri Lanka which will make 
trading in a developing country, more 
approachable and rational for both local 
and foreign investors. 
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For instance, if a company can earn a 
comparative advantage by taking a loan 
from with variable interest but it wants to 
borrow money with a fixed interest rate. 
Then it can use swap agreement to 
change the nature of the liability. 

 

Circumventing Regulation 

Some funds are not allowed to invest their 
money in risky investments. Derivatives 
can be used to eliminate the risk involved 
with these investments.  
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Earning
Saving
Investing
Spending 
Borrowing

Even though the term "financial literac] sounds
complicated and unfamiliar, it is a necessit]  for all who
e\pect to manage their income properl] and lead a
balanced0 life. Poor financial literac] could even drive
one's life to a complete mess.

First, of all let's see the meaning of financial literac].
There are hundreds of definitions used all over the world
to define what financial literac] is.However, the best
definition of financial literac] is " the abilit] of people to
use knowledge and skills to manage financial resources
effectivel] for well Ɓ beingƉ.

The motive of carr]ing out financial literac] surve]s is to
measure the participants' abilit] to earn, save and grow
their mone]. Various media can be used to conduct a
financial literac] surve] and man] organisations and
universities use sets of questions unique to them.
Financial literac] consists of few components such as,

B]  Madhur i  n isansala  &  S i thara  madhushani

As an initial measure of financial literac] to identif]
national levels of financial literac], provide a
baseline and set benchmarks for national strategies
as well as particular programmes.

 A description of levels of financial literac] in terms
of ke] socio-demographic groups and e\planator]
variables that will enable polic]makers to identif] the
needs of the population, the groups with the greatest
needs and the gaps in provision

The opportunit] to conduct repeat measures of
financial literac] to identif] change over time; 

As a comparison of levels of financial literac] across
countries.

The questionnaires should be designed in a manner that
covers all the above components. The purpose of
conducting financial literac] surve]s should be,
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The questionnaire is based on a widel] accepted
working definition of financial literac] which
stresses general behaviours, attitudes and
knowledge that could be attained in a variet] of
wa]s.
The questions are designed to be read aloud b] an
interviewer: there is no requirement for the
respondent to be able to read and a respondent
would not be considered more financiall] literate
simpl] because the] have high levels of literac].
Where Likert-t]pe scales are used (such as strongl]
agree through to strongl] disagree) instructions tell
the interviewer to probe well, and to provide the
respondent with a hard-cop] printed scale if the
respondent finds it cognitivel] difficult to put
themselves on a scale without a visual aid.
The question about individualƅs capacit] to draw on
savings is relative rather than absolute Ɓfocusing on
the amount of time the] could manage for, rather
than the amount of mone] the] have saved.
Market-specific questions, such as product
awareness and access to information about
products are designed to be edited as appropriate in
order to be conte\t specific. This will ensure that all
countries have internationall] comparable data
whilst also having information of relevance to their
specific market.

A Financial Literac] Questionnaire can be used to
collect information about financial literac] within a
countr], and to compare levels of financial literac]
across countries.
The same data collection process should be used in
ever] case in order to collect internationall]
comparable data.
Participants should be adults. For the sake of
international comparison, we suggest that the surve]
is of individuals aged between 18 and 79.
The interviews should be personal interviews,
undertaken b] telephone or face-to-face
interrogations.
A minimum achieved sample si^e of 1,000
participants per countr] should be considered in
order to anal]se the data b] ke] socio-demographics
such as gender and age. In order to interview 1,000
participants, we recommend that surve] agencies
have an original sample of 1,700 people from which
to draw participants.

50 % of American citi^ens donƅt e\pect to have
enough mone] to retire comfortabl].

Credit card debt has reached its highest margin in
histor]. 

About 40% of Americans are not able to afford a
$400 emergenc] e\pense.

So, Let's dig deep into wh] we actuall] need to raise
awareness among people towards financial literac].

The United States of America is a great e\ample that
helps us identif] the importance of financial literac]. As
we all know, the United States of America is known as
the richest countr] in the whole world and the following
statistics show the average income of an American
citi^en. Personal income is an individual's total earnings
from wages, investment interest, and other sources. The
Bureau of Labour Statistics reported a median personal
income of $865 weekl] for all full-time workers in 2017.
The U.S. Census Bureau lists the annual median personal
income at $35,977 in 2019.

According to the above statistics, the dail] income of an
average citi^en in America is ver] high, compared with
other countries in the world. However, man] American
citi^ens face man] financial difficulties throughout their
lives due to financial illiterac].
Following information confirms it 

The above statistics, prove that two-thirds of the entire
American citi^ens canƅt pass a basic test of financial
literac].
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The financial literac] of Sri Lanka  is 35% as a
percentage and it is ver] low when compared with the
developed countries that have 65% finance literac]. Sri
Lankans are still struggling hard to cope with their
financials even though the countr] is blessed with a
literac] rate of 96.3%, which is comfortabl] above the
regional and global averages. The students of Sri
Ja]ewardenepura universit] in Sri Lanka had carried out
an island-wide surve] to e\amine the financial literac] in
the countr] The surve] was done b] interrogating 300
villagers randoml]. The surve] confirmed that the
villagers are engaged in various practices that harm their
financial strength. This proved the financial illiterac]
among the public in the countr].

These statistics leave us with a must answered question
on the steps we can possibl] take as the partakers of the
future of our econom]. This has been one of the most
discussed topics in our countr] in the recent past. If the
government and the regulators of our countr] do not
focus on spreading the right information and the actions,
our countr] ma] not be able to stand financiall]
independent in the immediate future, with the harsh
effect from this pandemic. The most feasible wa] for a
government to educate its public is to target the labour
force of the econom] who are the backbone of a
countr]'s econom]. The usual theoretical approach ma]
not be the most favoured path right now. We must be
creative  to encourage people to develop their financial
literac].  We can initiate awareness programmes through
social media, since it is the most captivating platform to
attract the labour force. Financial literac] is something
we have to work on dail]. For e\ample, the Japanese
children are taught from a ]ounger age on how to
manage their funds. Russians had joined hands with the
World bank in 2011 to include financial literac] into their
education s]stem. We need boost our ]ounger
generation with the abilit] to think of their own and be
tactical in problems which will come in hand] when
developing one's abilit] to cope up when the] grow up.
This is the most suitable era for a change as it is eminent
that precautions are alwa]s necessar] in the future. If we
are to dream of a better Sri Lanka, we might have to re-
think on the wa] we manage our financials and initiating
nation wide strategies to enhance our financial literac]. 

6EFE6ENCE7

TLe  BYWMReWW aRd  MaRaKeQeRX  ReZMe[,  VSPYQe  9 
 NYQbeV  3 ,TLe  MQTSVXaRce  Sf  fMRaRcMaP PMXeVac] MR  a
KPSbaP ecSRSQMc eVa
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If 4o0 /hink /he onl4 people 2ho need /o 0nde-./and finance a-e
/ho.e 2ho 2o-k in bankingѶ i/Ѿ. /ime 4o0 -econ.ide-ed 4o0- poin/ of
1ie2ѵ Whe/he- 4o0 -eali5e i/ o- no/Ѷ /he-eѾ. a good chance /ha/ 4o0
0.e finance e1e-4 da4ѵ S/0d4ing finance can ha1e a h0ge impac/ on
4o0- life and i/Ѿ. p-obabl4 no/ a. diffic0l/ a. 4o0 migh/ /hinkѵ

No-mall4Ѷ finance -efe-. /o all of /he mone4Ҋ-ela/ed deci.ion.
con.0me-.Ѷ b0.ine..e.Ѷ and go1e-nmen/. make on a dail4 ba.i.ѵ
Finance help. 0. make be//e- deci.ion. 2i/h o0- mone4ѵ Thi. lack of
financial 0nde-./anding among ci/i5en. i. /-o0ble.ome and
0nde-.co-e. /he g-ea/ need fo- financial ed0ca/ionѵ S/0d4ing
finance can p-epa-e 4o0 no/ onl4 fo- ca-ee-. in /he financial
.e-1ice. .ec/o-Ѷ b0/ al.o fo- /a.k. in 4o0- e1e-4da4 lifeѵ A bachelo-Ѿ.
deg-ee in financeѶ can p-epa-e 4o0 /o 2o-k in co-po-a/e and
go1e-nmen/ financial managemen/Ѷ bankingѶ and financial
planningѵ G-o2ing emplo4men/ oppo-/0ni/ie. in a 1a-ie/4 of
co-po-a/eѶ nonp-ofi/Ѷ and go1e-nmen/ .e//ing. make finance an
e3ci/ing and -e2a-ding ca-ee-ѵ

S/0d4ing finance i. bo/h challenging and -e2a-dingѶ i/ҁ. impo-/an/
/o a..e.. 4o0- .kill.ѵ In /oda4ҁ. fa./Ҋe1ol1ing 2o-kplaceѶ finance
p-ofe..ional. m0./ demon./-a/e e1e-4/hing f-om in/e-pe-.onal
.kill. /o 0nde-./anding of a comp0/e-ѵ Le/ҁ. find o0/ /he .kill. 2hich
2ill mo1e 0p ladde-ѵ

 

BECOMINGBECOMINGBECOMING
4HE G2EA4E34 AMONG G2EA434HE G2EA4E34 AMONG G2EA434HE G2EA4E34 AMONG G2EA43

3KILL3
AND 42END3 4O
BE FOLLO7ED B9
AN 5NDE2
G2AD5A4E 4O
BECOME 35CCE33
IN 4HE FIELD OF
FINANCE

ByYPramudithYRajapaksha
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02OBLEM-3OL6ING 3KILL3
Majo-l4 in financeѶ 4o0ҁll be a.ked con./an/l4 /o
change /he .i/0a/ion of a gi1en .e/ of 1a-iable.ѵ To
an.2e- /he.e ,0e./ion.Ѷ 4o0ҁll need /o a..e.. 2ha/ can
be done diffe-en/l4Ѷ .po/ /-end. 2i/hin ind0./-ie. and
e1al0a/e po/en/ial oppo-/0ni/ie.ѵ The.e da4.Ѷ i/ i.nҁ/
eno0gh /o ha1e kno2ledge of p-oce..e.Ѷ i/ҁ. al.o
e..en/ial /o be able /o /ackle comple3 p-oblem. a.
/he4 a-i.eѵ Whe/he- i/ҁ. add-e..ing /he financial
implica/ion. of a complica/ed b0.ine.. ./-0c/0-e o-
coming 0p 2i/h a pe-.onali5ed .ol0/ion fo- a clien/ҁ.
p-oblemѶ a -eco-d of .ol1ing p-oblem. 2ill .ee 4o0-
ca-ee- g-o2 in leap. and bo0nd.ѵ

15AN4I4A4I6E AND 34A4I34ICAL
ANAL93I3 3KILL3

Finance i. d-i1en hea1il4 b4 n0mbe-.ѵ If ma/h and
./a/i./ic. ha1e been a-ea. of ./-eng/h fo- 4o0 in /he
pa./Ѷ 4o0ҁ-e likel4 /o /h-i1e a. a finance majo-ѵ In o-de-
/o 0nde-./and and anal45e da/aѶ link concep/. and
de-i1e concl0.ion. ba.ed on /he.e finding.Ѷ 4o0 2ill
need a ./-ong ma/hema/ical fo0nda/ionѵ Candida/e.
looking fo- a .0cce..f0l ca-ee- in finance m0./
demon./-a/e /hei- anal4.i. abili/ie. 2i/h -ealҊ2o-ld
e3ample. and KPI d-i1en -e.0l/.ѵ The4 .ho0ld emb-ace
and 0/ili5e /hi. pa-/ of /hei- -oleѶ demon./-a/ing /hei-
abili/4 /o /hink in logic and o-de-ѵ Thi. i. an e3/-emel4
impo-/an/ .kill /o ha1e a. a finance emplo4eeѶ a. 4o0-
job 2ill -e,0i-e 4o0 /o be 2ell 1e-.ed in -a/ionali/4 /o
come /h-o0gh 2i/h an ade,0a/e .ol0/ionѵ

4ECHNOLOGICAL ADA04A4ION

The inc-ea.ed foc0. on digi/i5a/ion and a0/oma/ion
ha. enco0-aged mo-e hi-ing manage-. /o look /o2a-d
financial p-ofe..ional. 2i/h /he -igh/ IT .kill. /o
le1e-age ne2 financial .4./em.ѵ Technological
ad1ancemen/. ha1e made 2a1e. in /he financial
ind0./-4ѵ No/ onl4 ha1e /he4 made ./-eamlining /ime
con.0ming p-oce..e. a b-ee5eѶ b0/ /he4 ha1e al.o
inc-ea.ed .peed and p-od0c/i1i/4 in /he majo-i/4 of
b0.ine.. p-ac/ice.ѵ Wi/h /hi. being .aidѶ financial
p-ofe..ional. m0./ place /ech .kill. a/ /he fo-ef-on/ of
/hei- lea-ningѵ The4 m0./ ha1e kno2ledge in /he mo./
0p /o da/e p-og-am.Ѷ going abo1e and be4ond /o e3cel
in /he .pecific /ool. and pla/fo-m. /ha/ a-e -ele1an/ /o
/he ind0./-4ѵ Wi/ho0/ /hi. kno2ledgeѶ 4o0 2ill find
4o0-.elf falling behind and becoming le.. of an a..e/
/o /he finance ind0./-4 a-o0nd 4o0ѵ

"SNiOO
deYeORSPeQW,

VSeed aQd VcaOe
aUe Whe 3 PRVW

iPSRUWaQW aVSecWV
WhaW aUe UeOeYaQW
WR Whe SUeVeQW da\

gURZWh aQd
deYeORSPeQW

PRdXOe. We Qeed
WR giYe iPSRUWaQce

Rf VNiOO
deYeORSPeQW

becaXVe WhiV Za\
Ze caQ eQd

XQePSOR\PeQ"

NA2END2A MODI
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COMM5NICA4ION 3KILL3

The abili/4 /o comm0nica/e 4o0- anal4.i.Ѷ finding.
and concl0.ion. i. -eall4 impo-/an/ a. 4o0 head
/o2a-d a ca-ee- in financeѵ Thi. i. beca0.e in an4
financeҊ-ela/ed po.i/ionѶ 4o0 2ill need /o effec/i1el4
/alk /h-o0gh comple3 da/a /o .ho2 ho2 1a-io0.
a.pec/. of /he b0.ine.. ma4 be impac/edѵ A. a finance
majo-Ѷ 4o0ҁll be p0/ /h-o0gh a .e-ie. of diffe-en/
p-ojec/.Ѷ bo/h indi1id0all4 and in g-o0p
p-e.en/a/ion.Ѷ /o hone 4o0- comm0nica/ion .kill. and
p-epa-e 4o0 fo- a po/en/ial ca-ee- pa/h 2i/hin /he
ind0./-4ѵ The-e 2a. once a /ime 2hen finance
p-ofe..ional. 2e-e bo0nd /o c0bicle.Ѷ b0/ /ha/ e-a i.
long goneѵ The.e da4.Ѷ an4 pe-cep/ion /ha/ a ca-ee- in
finance in1ol1e. .impl4 c-0nching n0mbe-. ha. been
-eplaced b4 /he -eali/4 /ha/ po.i/ion. -e,0i-e 2o-ke-.
/o deal 2i/h clien/. e1e-4 da4ѵ Fo- a.pi-ing finance
2o-ke-.Ѷ ./-ong 2-i//en and o-al comm0nica/ion .kill.
a-e impo-/an/Ѷ b0/ i/ҁ. j0./ a. impe-a/i1e /o be able /o
e3plain financial ja-gon in .imple /e-m.ѵ If 4o0 2an/
/o e3cel in /he financial fieldѶ being f-iendl4 and
app-oachable i. a big pa-/ of /he job -e,0i-emen/.ѵ

CA0ACI49 FO2 INNO6A4ION

Finance and acco0n/ing ma4 be a..ocia/ed 2i/h
-o0/ine. and .4./em.Ѷ b0/ /ha/ doe.nҁ/ mean /ha/
inno1a/ion doe.nҁ/ ha1e i/. placeѵ Whe/he- 4o0ҁ1e
in1en/ed a da/aҊcollec/ion me/hod /ha/ ./-eamline.
p-od0c/i1i/4 o- a -eco-ding p-oce.. /ha/ d-i1e.
acc0-ac4Ѷ candida/e. 2ho a-e inno1a/i1e a-e likel4 /o
./and o0/ѵ
While a ca-ee- in finance ma4 be /-adi/ionall4
a..ocia/ed 2i/h -o0/ine. and .4./em.Ѷ /hi. doe. no/
mean /he-e i. no place fo- inno1a/ionѵ P-od0c/i1i/4
d-i1e. /hi. ind0./-4Ѷ al2a4. looking fo- ne2 2a4. /o
achie1e and comple/e /hing.ѵ Thi. i. 2he-e 4o0 come
inѵ Yo0- inno1a/ion can ./-eamline p-oce..e. /o .peed
and acc0-ac4Ѷ helping /o .a1e /ime and mone4 2i/hin
4o0- o-gani5a/ionѵ The.e effo-/. 2ill help 4o0- ca-ee-
in leap. and bo0nd.Ѷ .ho2ing /ha/ 4o0 a-e con./an/l4
p0.hing 4o0-.elf /o /hink o0/.ide /he bo3ѵ

B4 appl4ing /he.e .kill. in/o 4o0Ѷ 4o0 2ill become a
0ni,0e and diffe-en/ indi1id0al f-om o/he-.ѵ Yo0 2ill
e3cel in /he field of finance once 4o0 0nde-./and
2ha/ /he ind0./-4 i. e3pec/ing f-om 4o0Ѷ a finance
g-ad0a/eѵ

68 



Ɛ

ƐƐ

ƕ ƒ Ɠ

ƐƑ

ƐƏ

Ɣ

Ɩ

Ƒ

ƐƓ

ѵ

Ѷ

ƐƔ

Ɛƒ

D

R E

G

D

F

P SB

&

N

O

Q

G

L

N

A S

C

C P E T

T

SIF R S

P SD

B\ ViVhZaQi Ja\aZichUaPa

69 



ACROSS

Ɛ

DOWN

Ƒ

Ɣ

Ѷ

ƐƏ

ƐƐ

Ɛƒ

ƐƓ

ƒ

Ɠ

ѵ

ƕ

Ɩ

ƐƑ

ƐƔ

70 



FINANCIAL E=PLORER STUDENTS' ASSOCIATION OF FINANCE

DI6CLAI0E5: 
7HE C2N7EN7 3529IDED IN 7HI6 MAGA=INE 5EFLEC76 7HE 9IE:6 2F 7HE A87H256 2F EACH A57ICLE 25 IN7E59IE:, AND D2E6 N27 68GGE67
7HA7 7HE 8NI9E56I7< 2F 65I JA<E:A5DENE385A BEA56 7HE 6AME 23INI2N 25 HA6 A 5EA62N 72 C2MMEN7 2N 7HE 723IC6 C29E5ED.


