Financial Market Liberalisation in Sri Lanka

Sri Lanka followed interventiomst policies for a peniod of two decades
before 1977 during which its fmaneidl market becamie liehly repressad
by creating o monopoly power Tor stule commerciial banks and
following 4 regulited policy of interest rates. This policy basicatly
: to allocate available oredit for sub-optimul projects in the public

gecton nethe expeise ol highstaturm ventures in the priviate sector and
made the cost of borrawing Jdiffer from sector to sector, 11*-111'[1“3:, i
reducing: the efficiency of resource ullocation. Credin rationing W
Cartificianlly low inlerest rates ' o repressed Tnandiil market, among
ather things, encouraged fmereuse (n capital tntensity in production,
fimiting emplovment areation snd meome disibution: Thus. the dismal
VBCONDITHC QUTCIHTES o stemmini from the palicies Tallowsd in the
eontrolled era plivedd the way Tor swilchimg over th more open and
Hiberalised tradde pelicies from 1977 onwards, At the same time, n
eoordimation with the wode liberalization, u set of financial market
Creforms were also introducid. Although now three decades have passed
with these reforms, lithe altention has begn given in research 1o
eviluate the success of finuncial iiberalisation: This study, therelore,
gians at [illing this gap through the pssessment Of fefotms in terms of
n ciul deepeming and efficieney of eredit allocation based on
gmpirical evidence with the view 1o determining: the robustness: of
nancial market liberalisation in SrLanka, Accordingly, the study
donnd thar Npuncid] markel reforms, as o whole, are effective in
deepening finuncial intermediation ond redisiributing financial
' es from the public sector sub-optimal projects to the privute
ar aptimal projects.
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