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■ T h e  S ri L a n k a n  e c o n o m y , w h ic h  c o n tr a c te d

- b y  1 .3 %  in  2 0 0 1 , s h o w e d  s ig n s  o f  re c o v e ry  

d u r in g  th e  f i r s t  n in e  m o n th s ' o f  2 0 0 2 .

' F o llo w in g  tw o  s u c c e s s iv e  q u a r te rs  o f  n e g a tiv e  

g ro w th ,  th e  r e a l  G D P  in c re a s e d  b y  1 .4 %  in  th e  

; f i r s t  h a l f  o f  2 0 0 2 , o n  a  y e a r -o n -y e a r  b a s is .  T h e  

m a in  c o n tr ib u to r s  to  G D P  g ro w th  th is  y e a r  

■ h a v e  b e e n  th e  a g r ic u ltu re  a n d  s e rv ic e s  s e c to rs ,  

w h i ls t  th e  in d u s try  s e c to r  re c o rd e d  a  d e c lin e . 

D u r in g  2 0 0 1 , a ll th e s e  s e c to rs  re c o rd e d  n e g a ­

t iv e  re a l g ro w th . T h e  d e v e lo p m e n t o f  th e s e  

. e a r ly  s ig n s  in to  a c tu a l  e c o n o m ic  re c o v e ry  

w o u ld  la rg e ly  d e p e n d  o n  th e  s u c c e s s  o f  th e  

; p e a c e  p ro c e s s ,  p o li t ic a l  s ta b il i ty  o f  th e  c o u n try  

; a n d  e c o n o m ic  re fo rm s  th a t  a re  ta k in g  p la c e . 

G iv e n  th e  e x p e c ta t io n  th a t  th e s e  p o s i t iv e  fa c -

- to r s  w il l  b e  in  e f fe c t ,  th e  G D P  g ro w th  f o r  2 0 0 2  

is  e x p e c te d  to  b e  in  th e  re g io n  o f  2 .5  - 3 .0 % .

; In te re s t  r a te s  h a v e  b e e n  s ta b le  a ro u n d  12  - 

1 4 %  d u r in g  th e  f i r s t  h a l f  o f  th e  y e a r  a s  a g a in s t  

th e  tu rb u le n t  e n v iro n m e n t , w h ic h  w a s  e v id e n t  

d u r in g  th e  p re v io u s  tw o  y e a rs .  O n  th e  b a c k  o f  

im p ro v e d  liq u id ity ,, e x p e c te d  in f lo w  o f  fo r e ig n  

: fu n d s  a n d  re p o  r a te  c u ts  b y  th e  C e n tra l  B a n k , 

th e  in te re s t  r a te  s t ru c tu r e  u n d e rw e n t a  s te a d y  

d e c lin e  in  th e  th i rd  q u a r te r  p u s h in g  d o w n  th e  

y ie ld  c u rv e  b y  a b o u t 2 0 0 b p s . D u r in g  th e  p e r i -  

o d  u n d e r  r e v ie w  th e  C e n tra l  B a n k  r e c o m ­

m e n c e d  th e  i s s u a n c e  o f  4 ,  5  a n d  6 - y e a r  

c T re a s u ry  b o n d s , a f t e r  a  la p s e  o f  a b o u t 2  y e a rs . 

F u r th e r ,  th e  C e n tra l  B a n k  h a s  b e e n  su c c e s s fu l-  . 

ly  ra is in g  m o re  fu n d s  th ro u g h  th e  lo n g -e n d  o f  

th e  y ie ld  c u rv e  th a n  th e  s h o r t- e n d , w h ile  

r e s e rv in g  a  s ig n if ic a n t  p o r t io n  o f  th e  T re a s u ry  

' b i l l  m a tu r i ty  ro l lo v e r s .  W ith  th e  e x is t in g  le v e l 

o f  l iq u id i ty , a n d  th e  a n tic ip a te d  fo r e ig n  fu n d s , 

w e  e x p e c t  in te re s t  ra te s  to  r e m a in  a t  c u r r e n t  

; lo v y d e y e ls  o y e r j h e  s h o j t- te rm . , , .

* «Th e  r a te  o fq n f ia t io n i  b q s e d o n  fo ty n q v in g -  i  s. 

’ a v e ra g e  C C P I , w a s  1 0 .4 2 %  f o r  th e  y e a r , e n d e d  ll4  

3 0  S e p te m b e r  2 0 0 2 ,  d o w n  f ro m  1 4 .1 6 %  fo r  

th e  y e a r  e n d e d  31 D e c e m b e r  2 0 0 1 . In  v ie w  o f  

a  m o r e  p r o m is in g  e c o n o m ic  e n v i r o n m e n t  

, c o m p a r e d  to  th a t  o f  la s t  y e a r ,  th e  r a te  o f  in f la ­

t io n ,  is  ■ ex p ec ted  L o  fu r th e r  d e c l in e  o v e r  th e  

r e s t  o f  th e  y ea r.

T h e  d e p re c ia t io n  o f  th e  S r i L a n k a n  R u p e e  

a g a in s t  th e  U S  d o l la r  h a s  b e e n  s ta b le  d u r in g  

th e  f i r s t  n in e  m o n th s  o f  th e  y e a r ,  a s  a g a in s t  a  

h ig h ly  v o la t i le  p e r io d  o f  2 0 0 1 . T h e  R u p e e  

d e p re c ia t io n  f o r  th e  y e a r  w a s  e x p e c te d  to  b e

C a s h  & Cash Equivalents
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9 .5 %  a t  th e  b e g in n in g  o f  th e  y e a r . H o w e v e r , 

o n  th e  b a c k  o f  a  w e a k  d o l la r  a n d  im p ro v e d  

fo r e ig n  re s e rv e s , th is  f ig u re  is  n o w  e x p e c te d  to  

b e  4 .7 % . O v e r  th e  f i r s t  n in e  m o n th s  o f  2 0 0 2  

th e  t r a d e  b a la n c e  h a s  d e te r io r a te d  b y  2 0 .5 %  in  

R u p e e  te rm s  o n  a  y e a r -o n -y e a r .  b a s is .  T h e  

d e te r io r a tio n  o f  th e  tr a d e  b a la n c e  in  te rm s  o f  

U S  d o lla r s  is  1 0 .5 % . T h e  le v e l  o f  fo re ig n  

re s e rv e s  a s  a t  e n d -S e p te m b e r  2 0 0 2  w a s  s u f f i­

c ie n t  to  f in a n c e  4 .7  m o n th s  o f  im p o r ts .

Share market
T h e  u p w a rd  tr e n d  o f  th e  s to c k  m a rk e t,  

w h ic h  c o m m e n c e d  d u r in g  th e  la t te r  p a r t  o f  

2 0 0 1 , c o n t in u e d  d u r in g  m o s t  o f  2 0 0 2 . T h e  

m a rk e t  ra lly , w h ic h  w a s  in v e s tig a te d  b y  p o l i t ­

ic a l  a n d  p e a c e  fa c to rs ,  w a s  la te r  fu e le d  b y  

s t r a te g ic  b u y in g  o f  b lu e  c h ip  s h a re s , a n d  

e x p e c ta t io n s  o f  im p ro v e d  c o rp o ra te  e a rn in g s , 

y n fo r tu n q t^ ly , p ro f i t  ta k in g  | ia s ,  ta k e n  a w a y  

p a r t  o f  this".*gm h. D e s p ite  tK b .& e 7 f f l~ S h a r e  

P r ic e  In d e x  K ise  b y )*37192% S i r in g  9  m o n th s
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to  S e p te m b e r .

B a c k e d  b y  p o s i t iv e  in v e s to r  s e n t im e n t ,  

m a r k e t  a c tiv i ty  h a s  s ig n if ic a n tly  im p ro v e d  

c o m p a re d  to  th a t  o f  la s t  y e a r . B o th  d o m e s tic

a n d  f o r e ig n  tu r n o v e r  le v e ls  h a v e  r e a c h e d  

h e a lth y  le v e ls . D u r in g  th e  y e a r  so  fa r  th e  m a r ­

k e t  w itn e s s e d  a n  im p ro v e m e n t in  fo re ig n  

a c tiv ity  w ith  n e t  in f lo w s , s ig n ify in g  b u y in g  

in te re s t  o f  fo r e ig n  in v e s to rs  in  the  S ri L a n k a n  

m a rk e t.

Investment strategy
T h ro u g h o u t  th e  f i r s t  h a l f  o f  th is  f in a n c ia l 

y e a r , y o u r  fu n d  m a in ta in e d  a n  asset a llo c a tio n  

in  f a v o u r  o f  ‘ e q u i t ie s .  A s  a t th e  3 0 th  o f  

S e p te m b e r , e q u ity  e x p o s u re  w as n ea rly  8 7 .7 %  

o f  th e  fu n d . A p a r t  f r o m  h a v in g  a  h ig h  e q u ity  

a s s e t  a llo c a tio n  d u r in g  a  t im e  o f  m a rk e t u p tu rn  

th e  “ B lu e  c h ip ”  n a tu re  o f  th e  stocks s e le c te d  

fo r  th e  p o r t fo lio  c o m b in e d  to  g enera te  a  v e ry  

g o o d  p e r fo rm a n c e  o f  th e  fu n d  in  c o m p a r iso n  

to  A S I  re tu rn s  fo r  th e  s a m e  period .

A s  sh o w n  in  th e  s e c to r  a llo ca tio n  b e lo w  th e  

m a jo r i ty  o f  th e  fu n d s  a re  in v e s te d  in  th e  s e c ­

to r s  o f  B a n k s ,  F in a n c e  &  In su ra n c e  a n d  

D iv e rs if ie d  C o m p a n ie s . T h e se  tw o  s e c to rs  

to g e th e r  c o n s is t  o f  th e  h ig h e s t  n u m b er o f  b lu e  

c h ip  s h a re s  in  th e  m a rk e t .  F u rther, sh a re s  in  

th e s e  s e c to r s  h a v e  b e e n  th e  ta rg e ts  o f  s tra te g ic  

a n d  fo r e ig n  b u y in g  a n d  th u s  haVe seen  c o n s id ­

e ra b le  p r ic e  a p p re c ia tio n .

,  Performance
T h e  N e t  A s s e t  v a lu e  o f  th e  T ru st w a s  R s . 

2 7 5  m i l l io n  a s  a t  3 0 th  S e p te m b e r  2 0 0 2 , a n d  

th e  to ta l  n u m b e r  o f  u n i t  h o ld e rs  s to o d  a t 

2 ,4 2 1 .  T h e  f u n d  c o n t in u e d  to  p e rfo rm  w e ll  

g e n e r a t in g  a  r e tu r n  o f  n e a r ly  3 9 .1 9 %  f o r  th e  

s ix -m o n th  p e r io d  u n d e r  re v ie w  in  c o m p a r i-  
s o n  to  a n  A S I  r e tu r n  o f  3 8 .6 8 % .

I n  th e  12  m o n th s  p e r io d  e n d e d  3 0 th  

S e p te m b e r  y o u r  fu n d  g e n e ra te d  a  r e tu rn  o f  

9 0 .2 2 % . T h e  r e la t iv e  u n d e rp e r fo rm a n c e  o f  

- th e  P y ra m id , F u n d  in  th e  sh o r t  te rm  c a n  b e  

a t t r i t o e ^  Jto.i tfe g ./p a tu re  o f^ y ^ n ;  fo jpd . a ,s 

. m e n t io n e d  e a r l ie r ,  y o u r  f u n d 'i s  c o n c e n tra te d  

o n  th e  “ b lu e  c h ip ”  s h a r e s  in  th e  B a n k in g  

D iv e r s i f i e d  a n d  M a n u f a c tu r in g  sec to r, u n f o r ­

tu n a te ly  th e s e  s h a r e s  h a v e  b een  th e  f i r s t  

s h a r e s  f r o m  w h ic h  p r o f i t  ta k in g  w a s  w i t ­

n e s s e d  in . T h is  h a d  a  d a m p e n in g  e f f e c t  o n  

th e  s h a r e  p r ic e s  o f  th e s e  s h a r e s .  T h e  p ro f i t  

ta k in g  in  th e  “ b lu e  c h ip s ”  w a s  v e ry  p r e v a le n t  

in  th e  l a s t  q u a r te r .  T h e  m a r k e t  a ls o  w itn e s s e d  

a  r a l ly  in  th e  s o - c a l le d  “ s e c o n d  t i e r s ”  s h a re s .  

T h e  p r ic e s  o f  th e s e  s h a r e s  a r e  n o t  n e c e s s a r i ­

ly  r e p r e s e n ta t iv e  o f  fu n d a m e n ta ls ,  b u t  r a th e r  

o n  th e  lo w  v a lu e  o f  its  s h a r e  p r ic e .  O n  th e  

b r ig h t  s id e  th e  c o m p a n ie s  th a t  a r e  r e p r e s e n ­

ta t iv e  o f  y o u r  p o r t fo l io ,  h a v e  p o s te d  v e ry  

im p r e s s iv e  p r o f i t  g ro w th  in  b o th  th e  f i r s t  

q u a r t e r  a n d  h a l f  y e a r  r e s u l ts .  W e  fe e l  i t  is  a  

m a t te r  o f  t im e  w h e n  th e i r  s h a re  p r ic e  r e f le c t  

th e i r  e a rn in g s  g ro w th  a n d  th e i r  f u n d a m e n ta l

p y r a m id  U n i t  T r u s t  R e tu rn  % A S I R e tu r n  %

L a s t 3  m o n th s 1 4 .1 8 % 2 0 .4 0 %

L as t 6  m o n th s 3 9 .1 9 % 3 8 .6 8 %

L a s t )  2  m o n th s  • 9 0 .2 2 % 1 1 2 .2 2 %

L a s t 2 4  m o n th s 7 6 .8 5 % 6 3 .5 8 %

v a lu a t io n .’ ,
Investment outlook

i n v e s to r  c o n f id e n c e  le v e ls  a re  h ig h  o n  th e  

b a c k  o f  th e  p e a c e  p ro c e s s  a n d  e c o n o m ic  

d e v e lo p m e n ts .  In  v ie w  o f  th e  p o s i t iv e  s e n t i ­

m e n t  a n d  im p ro v e d  c o rp o r a te  e a rn in g s ,  th e  

e q u i ty  m a r k e t  is  e x p e c te d  to  r i s e  o v e r  th e  

m e d iu m  te r m . A s  s e e n  in  th e  f i r s t  h a l f  o f  th e  

y e a r ,  th e r e  m a y  b e  f u r th e r  s t r a te g ic  b u y in g  

o v e t  th e  r e s t  o f  th e  y e a r  c a u s in g  f u r th e r  

. , g b ^ ^ l ^ o y e 5 i e o t s , i j \ .  fp ipes,, J 3 u t  |he^, j l j q ^

t e r m 'p ic tu r e  i s n o t  a s  ro sy .' S h o r t - te m i  p o l i t ­

ic a l  in s ta b i l i ty ,  p r o f i t  ta k in g  a n d  in v e s to r s  

m a in ta in in g  l iq u id i ty  f o r  p e n d in g  IP O  s m a y  

g o v e r n  th e  b e h a v io u r  o f  th e  m a r k e t .  W e  w ill

'■a

a p p r o p r ia te  a s s e t  a l lo c a t io n s  b a s e d  o n  fu n d a ^ j 

m e n ta l  r e s e a r c h  in  o r d e r  to  d e l iv e r  o p t im a l  ̂  

r e tu rn s  f o r  th e  le v e ls  o f  r i s k s  ta k e n .  W e  fe e l  

c o m f o r ta b le  th a t  y o u r  p o r t fo l io ,  o f  “ b lue .j 

c h ip ”  s h a r e s  i s  g e a re d  to  t a k e  a d v a n ta g e  oL, 

a n y  m e d iu m  to . l o n g  te r m  m a r k e t  a p p re c ia ? , 

t io n .

W o r ld  t e a  p ro d u c t io n  r e a c h e d  a  n e w  a lj 

t im e  h ig h  o f  3 0 0 0 m /to n s  in  2 0 0 1 ,  F o r b e s  an d  

W a lk e r  T e a  B ro k e r  s a id .  .

“ C o n s e q u e n t ly  th e  y e a r  2 0 0 2  b e g a n  w ith  

a n  e x c e s s  a n d  th e  m a jo r i ty  o f  th e  in c r e a s e  

c o m p r is e d  o f  C T G  te a s .  T h e  s h o r t f a l l  in  th g  

l a t t e r  y e a r  ie .  2 0 0 2  h a s  p o s s ib ly  h e lp e d  th e t 

s u r p lu s  in  2 0 0 1  to  b e  a b s o r b e d .  T h e r e f o r e ,  i t  

w o u ld  b e  r e a s o n a b le  to  a s s e s s  a  t i g h t  g lo b a l  

s u p p ly  p o s i t io n .  T e a  p r o d u c t io n  d u r in g  th e  

f i r s t  q u a r t e r  o f  a n y  y e a r  i s  n o r m a l ly  lo w  w i th ' 

N o r th  I n d i a  a n d  B a n g la d e s h  in  w in te r  a n d  

K e n y a ,  S r i  L a n k a  a n d  S o u th  I n d ia  e x p e r i ­

e n c in g  d ry  w e a th e r  c o n d i t io n s .  O th e r  p r o ­

d u c e r s  to o  d o  n o t  h a v e  la r g e  c ro p s  d u r in g  

th is  p e r io d .  A  f u r th e r  im p o r ta n t  f a c to r  is  th e  

q u a l i ty  o f  o f f e r in g s  f r o m  S r i  L a n k a ,  S o u th  

I n d ia  a n d  K e n y a  d u r in g  th e :  f i r s t  q u a r te r  

w h ic h  is  f a i r ly  u s e f u l  w ith  S r i  L a n k a  h a v in g  

i t s  W e s te rn  q u a l i ty  s e a s o n .  W ith - lo w , c ro p s  

w o r ld w id e  a n d  d e m a n d  l ik e ly  to  c o n t in u e  iq  

th e  u s u a l  m a n n e r  f r o m  m a j o r  im p o r t in g  

c o u n t r ie s  c o u p le d  w ith  s p e c ia l  in t e r e s t  f o r  

s e a s o n a l  q u a l i ty  w e s te r n s ,  i t  w o u ld  b e  r e a -  

s o n a b le  to  c o n c lu d e  th a t  p r i c e s  f o r  th e  f i r s t  

q u a r te r  w il l  b e  s a t i s f a c to r y  in  m o s t  o f  t h e  

m a jo r  a u c t io n  c e n t r e s  a n d  C o lo m b o  in  p a r '; 

t i c u la r .  In  f a c t  C o lo m b o  c o u ld  r e p o r d  a n , 

a p p re c ia t io n  o n  c u r r e n t  le v e ls  a n d  h o p e f u l ly ,  

e v e n  in  D o l la r  te r m s .  I t  is  o u r  e x p e c t a t io n ,  

th a t  th i s  m a r k e t  s h o u ld  c o n t in u e  in to  th e  see* -

f a c t o r y 'p r i c e s  - f o r th e  f i r s t  h a l f 'o f  20& 3 b a r ­

r in g  a n y  u n fo r e s e e n  c i r c u m s ta n c e s  s u c h  a s  

a n  e c o n o m i c  d o w n t u r n  in  a  m a j o r  t e a  

im p o r t in g  c o u n tr y  o r  a n  o u tb r e a k  o f  w a r  in  a  

te a  im p o r t in g  r e g io n .  "


