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The key international story that ran the week
to the generative Al market that not only had a
groups but saw Nvidia lose $600 billion in market
day loss for any company on Wall Street.

The controversy that was sparked by the low-cost alter
generative Al, was almost equally followed by the series
made by the Trump administration to effectively neutralise
nomic thinking that has been prescribed to countries such a

This week we explore the stories that made it to the news and
were left out to give you insights about the key factors that shap
around you.



DOMESTIC

1) Sri Lanka’s Story, Stepping into February 2025

Despite the Central Bank’s claims of “deflation” as a positive
cator, the reality is far more concerning. The 4% deflation rec
ary 2025—the fifth consecutive month of negative inflation—
economy, not a recovering one. While falling prices might seem
in reality, they indicate weak consumer demand, stagnant wages,
gling businesses that are unable to raise prices due to lack of spen
power. This economic stagnation contradicts the liberal narrative of
and growth.

At the same time, Sri Lanka’s merchandise trade deficit has widened, hig
lighting the country’s increasing reliance on imports. Export earnings in
2024 grew by 7.2% year-on-year, reaching $12.77 billion—driven by petro-
leum products, textiles, tea, and coconut-based goods. However, import
expenditure surged by a much higher 12.1%, reaching $18.84 billion. The
widening gap means Sri Lanka is draining more foreign reserves, increasing
its dependency on external borrowing, and failing to develop a competitive
domestic manufacturing base. Worse still, high-value exports like gems and
machinery saw substantial declines, exposing structural weaknesses in the
economy.

Tourism, while a bright spot, remains insufficient to offset trade imbalances.
With 2 million arrivals generating $3.17 billion in 2024, the sector provided
much-needed foreign exchange. However, this revenue remains vulnerable
to external shocks—whether geopolitical tensions, global recessions, or
natural disasters—and is not a substitute for a strong industrial base.

The biggest warning sign is the deterioration in Sri Lanka’s terms of
trade—the ratio of export prices to import prices—which declined further
to 85.5 index points in 2024.



While the volume of exports grew by 12.9%, the unit
fell by 5%. This means Sri Lanka is forced to sell more ju
ings. Similarly, the import volume index rose by 17.9%, w
declined by 4.9%, indicating that increased import expendi
purely by volume rather than value-added consumption. This
tainable cycle, where Sri Lanka is working harder but earning le
ports while spending more on imports.

Even Sri Lanka’s growing reliance on imports tells a troubling story. K
import increases in 2024 included machinery, textiles, chemicals, and
sumer goods, showing that local industries remain too weak to meet do
mestic demand. The one seemingly positive figure—declining fuel im-
ports—was not due to efficiency gains but rather weak industrial demand,
further proving the lack of real economic activity.

Sri Lanka’s economic trajectory under orthodox economic policies is unsus-
tainable. The government celebrates export growth without acknowledging
that the monetary policy mix and other regulatory barriers are hindering the
country’s trade prospects. It should not be of surprise that exports are being
outpaced by rising imports as the current policy regime privileges importers
over exporters. The government highlights declining inflation without rec-
ognizing that it reflects economic weakness rather than stability. And it
relies on tourism as a lifeline while ignoring the vulnerabilities of a ser-
vice-based economy.

Sri Lanka's Gross Official Reserves (GOR) stood at $6.1 billion at the close of
2024, up from $4.4 billion a year earlier. This increase was largely driven by
substantial net purchases of foreign currency by the Central Bank and
inflows from international financial institutions. However, GOR fell from $6.5
billion in November 2024 to $6.1 billion by December 2024, primarily due to
government payments for external commercial debt restructuring. The
reserves include the renewed three-year swap facility with the People’s Bank
of China (PBOC). As of December 2024, GOR, including the PBOC swap, pro-
vided import coverage for 2.6 months with usable reserves.



Despite the 10.7% appreciation of the Sri Lank
cy depreciated by 1.7% against the US dollar in J
the rupee weakened against other major currencie
flecting the rupee's nominal appreciation in 2024, Sri
exchange rate (REER) also saw an increase. The REER in
the country's competitiveness against a basket of 24 cur
70.2 at the end of 2023 to 76.7 at the end of 2024, signalin
Lanka's external competitiveness.

Without a shift toward domestic production, industrialization,
exports, and intelligent trade policies, Sri Lanka will remain a m
eign goods rather than a self-sustaining economy. The global tre
protectionism should serve as a wake-up call—Sri Lanka must act
secure its economic future before it is too late.



INTERNATIONAL

1) DeepSeek Shocker, not so shocking!

Speaking exclusively to the editorial team at Humano Versi
Lankan Ambassador to China Dr. Palitha Kohona stated that
growth of China over his tenure, rendered it completely un-sho
DeepSeek came up with a challenger Generative Al Model, to tha
ern tech innovators such as OpenAl. He also mentions that more is

Let’s look at its history!

Founded in May 2023 by hedge fund and Al expert Liang Wenfeng, Deep
Seek operates independently with exclusive funding from High-Flyer, a
quantitative hedge fund also established by Wenfeng. This unique financial
model allows DeepSeek to prioritize long-term Al innovation without the
constraints of external investors, reinforcing China’s position as a leader in
cutting-edge technology.

DeepSeek made its debut in the Al space with the launch of DeepSeek
Coder in November 2023, an open-source model designed for coding tasks.
This was followed by the release of DeepSeek LLM, a powerful 67-billion-pa-
rameter model competing with global Al leaders. In May 2024, DeepSeek-V/2
sent shockwaves through the Chinese Al market with its impressive perfor-
mance and highly competitive pricing. Its affordability disrupted the indus-
try, forcing major domestic tech giants such as ByteDance, Tencent, Baidu,
and Alibaba to lower their Al model prices to stay competitive—demon-
strating China’s ability to drive innovation and efficiency in the sector.

DeepSeek’s success is largely attributed to its advanced approach to cost
reduction and accessibility. By leveraging reinforcement learning and
state-of-the-art architectures like Mixture of Experts (MoE), the company has
significantly lowered the computational costs of Al training.



DeepSeek-V3, for example, was developed at a frac
models from Western companies like Meta, with a rep
investment covering a portion of its total training expe
extends to its APl services, where DeepSeek-R1 is priced a
million input tokens and $2.19 per million output tokens—
cutting OpenAl’s $15 and $60, respectively. Additionally, Dee
mitment to open-source development enhances accessibility
licensing fees and fostering a collaborative ecosystem for Al rese
deployment. This approach not only reduces financial barriers but
strengthens China’s role in democratizing advanced Al technology,
it more widely available for businesses, developers, and researchers
wide.

DeepSeek’s emergence signals a shift toward open-source Al, disruptin
traditional hierarchies in the tech industry. By showcasing advanced effi
ciency and fostering a cooperative development model, it proves that
open-source innovation can drive technological breakthroughs. This evol
ing landscape challenges the long-standing dominance of American firms,
positioning open-source Al as a viable and strategic force shaping the futur
of global Al research and development.



2) Tarrif-ying Trump

As global trade conflicts intensify, Sri Lanka watches with ¢
United States and the European Union head toward a potent
The EU has strongly opposed Washington'’s plans to impose tar
pean goods, warning of firm retaliation. This comes after the US
tion extended sweeping tariffs on Canada, Mexico, and China, a de
that has already sparked economic concerns worldwide.

With the proposed 25% tariffs on Canada and Mexico and 10% on Chin
to take effect in February 2025, economic projections indicate significan
global repercussions. Estimates suggest these measures will shrink US eco
nomic output by 0.4% and increase taxes by $1.2 trillion between 2025 an
2034. American households are expected to bear an additional $830 in tax
burdens in 2025 alone, with tariffs on Canada and Mexico contributing $958
billion to this total.

These policies build on earlier tariff hikes, including the nearly $80 billion in
taxes imposed by the Trump administration on $380 billion worth of im-
ports in 2018 and 2019, followed by additional levies under the Biden ad-
ministration. The continuation of these protectionist measures is estimated
to lower US GDP by 0.2% in the long run, reduce capital stock by 0.1%, and
eliminate approximately 142,000 full-time jobs.

For Sri Lanka, these trade battles present both risks and opportunities. As a
nation reliant on global markets, disruptions in major economies can impact
supply chains, alter commodity prices, and shift investment patterns. Higher
tariffs in the US and EU could slow overall trade growth, affecting demand
for exports from emerging economies, including Sri Lanka. At the same
time, as Western nations reconfigure their supply chains, Sri Lanka has a
chance to position itself as an attractive trade partner, offering stability and
competitive manufacturing capabilities.



The broader concern remains the uncertai
global commerce. Protectionist policies have
er prices, reduced output, and stifled economi
evident in the US, where tariffs have directly raise
households. With economic tensions escalating, Sri
itor developments and strengthen trade ties with di
navigate the shifting global landscape effectively.



3) Modi’s Union Budget

India’s coalition government, led by Prime Minister Nar
sented its first full-year budget since losing its parliament
Finance Minister Nirmala Sitharaman introduced policies ai
economic momentum, addressing inflation, and boosting mi
spending in the region’s third-largest economy.

Following years of rapid expansion exceeding 8%, India now faces
est growth in four years, with high food prices and stagnant wages
ing consumer demand and corporate earnings.

India's Union Budget: Key Takeaways

>Tax Relief: Income tax exemption raised to ¥1.2M ($13,841), with revised
tax slabs to boost urban consumption. However, direct tax impact is limite
as only 1.6% of Indians pay income tax.

>Infrastructure Push: Capital expenditure target increased to 311.2T
($129.18B) despite lower-than-expected spending. Interest-free loans for
states to boost infrastructure.

>Energy & Insurance: Nuclear energy target set at 100GW by 2047, with
%200B ($2.3B) allocated. FDI cap in insurance raised from 74% to 100%.

>Industry & Regulation: ¥1.5T ($17.31B) support for small-scale industries.
Regulatory reforms planned to ease business compliance. Subsidies and tax
cuts to boost local manufacturing.

>Fiscal Management: Fiscal deficit target at 4.4% by 2026 (from 4.8%). GDP
growth expected to slow to 6.3-6.8%. Reserve Bank of India may ease inter-
est rates amid slowing growth and inflation.



Observing these changes it is clear th
ernment is looking at advancing its ind
on the middle class. Confronted with an u
weakest growth in four years, and global cha
threats and geopolitical tensions—Finance Min
alongside her Prime Minister faced significant pre
have face head on.
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