
There was a discernible lifting of spirits and a surge of optimism about the future. This 
optimism was further strengthened by hopes of an enduring peace in the country based 
on the cross-ethnic community solidarity shown in the immediate aftermath of the 
tsunami. 

The most visible sign of this almost euphoric mood of optimism following the 
tsunami was in foreign exchange markets (and subsequently in the Colombo stock 
market). The rupee reversed its long and sustained depreciation and sharply appreciated 
(Figure 2)—a reaction seemingly so perverse and unexpected, but understandable in the 
context of the change in expectations. In fact, in the absence of Central Bank 
intervention, the appreciation may have been even more pronounced. This issue will be 
taken up in more detail later. 

 
Figure 2. Nominal Exchange Rate (US$ per Rs.) 
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Source: Central Bank of Sri Lanka, Monthly Economic Indicators, various issues. 

 

5. Damage and Recovery: A Review 

The task of medium term recovery involves the rehabilitation and reconstruction of 
capital assets (both private and public) as well as the provision of the material and 
institutional assistance necessary for households to engage in gainful economic 
activities to rebuild their livelihoods. This involves not only the reconstruction of 
physical infrastructure and replacement of assets, but also the re-establishment of 
market and social networks. As indicated, domestic and international assistance enabled 
the country to cope successfully with the immediate relief tasks. Replacement of 
damaged assets essential for full recovery was estimated to require assistance close to 
US$2 billion, a massive sum for Sri Lanka, though relatively minor when compared 
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