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One of the major claims of mainstream economics is that liberalization unleashes a 

process of economic growth that is characterized by the reduction of economic 

inequality.  Literature propagating this tenet is aplenty and still proliferating. The oft-

quoted Kuznet’s hypothesis claims that faster GDP growth facilitates reduction of 

economic inequality in liberalized economies in the long run; many are the proponents 

that Sri Lanka too would ultimately reach a stage of more equal distribution of 

economic opportunities, equity in the distribution of income and associated conditions 

necessary for inclusive growth.1    By 2006 Sri Lanka had completed almost 30 years of 

undeterred commitment to free market policies.  The country has experimented free 

marketism for more than a generation of time which is sufficient to produce the 

anticipated benefits of economic liberalization concerning income distribution.2  It is 

therefore opportune to evaluate the economic performance of Sri Lanka in relation to 

assuring inclusive growth where growth benefits filter more equally to different income 

quintiles, sectors and geographic regions in the country.   

 

This paper attempts to assess the dimensions of the economic divide in Sri Lanka 

during 1970-2006 with a view to determine the income distribution trends in the 

country with special reference to the post-reform era.   This 30 year period is divided 

into three sub-periods namely, pre-reform (1970-1977), the first wave of reforms (1978-

1988) and the second wave (1989-2006); the CFS database is used extensively to carry 

out this analysis.3 The paper is divided into four parts.  Part One focuses on economic 

performance of the country in relation to income distribution.  It examines the pattern of 

variation of income data to check whether the post-reform economic growth trends have 

been relatively more ‘inclusive’ in terms of income data of the Consumer Finances and 

                                                           
* Research Scholar, Jawaharlal Nehru University New Delhi, India.  

1 An underlying assumption is that economic liberalization ensures faster economic growth, equity and 
reduction of poverty and no other economic arrangement can surpass benefits of economic liberalization on 
these counts. 
2 In fact Kuznet opined that it required about 25 years to percolate the growth dividend to different income 
segments to create income equality.  Kuznet in fact had referred to Sri Lankan data as far back as 1950 to 
show how income inequality tends to become acute for developing countries. 
3 The defining characteristics of these three periods are discussed in Part Three of this paper. 
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Socio-Economic Surveys (CFSES) of the Central bank of Sri Lanka.  Part Two 

examines the dimensions of consumption data which is supposed to portray a relatively 

better picture of income distribution than income data. For this exercise Household 

Income and Expenditure Survey (HIES) series of the Department of Census and 

Statistics is used to plot trends of income distribution.  Part Three deals with a few 

selected aspects pertaining to the changes in the wider aspects of inclusiveness.4   Part 

Four concludes this paper.  It identifies a set of channels of income inequality and 

examines how these filters contribute to the worsening of economic divide in the 

country. 
 

Part One 

.   
Income distribution and the widening divide 
 
The distribution of income among income receivers and spending units provides a useful 

measure of inequality and concentration of income among different income deciles and / or 

quintiles of the population.   Income inequality is therefore synonymously referred to as 

relative poverty as it illustrates the extent of the mal-distribution of income.  For this reason, 

inequality in income distribution has turned out to be one of the fundamental concerns of 

development economics.  This focus on income inequality is heightened due to the fact that 

economic progress often occurs at the expense of 'distributive justice' where a small coterie 

of individuals and some communities, geographic regions and sectors have a tendency to 

grow at the expense of others.   

 

It is argued that economic progress is eventually accompanied by a relatively equal 

distribution of income while unequal distribution of income is a manifestation of developing 

countries.   The professed objectives of the economic reforms of 1977 included the 

generation of more jobs, better income opportunities for the people and faster GDP growth 

among others; these reforms have now had an undeterred existence for about 30 years.5  

Trade theory claims that such growth is essentially ‘pro-poor’ as the bulk of the jobs 

                                                           
4 This includes aspects of education, health and nutrition that form some of the fundamental manifestations of 
inclusiveness in terms of economic progress. 
5 The other objectives included correcting internal and external imbalances to place the economy on a higher 
growth trajectory. 
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generated happen to be for the unskilled workers.6  This section examines the pattern of 

distribution of dividends of economic reforms during the post-reform era.7   

 

The tools of analysis include analyses of deciles, Lorenz curve, Gini Coefficient and Theil 

index among others.  The table below presents data on spending units by income deciles. 8   

 

Table 1-Decile distribution of one-month income of spending units for 1973-2003/049

 
Description 

1973 1978/79 1981/82 1986/87 1996/97 2003/04 

1st Decile 
2nd Decile 
3rd Decile 
4th Decile 
5th Decile 
6th Decile 
7th Decile 
8th Decile 
9th Decile 
10th Decile 
GINI ratio 

2.79 
4.38 
5.60 
6.52 
7.45 
8.75 
9.91 
11.65 
14.92 
28.03 
0.36 

2.61 
3.65 
4.68 
5.70 
6.62 
7.17 
9.12 

11.37 
14.31 
34.63 
0.42 

2.19 
3.53 
4.31 
5.22 
6.32 
7.03 
8.66 
10.74 
14.61 
37.35 
0.45 

1.93 
3.13 
4.09 
4.99 
6.01 
7.37 
8.69 
11.40 
14.90 
37.40 
0.46 

2.15 
3.59 
4.55 
5.46 
6.48 
7.67 
9.24 
11.54 
15.42 
33.89 
0.43 

1.86 
3.16 
4.07 
5.06 
6.06 
7.30 
9.01 
11.42 
15.61 
36.45 
0.46 

Source: Report on the Consumer Finances and Socio-economic Survey, 1996/97; Sri Lanka, Key Economic 
Indicators, p. xx and Table 6.2. 

 
It is shown how the income share of the first two deciles declined relentlessly since 1973 

except for a slight variation in 1996/97. 10   Conversely, the two top most deciles (9 and 10) 

have made income gains persistently.  As for the bottom most decile the income share that 

was 2.79 in 1973 decreased to 1.86 by 2003/04.  The topmost decile on the other hand 

increased from 28.03 in 1973 to 37.40 by 1986/87; it fell to 33.89 in 1996/97 but increased 

to reach 36.45 by 2004.  On the whole it is evident that income distribution trends favoured 

the top most income brackets at the expense of the poorer income deciles of the population.   

                                                           
6 Heckscher –Ohlin model is based on the presumption that unskilled labour which is the most abundant 
factor endowment of developing countries benefits from ‘openness’ because it produces more jobs and higher 
real wages for unskilled workers.  
7 Economic inequality refers to the broader aspects of capability deprivation such as survival, education and 
economic deprivations (Sen, 2002, p.90).  This paper will draw heavily on the distributional implications of 
education that affects health, nutrition, and eventually general well being. 
8 The CFS report 1973 states that spending units provides much better representation of income distribution 
than data computed based on income recipients. This is substantiated by the fact that income recipient’s data 
are often inflated since they include imputed rentable values of owner occupied houses, plus home grown 
vegetables and government subsidies (CFS, 1973, p.62).  . 
9 This is the latest Consumer Finances and Socio-economic Survey that provides income distribution data on 
a continuous basis. 
10 However, the 1996/97 CFS Report appeared to be euphoric over this change and referred that the income 
inequality would be narrowed in the subsequent years as reform dividends would be broad based.  In its own 
words the improvement in Gini and decile distribution ratios is seen as ‘a turn around in the income 
distribution trends’ (CFS, 1996/97, p.74). 
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The contention that income inequality widened during the post reform period therefore was 

quite unambiguous.  This is especially so when the pre-reform data set for 1973 is compared 

with the post reform data series.  It is also seen that during the ‘first wave’ of reforms the 

trend of deterioration was quite sharp as income distribution continuously favoured the top 

most income quintile at the expense of the bottom most income quintiles.  Although the 

overall trend of worsening slowed down in the ‘second wave’, it was not adequate to reverse 

the process of widening income inequality that occurred during the first wave.  The fact that 

income inequality increased again in 2003/04 made it all the more distressing. 

 

The extent of relative benefits accrued by the top two quintiles (40 percent) and the costs to 

the bottom two quintiles are graphically presented in Figure 1 below.  It is evident that the 

gains to the top 40 percent have increased from about 64 percent in 1973 to almost 72 

percent by 2003/04.  The mild decline in this pattern in 1996/97 was almost insignificant in 

relation to the massive trend of accumulation of income by the rich.  Using the 

classification of Mishra, it is evident that the income inequality level of 19.3 for the first 40 

percent in 1973 can be considered permissible (low in terms of inequality) while the 

inequality level of the remaining five years of the post reform period was unacceptable 

(Mishra, 1988, p.81).11  
 

Figure 1- Income shares of the top 40 percent vis-à-vis the bottom 40 percent 
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Source: CFS, various reports. 

 
Based on the income distribution data for the 34-year period an attempt was made to plot the 

relevant Lorenz curves to reflect the worsening of income distribution.  The subtle 

differences in the increase of distributional inequality have given rise to a situation where 

                                                           
11 Mishra's classification considers that income shares of 12 or more by the lowest 40 percent, highly unequal 
13-21 moderately unequal and 22 or more permissibly unequal.   
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curves of 1986, 1996 and 2004 were overlapping.  Therefore only curves for 1973, 1981/82 

and 1996/97 were ultimately selected for the Lorenz curves.12  The Lorenz curves for the 

selected three years delineated how income distribution worsened during the post reform 

period.  Accordingly, the 1973 curve represents the conditions of income distribution during 

the pre-reform era: it appeared to be the closest to the line of equality.  However, the 

conditions changed for the worse since 1981/82 and the income distribution curves shifted 

further away from the line of equality.  These curves graphically present the state of income 

distribution and how income distribution shifted favouring the rich quintiles discriminating 

against the poor.   

 

Figure 2- Lorenz Curves for years 1973, 1981 and 1996. 
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Source: Central Bank of Sri Lanka 

 
Table 3 below presents a number of alternative measures of income distribution for the CFS 

data series.  They include Gini ratios for income receivers as well as spending units together 

with a number of quintile distribution ratios.13   In addition, the Theil index too was 

                                                           
12 The year 1996/97 was chosen because 2003/04 overlaps with the 1981 curve.  
13 GINI ratio as a measure of income inequality is more sensitive to changes in the distribution at the middle 
of the income scale. The formula for Gini ratio is (Xi-1Yi)-XiYi-1)/10000.  
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computed for the quinquennial years to asses the pattern of distributional trends. 14   These 

ratios reflect almost the same pattern of variation in which income distribution has 

effectively concentrated among the top income segments of the population.   Thus there has 

been an apparent shift of income share from the poorer groups of the population towards the 

richer groups.  All four measures have disclosed that the trends of inequality have been quite 

consistent throughout the period of the so-called first wave that lasted for 11 years.  During 

the subsequent 15-year period the pattern was not as consistent as in the case of the first 

wave; yet there has not been a reversal of the trend established in the first wave as some 

researchers were inclined to believe. 15  Interestingly, the reforms have triggered a process 

of discrimination in favour of the upper income brackets of the population during this entire 

period.   

 

Table 3- Other Measures of Income Distribution for 1973-2003/04 
Description 1973 1978/79 1981/82 1986/87 1996/97 2003/04 

GINI coefficient for 
1) Spending units 
2) Income 
receivers 
Decile distribution** 
1. (Q1+Q2)/Q5 
 
2. Q5/Q1 
 
Theil Index 

 
0.35 
0.41 

 
 

0.45 
 

9.2 
 

0.278 
 

 
0.43 
0.50 

 
 

0.32 
 

14.2 
 

0.353 

 
0.45 
0.52 

 
 

0.29 
 

15.7 
 

0.390 

 
0.46 
0.52 

 
 

0.27 
 

16.2 
 

0.392 

 
0.43 
0.48 

 
 

0.32 
 

13.3 
 

0.333 
 

 
0.46 
0.50 

 
 

0.27 
 

15.3 
 

0.368 

Source: Computed using data from the Central Bank of Sri Lanka, Sri Lanka, Key Economic Indicators, p. xx 
and Table 6.2; for the computation of the Theil index mean income of income recipients was used. 

The formula for Theil index is 
1

1

.ln
n

n
i

j

xi xi
Xxj=

=

⎞
⎟
⎠

∑
∑

    

 
As observed in figure 2 the Gini ratio of income receivers is a few points above that of the 

ratio based on spending units.  It is argued that income levels of income receivers have a 

tendency to get comparatively higher due to a number of reasons that give rise to a higher 

level of inequality relative to the spending units. The reasons for this discrepancy includes 

treatment of the imputed ‘rentable’ values of owner occupied houses plus values of 

government subsidies and home garden produce under the income of income receivers.16  In 

                                                           
14 The efficacy of Theil index as a measure of income distribution was questioned on its statistical superiority.  
15 The CFS of 1996/97 was highly acclaimed when it showed a slight downward trend which was negated by 
the 2003/04 CFS. 
16 Spending units reflect the defacto family or household income.  
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this context, GINI ratios computed for spending units are considered more representative of 

income inequality trends.  

 

Another important measure of income inequality is the top income quintile divided by the 

bottom income quintile.  For many developing countries in South Asia this ratio varied 

between 4-6 times whereas in the case of Sri Lanka even in 1973 it has been as high as 5.9 

times.  This ratio increased steadfastly in the 1980s where it reached 10.5 by 1986/87.   This 

means that the earning capacity of the top income quintile is more than 10 times higher than 

the income levels of the bottom quintile.  Figure 3 below shows the decile distribution ratio, 

which is the (Q1+ Q2)/Q5 (or four bottom deciles as a ratio of the two top deciles). 17   This 

also shows the extent of concentration of income shared by the top two deciles in relation to 

the bottom four deciles.  All these measures have affirmed the claim that income 

distribution during the post liberalization period had quite unambiguously discriminated 

against the poor strata of the population. 

 

Figure 3- Other Measures of Income Distribution. 
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 Source: CFS, Various issues. 
 

Part 2 
 
Distribution of expenditure 1980-2002 
Table 5 below presents data on the distribution of expenditure by households for 1980-2002.  

This set of data is obtained from the LFSS/HIES series of the Department of Census and 

                                                           
17 Decile distribution ratio on the other hand is a better indicator of income disparity at the extreme ends of 
distribution.  It has a combination of measures that include the bottom 40% divided by the top 20% of the 
income receivers and many others that highlight how income is distributed between different income deciles 
at the extreme end; e.g.,  ((D1+D2+D3+D4) / (D9+D10), or (D10) / (D1). 

 7



Statistics. 18   It consisted of two clusters of surveys.  The first cluster was known as Labour 

Force and Socio-economic Surveys (LFSS) and it covered the years 1969/70 to 1985/86.  

The second cluster was specially commissioned by the DCS to collect information on 

poverty and income distribution for 1990/91, onwards and consisted of quinquennial 

surveys in 1995/96 and 2002.  The DCS series is unique as it uses data on expenditure rather 

than income to measure poverty and inequality.  The picture that is emerging from this data 

set is somewhat different from what was outlined in part One which was based on CFS data.  

Three major reasons are attributed to these differences.  They are the dissimilarities in 

periodicity, differences in the focus (where expenditure details were used to ascertain 

income levels and poverty) and the extended coverage of the survey where a sample that 

was as twice as large as the CFS sample was used for HIES surveys. 19

 

The ‘distribution’ trends during 1969/70-2002 have been striking in a number of ways. 20  

On the whole the income shares of the lower income quintiles have fallen for the entire 

period except in the rare instance of 1990.  Hence, the income share that was 8.91 for the 

bottom quintile in 1980 has declined to 7.71 by 2002.  Conversely, the income share of the 

top quintile has risen from 40.47 in 1980 to 43.8 by 2002.  The rate of change between the 

different periods demonstrates that the largest shift of income from the bottom quintiles to 

top quintiles has occurred in 1995 and 2002.   

 

Table 5-Income share by quintiles and income growth by quintiles for 1980-2002 
Year 1969/70 1980 1985 1990 1995 2002 

Bottom  9.175 8.915 8.498 8.88 8.434 7.708 
2 13.266 12.98 12.53 12.9 12.18 11.54 
3 16.521 16.45 16.24 16.47 15.68 15.44 
4 21.233 21.29 21.45 21.52 21.12 21.54 

Top 39.805 40.37 41.28 40.23 42.58 43.77 
Income 
growth  

  
1980-85 1985 to 1990 1990-95 1995 to 2002 

Bottom   -0.25 -0.46 +0.449 -0.50 -0.726 
2  -0.286 -0.34 +0.295 -0.558 -0.64 
3  -0.071 -0.12 +0.141 -0.479 -0.24 
4  +0.057 +0.75 +0.32 -0.4 +0.42 

Top  +.565 +0.91 -1.05 1.89 +1.19 
Source: Computed based on LFSS and HIESS Reports, Various issues 

                                                           
18 DCS is the main data-gathering arm of the government and its main responsibility is gathering through  the 
conduct of Population and Agricultural Censuses of the country ten yearly, and sample surveys on various 
aspects of development 
19 The HIES has a much wider coverage and its sample is almost three times that of the CFS.  For instance, 
the HIES of 2000 covered a sample of 24000 households which was much larger than the CFS of 2003/04 
which covered a sample of 14000 households only.   
20 Although this data series covers expenditure data, it is customary to refer to them as ’income’ and its 
distribution as ‘income distribution’. 
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On the whole, all the years except 1985 have been bad for the lower income quintiles while 

the top income quintile has gained substantially throughout the period except for 1990.  The 

most important finding that emerges from this series is that the income inequality in fact has 

worsened during the second wave.   These trends tally with the income distribution trends 

discussed earlier under CFS data.  One conspicuous deviation however is the relatively 

narrowed gap between the bottom and top quintiles.  Another major change is that year 1995 

has recorded a sharp increase in inequality.  On the contrary, according to CFS data the only 

year in which income distribution has shown a semblance of convergence is 1996/97.  This 

variance is explained in terms of the 1995/96 drought that had a devastating impact on the 

low-income groups in the country.  Similarly, year 1990 has shown a reversal of mal-

distribution of income according to HIES data although in 1986/87 the CFS data that was 

closest to 1990 was relatively more disturbing in terms of the incidence of income 

inequality.  The most plausible reason for this change in 1990 appeared to be the poverty 

alleviation programme that had gained full thrust by 1990. 21   However, the two legged 

policy of obsession towards free marketism while extending some support towards the low 

income groups improved the conditions of the 'intermediate sector' of the economy rather 

than the bottom income quintiles. 22   Interestingly, CFS data for 1996/97 shows that 

whatever losses to the top income quintiles were shifted towards the middle layers such as 

2nd, 3rd, 4th income quintiles.  

 

Figure 4 below plots the income distribution data for 1980 and 2002.  The two Lorenz 

curves are uncompromising as income distribution has worsened in the aftermath of 

economic reforms.  The marked outward shift of the 2002 curve in comparison with the 

1980 curve shows this trend.  In order to minimize overcrowding Lorenz curves for the 

remaining three years were not drawn in this diagram. However, the absence of these curves 

does not weaken the tenor of the argument that income distribution trends shifted in favour 

of the rich continuously during the post reform period. 23

                                                           
21 This refers to the Janasaviya programme that was directly under the Executive President of the country 
since 1989.  Another programme initiated to support the poor included the One Million housing programme.   
However, both programmes suffered heavily from both type 1 and type 2 errors where the benefits were 
siphoned off by the so-called 'intermediate class'  
22 It was Kalecki who recognized the importance of this sector in those economies following mixed economic 
policeis (Kalecki, 1976, p.35)  
23 The fundamental tenet was that income inequality widened and the Lorenz Curve for 2002 being shifted 
relatively outward from the 1980 curve supports this tenet.  In fact all three remaining curves also showed a 
similar shift of outward movement continuously except for a mild change in the year 1990.   
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Figure 4 Lorenz Curves for 1980 and 2002 
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Source: Data from Labour Force and Socio Economic Surveys (1980/81 and 1985/86) and Household Income 
and Expenditure Surveys (1990/91, 1995/96, and 2002 

 
  
The table below converts data given in the Lorenz curve above to Gini ratios and Theil 

indices.  They corroborate the patterns identified through the Lorenz Curves.   One of the 

conspicuous points is that both Gini and Theil ratios computed for consumption data hold 

comparatively lower values than the values obtained for income distribution data of the 

Consumer Finances Surveys.  This is inevitable as the gaps between the lowest and the top 

most quintiles have been much less in the HIES series. This convergence arises partly from 

the tendency of the households within the bottom deciles to over-report consumption 

expenditure in spite of their conditions of distress; it is believed that social pain (say, the loss 

of dignity when household head is asked to report to a stranger about his/her inability to feed 

the family) makes them to conceal ‘hunger’ and conditions of depleted entitlements.24  In 

contrast, expenditure data fail to grasp various items which are ‘unique’ to the upper income 

brackets.   They include wasteful expenditure on leisure, consumer durables, and investments 

                                                           
24 The incidence of over-reporting/over invoicing by the poor households is common in many other countries 
as well.  The low income groups due to reasons linked with self respect over report their consumption 
expenses.   In fact, the CFS consumption data for the bottom two deciles had been excessively higher than 
their income+ debt+ subsidies. The rich on the other hand tend to under-report their expenses on durables in 
particular to evade tax implications 
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on property and also 'capital flights'.  Also, there is a tendency among the rich to under report 

certain aspects of their expenditure to escape tax implications. 

 

Table 6-Income Inequality Trend based on HEIS Expenditure Data (1980-2002) 
 1969/70 1980/81 1985/86 1990/91 1995/96 2002 
Gini Ratio 0.30 0.31 0.32 0.31 0.34 0.36 
Theil Index 0.17 0.18 0.21 0.17 0.21 0.23 

Source: Labour Force and Socio Economic Surveys (1980/81 and 1985/86) and Household Income and 
Expenditure Surveys (1990/91, 1995/96, and 2002 

 
Notwithstanding these biases in reporting, consumption/expenditure data is still supposed to 

be superior to income data and this data series shows that income inequality as measured in 

terms of both Gini and Theil ratios has worsened during the post reform period.  Unlike in 

the set of CFS the findings of the HIES set showed that the worst change of mal-distribution 

had occurred during the second wave.  The first wave although was bad, the Gini ratio 

increased only by 1 percentage point while in the second wave it has increased by 5 

percentage points.  Data on the Theil index corroborated this finding.  The implications of 

this anomaly are serious.  In the previous section it was argued that the ‘first wave’ marked 

the removal of the ‘rice ration’ i.e., the food subsidy that had damaging effects on calorie 

consumption and also malnutrition among children.   

 

The ‘second wave’ marked a reversal of this trend with the massive scheme of poverty 

alleviation which was introduced in 1989.25    Conversely, HIES data imply the exact 

opposite of worsening trends of distributive justice in the second wave.  Some of the 

possible reasons include fiscal contraction that pruned expenditure flows meant for rural 

infrastructure development and also expenditure flows to support education, health and 

social safety nets especially towards the new millennium.  On the whole, these trends 

contradict the legitimacy of the proposition that Sri Lanka's income distribution replicates 

the archetypical Kuznet's hypothesis.26   

 

 

 

                                                           
25 At the time of introduction the Poverty Alleviation programme incurred a substantial cost of more than 1 
percent of the GDP.  This programme was referred to as ‘Janasaviya’ (Strength of the People) and it was 
under the direct control of the President of the country.  Poverty alleviation in fact was a ‘Super Ministry’ at 
the beginning of the second wave. 
26 Those who subscribed to this view that Sri Lanka's inequality trend reflects the Kuznet's hypothesis 
include, among others, Gunathilake (2005), and CBSL, (1999). 
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Figure 5-Income Inequality Trend based on HIES Expenditure Data (1980-2002) 

Income inequality Trends based on Expenditure data
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Source: Labour Force and Socio Economic Surveys (1980/81 and 1985/86) and Household 
Income and Expenditure Surveys (1990/91, 1995/96, and 2002). 

 
 

It is quite clear that the poverty alleviation programme which had some beneficial effects in 

the early years of its inception (1989-1992) too had failed to generate any positive change in 

respect of the redistribution of income.  The situation in the country in respect of income 

distribution seemed to have deteriorated sharply towards the latter part of the second 

wave.27   Figure 5 graphically presents these worsening trends of income distribution since 

1990.  It shows that both the Gini and Theil ratios have increased sharply. On the whole, it 

proves in no uncertain terms, that the economic reforms have in fact exacerbated income 

inequality in the country.  The expenditure data in particular have vindicated this 

proposition. 

 
 

Part 3 
 
Part 2 of this paper illustrated how income inequality measured using expenditure data too 

worsened during the post-reform period.  It was found that evidence of income distribution 

in particular was manifestly conclusive that the incidence of income inequality widened.  It 

is now opportune to sketch these developments on a broader canvas to determine how 

income distribution patterns change by sectors and also in terms of the other dimensions 

including geographic regions, educational levels etc.  This part attempts to address these 
                                                           

 

27 By the turn of the 21st Century, the poverty alleviation expenses dwindled to reach around 0.6 percent of 
the GDP.  By 1995, the poverty alleviation programme was diluted both in terms of financial allocations and 
prominence in terms of the determination of the responsibilities of the Cabinet of Ministers.  The new 
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issues.  It also relates these developments to the three different periods chosen for this 

analysis.  Finally it examines the incidence of wider forms of divide such as malnutrition 

that characterized the post-reform economic growth and development pattern in Sri Lanka.  

 

As discussed in the preceding two parts of this paper poverty levels showed a worsening 

trend in the aftermath of economic reforms.28  One aspect of the widening economic divide 

that needs close scrutiny is the inequality by 'sectors'. 29  It is distressing to note that urban, 

rural and estate sectors reflected a wide gap in terms of sectoral per-capita incomes even in 

the early 1970s.   Yet, it is rather alarming to note that these gaps widen sharply during the 

post reform period.  Table 7 below provides an idea of this trend of widening income gaps; 

it shows that the growth impact in the country has been visibly 'exclusive' as far as the estate 

sector is concerned.30   The comparative data on mean income of ‘income receivers’ of the 

estate sector vis-à-vis the other sectors are indicative of this dimension of exclusiveness.31  

Accordingly when the mean income of the estate sector was anchored at 100, the rural 

sector recorded 197, while the urban sector recorded a much higher 267 for 1973.32   There 

is no doubt that this difference in average income levels between sectors is substantial.  

Ideally the post-reform developments should have reduced this dichotomy in wage income 

levels as the estate sector in particular employ an army of unskilled workers. 

 

However, according to table 7 below the urban-rural and / or estate gap was relatively less 

during the pre-reform period; it has in fact started widening since the initiation of economic 

reforms in 1977.  The fact that income ratio for the urban sector increased to 361 by 1981/82 

vindicated this trend of deterioration of income inequality during the first wave of reforms.  
                                                                                                                                                                                
Ministry of Samurdhi was later handed over to a ‘second class’ Minister in terms of political power and 
acumen.  
28 The period under review that is 1970-2004 which was divided into three phases, i.e., pre-reform, first wave 
and second wave. 
29 The nomenclature used in Sri Lanka identifies three such sectors, i.e., the urban, rural and the estate 
sectors; this nomenclature has stemmed from the concept of duality within the agricultural sector where the 
estates were identified as 'modern' in terms of use of technology and market structure while the rural sector 
was identified as 'traditional'; However, this dichotomy no longer exists although the classification is still 
being continued on account of socio-political reasons.  
30 The concept of ‘social exclusion’ covers an important element of ill being or poverty.  Thus, 
‘exclusiveness’ as opposed to ‘inclusiveness’ characterizes the widening divide among different segments of 
the population. 
31 This table has brought the mean income levels (of income receivers) of the rural and urban sectors into a 
common denomination by converting them into percentage mean income of the estate sector. Thus when the 
mean income of the estate sector is anchored at 100, the movement of mean income of corresponding sectors 
shows whether and at what rate the income gaps are widening. 
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This is an increase of more than 35 percent.  Even the rural sector had increased by 21 

percent during this period.   Accordingly, the differences of mean income in the three 

sectors swelled throughout the post reform period although the rate of change has somewhat 

decelerated during the ‘second wave’.  Yet this deceleration was not sufficient to correct the 

pace of deterioration already set in motion during the first wave. 33

    

Table 7- Sectoral Income Widening for 1973- 2003/04 

Description 1973 1978/79 1981/82 1986/87 1996/97 2003/04 
Estate 

Rural 

Urban 

All sectors  

100 

197 

267 

198 

100 

204 

275 

201 

100 

239 

361 

246 

100 

208 

362 

225 

100 

209 

368 

233 

100 

205 

354 

219 

Source: Computed using various issues (See for the base data set in appendix 3.3) 

 
There is a dearth of data on regional, gender, and educational aspects of disparity on a 

regular basis.  Therefore the following sections employ a mix of eclectic sources of 

information to illustrate how disparities widen in respect of educational achievements and 

nutritional levels by sectors.34   Gender is one of the principal forms of economic divide in 

developing countries; it is associated with the lopsided access to opportunities and other 

socio-political spaces that undermine the level of well being of female members in the 

workforce.  Despite the relatively superior human development achievements of Sri Lanka 

where it was considered a ‘positive outlier’ in terms of general literacy, infant mortality and 

life expectancy the availability of economic opportunities for female workers has not been 

altogether impressive during the post-reform era.   

 

Table 8- Male Income Recipients as a Percentage of the Total Population 

Description 1973 1978/79 1981/82 1986/87 1996/97 2003/04
Estate 

Rural 

Urban 

All sectors.  

51 

75 

80 

81 

50 

70 

73 

71 

48 

72 

76 

72 

51 

69 

73 

65 

52 

69 

70 

67 

57 

68 

70 

64 

                                                                                                                                                                                
32 The estate sector recorded the lowest level of Head Count Poverty and income inequality by 1970s.  This 
was plausible because of the food subsidy that lowered the consumption expenditure for estate workers and 
the near full employment in the estate sector up until the middle of the 1980s. 
33 The highest rate of 239 for the rural sector was reported in 1981/82 while for the urban sector the highest 
rate was reported in 1996/97. 
34 Economic inequality according to Sen is a wider notion within which inequalities with respect to other 
relevant spaces that affect inequalities in individual advantages and substantial freedoms. 
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Source: CFS Various Issues 

The table 8 above presents the share of male income recipients in the population; the 

‘residual’ constitutes the female income recipients. 35  Accordingly, except in the estate 

sector inequality in income generation opportunities for females is appallingly low in Sri 

Lanka.   Even in the estate sector the female share has been decreasing towards the turn of 

the new millennium.  It should also be mentioned that the wage rates for female workers in 

the estate sector differed between gender types in favour of male workers in the first wave 

of reforms. 36    In the case of the urban sector, the biggest gain of 7 points was recorded 

during the pre-reform period; this statement is valid for the rural sector and the proportion of 

female income recipients increased from 25 to 30 by 1978/79.   Between 1978 and 2004 the 

distribution has changed only by 2 and 3 points respectively for the rural and urban sectors.  

Some of the dominant reasons for the deep-rooted concentration towards males in income 

generation and distribution include laws of inheritance to property that favour males 

particularly in the rural sector and the social norms that work against females in the job 

market generally in all three sectors. 37   How this inequality process was unfolded over the 

three periods selected for this paper is worth examining at this stage.  

 
 

The pre-reform period 
Development thinking of the 1960s was characterized by the theoretical support of the IS 

tenet and empirical evidence drawn form the successes of five year plans in the Soviet 

Block of countries. The concomitants of this development thinking and practice in the late 

1960s included reduction of inequality of income, poverty and unemployment (Seers, 1971, 

p.2).  The conditions of economic priorities in the early 1970s as best reflected in the CFS 

of 1973, underscored that Sri Lanka too was moving towards these objectives.  In this 

context, income distribution in particular has initiated a trend of substantial convergence 

towards the low-income quintiles.  The evidence on this count was very much conclusive 

irrespective of the indices used to ascertain income distribution.  The trends of the Lorenz 

curve, decile distribution and Gini ratios showed that income distribution has become 

definitively more equitable in 1973.  The Lorenz curve, for instance, has reflected a 

                                                           
35 For instance, in 1973 only 20% were female recipients in the urban sector and this has increased to 30% by 
2003/04.   
36 In the early 1980s females were paid half the salary of male workers even when they performed similar 
tasks.  However, wage equalization between males and females was introduced in 1985.   
37 Property income in general constitute about 19% of the total income; laws of inheritance generally favour 
male members of the family and in the job market too many professions are still considered de-facto enclaves 
of male workers. 
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substantial inward shift while the Gini ratio for spending units declined from 0.45 in 1963 

to 0.35 in 1973.  Furthermore the income share of the richest decile fell from 41 percent to 

28 percent while the income share of the poorest decile increased from 1.9 percent to 2.8 

percent between 1963 and 1973.   

 

The focus on ‘welfare statism’ with a bent on import substitution (ISI) and rural 

development policies supplemented by land and asset reforms including ceilings on income 

and property were some of the measures that brought about these developments in Sri 

Lanka.  As stated by Fields (1980), with these changes the poor started gaining both 

absolutely and relatively: the reverse trend is true of the rich (Fields, 1980, p. 196).  In 

terms of economic inequality too, the pre-reform period showed signs of advancement of 

individual freedom and progress.  By 1978, the Physical Quality of Life Index (PQLI) of 

the country was as high as 80 which was incredible for a country with a per capita GDP of 

US S 270.38  Thus, Sri Lanka in the late 1970s was widely referred to as ‘a positive outlier’ 

because of her outstanding achievements in health, education and nutritional standards 

(Morris and Morris, 1979; Ahluwiala, 1979; Fields, 1980; Caldwell, 1986; Sen, 1980 and 

1981; Bjorlman 1985).  This expression of ‘outstanding achievements’ in general and 

‘positive outlier’ in particular led to a major debate on public policy in the 1980s. 39  It was 

Morris D Morris who commented on Sri Lanka’s superior achievement in terms of PQLI 

which was as high as 82 in the mid 1970s (Morris and Morris, 1979, Chapter 6).40   

  

Undoubtedly, some of these achievements would have occurred in the late 1960s or even 

earlier (Bhalla and Glewwe, 1986).  However, as spelt out in the Five Year Plan (1972-76), 

‘the existence of privilege in any form whatsoever is at variance with socialist aspirations of 

the people’. 41  These ideals guided the policies of the regime of 1970-77; it is therefore 

plausible that most of the income and economic re-distribution would have occurred in the 

early 1970s.  However, linking the equity trends to specific policy regimes is rather a 

complicated task.  The absence of credible sources of information to anchor poverty and 
                                                           
38 Other indicators of human development including life expectancy (69 years), infant mortality (43) and adult 
literacy (87) were remarkably high (Bjorkman, 1985).   
39 See for instance, writings of Ahluwalia, 1979; Basu, 1999; Anand and Kanbur 1999; Allailima, 1997; Sen, 
1980, 1981, 1985, 1988; Fields, 1980; Isenman, 1980, and Pyatt, 1987.    
40 As stated by Morris and Morris ‘some countries whether by design, by force of circumstances, or by 
accident have employed polices that have been atypical in their effects. These policies have produced 
outstanding results in the sphere of PQLI, i.e., a composite index that covered life expectancy, infant 
mortality and adult literacy.  
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inequality data of the country for 1970-1977 makes it more difficult.   The CFSES of 

1978/79, no doubt, echoed part of the policy reversal that occurred in 1977.42   The positive 

implications of economic liberalization as shown in the findings of the CFSES of 1978/79 

include the reduction of unemployment and resilience in the GDP growth; as far as the 

negative implications are concerned the worsening of income inequality and poverty turn 

out to be the most critical outcomes of the liberalization policies.  The CFSES report of 

1978/79 was apologetic when it argued that ‘economic benefits of major reforms do not 

percolate down to the lower income groups in such a short period- so the reforms have a 

tendency to increase inequality initially’ (CFSES, 1983, p.97).43   Ironically, there was no 

any semblance of equalizing in terms of income distribution by income brackets, sectors or 

regions even after 28 years of reforms.    

 

The proximate determinants of this situation of worsening income divide will be discussed 

in Part Four of this paper.  However, it may be useful to discuss briefly two major reasons 

that triggered the mal-distribution of income during the post-reform era.  There were two 

strands of policy safeguards to protect the interests of low-income groups during the pre-

liberalization period.  The first category includes the plethora of subsidies which contributed 

directly to support the poor.  In the consumption side this covered the food subsidies to 

protect the poor consumers while production subsidies included rural credit, guaranteed 

prices for food crops, fertilizer subsidy etc. which supported the agricultural producers.   

   

The second group of policy safeguards covered the most fundamental set of determinants of 

equity.  They included the political economic changes such as the introduction of land 

reforms (1972), ceiling on housing properties (1973), compulsory savings scheme for high 

income groups (1974) and the nationalization of agency houses and sterling companies 

managing the plantations (1975).44   

 

                                                                                                                                                                                
41 The Five Year Plan was subsequently aborted for want of finance although some of the guiding principles 
therein continued during the 1970-77 period. 
42 This policy reversal was quite drastic as it covered aspects of trade, finance, foreign exchange, and fiscal 
domains and the impact of these changes should undoubtedly be overarching. 

43 However, notwithstanding the Kuznet's contention that income distribution in the underdeveloped opened 
economies tend to converge after a spurt in the economic growth for about 25 years the subsequent CFS 
reports also had to continue with the same apologetic stance.      
 
44 Some analysts such as Lal and Gunerathne opined that these reforms were not necessarily equity oriented.  
However, even common sense would show that restrictions on the income earning capacities of the top most 
income deciles tend to produce greater equity.   
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The liberalization package changed the socio-economic context of the country drastically; 

the removal of import protection on domestic agriculture and industry led to both job and 

income loses, while the subsequent restrictions on food subsidies squeezed their real 

incomes substantially. On the other hand, those who were better equipped with physical 

assets, access to infrastructure and human capital benefited disproportionately from the 

reforms package.  The cumulative outcome of these twin processes exacerbated both the 

incidence of poverty and reversed the equity gains of the pre-liberalization period. 45  

Another reason was the changes in the structure of employment.  The first wave initiated a 

process in which the predominance of the regular sources of employment was replaced by 

the expanding share of informal jobs (CFSES, 1978/79).  These aspects are discussed in Part 

Four of this paper. 

          

The ‘First wave’: The worsening divide  

There are some observers who wanted to attribute the buoyancy in the economy in the late 

1970s to the liberalization policies whilst underplaying the negative effects of reforms 

especially on income distribution: they attribute the negative developments to the flaws of 

the pre-reform policy stance. 46   The difficulty of linking economic outcomes of policy 

regimes and relating the findings of different CFS/HIES data regimes is partly responsible 

for such spurious interpretations.   Nonetheless, it is inapt to link all the positive changes 

that occurred in 1978/79 directly to economic reforms as such.  For instance, a substantial 

part of the heightened growth impetus in 1978 stemmed from increased agricultural 

production especially in the paddy sector.  The paddy output in 1977 and 1978 increased 

sharply by 34 percent and 13 percent respectively for two years mostly on account of the 

favourable weather conditions.  Besides, the increased GPS from Rs. 33 per bushel to Rs.40 

per bushel in 1977 gave rise to increased income to farmers in the paddy sector.  The surge 

in the income although was substantial it had very little to do with the reforms policy as 

such.47  If these two factors contributed to the high GDP growth rate recorded in 1978, there 

were other components in the liberalization package that contributed directly to the 

escalation of income inequality. They included the fiscal reforms that curtailed food 

subsidy, financial reforms that restrained the flow of subsidized credit to the rural sector and 
                                                           
45 Poverty HC as used in this study declined initially while income inequality continued to grow from 
1978/79 onwards 
46 See Bhalla (1986 and 1988), Bhalla and Glewwe (1987) for this perspective on post-reform developments 
in Sri Lanka. 
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exchange rate reforms that triggered pass-through effects on import prices and resultantly on 

wholesale and consumer prices. The ultimate impact of some of the negative manifestations 

in the income flows to the agricultural sector therefore was toned down by the pro-reform 

orthodoxy.  For example, according to the CFSES of 1978/79, when the median income of 

rice farmers increased by Rs. 429, the median income of landless workers increased only by 

Rs. 238; this  was only 55 percent.48   It was also reported that although 21 percent of 

income recipients of the rural sector were 'casual labour' their share of income remained at a 

much lower level of 10 percent of the mean agricultural income (CFSES, 1978/79, p. 105).  

Therefore in practice the liberalization policies aggravated the structural problems in the 

economy and worsened the trends in inequality and poverty. 

 

One such area that has shown the worsening divide was sectoral distribution of income. By 

1986/87, the median income of the urban sector was substantially higher than that of the 

rural and estate sectors.  Accordingly, 20.2 percent of spending units of the country who 

lived in the urban sector received 31.5 percent of the income share of the economy.  

Conversely, the rural sector, which had about 72.2 percent of spending units, had to be 

satisfied with 63.4 per cent of the income share.  Further not only was the median income of 

the urban sector higher than that of the rural sector but also its rate of growth was higher 

than the rural sector.  This engendered the worsening of rural/urban income gaps.  As given 

in table 9 in 1978/79 the mean income of the urban sector was only 34 percent higher than 

the rural sector’s mean income; in contrast, this rate increased to 74 percent by 1986/87.  

This means that the average income of the urban rich was gaining 47 percent faster than that 

of the rural sector.  A direct outcome of this development was the widening of the income 

divide between sectors.  The situation of the estate sector was no better as pointed out in  

Table 8 earlier. 

Table 9-Mean income share and worsening gaps in the first wave of liberalization 
Mean income / Sector Urban Rural Urban as a 

percentage of 
rural income 

Mean income-1978/79  
Mean income-1986/87  
Annual growth rate of income  

828 
2914 
31.49 

 

617 
1674 
21.4 

134 
174 
147 

Source: CFS data; various issues. 

                                                                                                                                                                                
47 Economic reforms guided by the archetypical Washington Consensus do not have any room for public 
expenditure to establish floor prices. 
48 It only means that the income growth of the two different segments of the agricultural population was 
disproportionate and it contributed to the widening of income inequality in the rural sector. 
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The second wave -widening the divide 

The discussion thus far has shown that income inequality as per CFSES data has shown a 

sign of lessening during the second wave.  This was partly due to the reduction of income 

inequality in 1996/97.  However, quite amazingly this conjecture of lessening income 

inequality since 1990s was not buttressed by the expenditure data of HIES.  In fact it was 

shown that expenditure data were more conspicuous and that income inequality worsened in 

the 1990s and the trend continued undeterred until 2002.  Although the evidence drawn 

from the two sources were not very conclusive they do not contradict the main argument 

that the condition of income inequality deteriorated after the inception of economic reforms 

in Sri Lanka.  

 

Another related and more significant linkage was the poverty-educational achievement 

nexus.   This is because, in general, educational achievements are strongly correlated to 

reduction of poverty rates.  Accordingly the incidence of poverty has been the highest 

among households with uneducated household heads (45 percent) in 1985/86; this rate fell 

slightly by 1995/96 (40 percent).  Also poverty rates corresponding to educational 

achievements regressed sharply; in other words the relationship between poverty and 

education was negative where those with higher educational achievements reporting lower 

incidence of poverty and vice-versa.  This paper has chosen two data sets to represent both 

first wave (1986/87) and second wave (1996/97) of reforms.  For both periods poverty rates 

corresponding to educational achievements fell progressively and graduates reported the 

lowest level of (1 percent) HC poverty.  This reflects the capacity of education and human 

development to influence the well-being of the masses.  It was said that, ceteris paribus, 

education was the best equalizer of income distribution in Sri Lanka.49   

 

Table 10- Poverty levels by educational achievements for 1986/87 and 1996/97 
Surveys No 

schooling 
Primary Lower 

secondary 
Upper 

secondary 
GCE 
(O/L) 

GCE 
(A/L) 

Graduate 
& above 

HC-1985/86 45 44 33 24 10 6 1 
HC-1995/96 40 38 31 22 11 5 1 

Source: Gunawardene, 2000. 

 

This statement, however, has to be interpreted carefully as such statistical associations do 

not say much about the ‘direction of causation’ pertaining to this association.  It is quite 

                                                           
49 However, the assumption of ‘ceteris paribus’ matters when opportunities and access to high quality 
education are not equally distributed across the country 
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possible that only the non-poor have access to educational opportunities of ‘quality'.50  

Therefore the low poverty incidence among the educated people can be circuitous.   Indeed, 

when budgetary expenditure on education as a ratio of GDP was considerably high in the 

1960s and when ‘free education’ was very much in existence, education could have been a 

greater equalizer of opportunities. 51   

 

Table 10 above illustrates how poverty incidence falls sharply with educational 

achievements.  It shows that poverty incidence among low educational achievers was higher 

during the first wave too (HC-1985/86).  This gap has somewhat narrowed towards the 

second wave (HC-1996/97) although the general tenor of distribution has not changed.  The 

poverty incidence between different educational categories and the potential impact of 

education on poverty alleviation dealt only with one side of the coin.  The other side of the 

coin outlines how educational achievements affect inequality within different categories of 

achievers.   As presented in Table 11 below, this undesirable effect of educational 

achievements in connection with widening income inequality shows that the Gini ratio 

increases among those with higher educational qualifications.  For instance, inequality is 

lowest among the ‘No schooling literate’ while it is highest among the ‘Passed degree’ 

category.  

 

Table 11- Educational attainments-inequality nexus for 1973-1996/97 

Description 1973 1978/79 1981/82 1986/87 1996/97 
No schooling- illiterate 

No schooling- literate 

Primary 

Secondary 

Passed GCE (O/L) 

Passed GCE (A/L) 

Passed Degree 

0.37 

0.37 

0.37 

0.37 

0.35 

0.48 

0.34 

0.46 

0.38 

0.47 

0.48 

0.46 

0.58 

0.47 

0.43 

0.41 

0.47 

0.48 

0.48 

0.55 

0.51 

0.40 

0.44 

0.46 

0.51 

0.50 

0.46 

0.56 

0.40 

0.38 

0.43 

0.45 

0.46 

0.46 

0.53 

Source: CFS, Various Issues. 

 

The table provides a cogent illustration of heightened income inequality among those groups 

with increased educational achievements.  The Gini ratios for those above GCE (O/L) in 
                                                           
50 Many are the constraints to children from poor families to pursue their education; lack of teachers to teach 
subjects like English, Mathematics, Commerce, and Science are in the forefront.   Only  a few schools have 
science labs, and library facilities, while facilities for extra-curricular activities are non-existent.   
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particular are greater than 0.45 while it exceeds 0.50 for those above degree qualifications 

particularly after 1981/82.  It also shows that during the pre-reform period the Gini ratios 

were relatively low for all categories of achievers.  However, these ratios had an abrupt 

increase in 1978/79.  For most categories these Gini values were at an increasing pace 

during the entire ‘first wave’.  It also shows that the increase was seemingly high for those 

within the primary and secondary educational groups, which constitute about 60 percent of 

the population. Interestingly, GINI ratios were comparatively higher for those with post 

secondary educational attainments while it was lowest for no schooling categories. 52   

These findings rightly question the notion whether education is in fact an equalizer of 

income distribution.   It also questions the policy prescriptions of the HOSS theorem.  

Contrasting the general contention of this theorem, jobs generated through 'openness' 

appeared to have been skewed more towards the high skilled /educated categories where 

they fetch higher real wage rates and better conditions of work.  On the other hand, the 

unskilled categories were pushed-back to the distress driven informal sector where the wage 

levels remained low.  Therefore the educational channel of convergence is seen virtually to 

be imaginary in the context of Sri Lanka. 

 

Another aspect of income inequality covered spatial and social divides; they included 

educational and gender related developments. One such area that was debated during this 

period was whether education was a ‘better equalizer’ of income inequality.  In the context 

of falling educational expenditure as a percentage of GDP and resultant curtailment of 

investments on educational infrastructure in the hinterland and the proliferation of private 

tuition and/or private schools preparing students for exclusively for foreign examinations 

this proposition lost its significance substantially.53  These factors showed the possibility 

that inequality in educational achievements were based on income and locational 

advantages.  Ostensibly, the public sector dominated the primary (93 percent) and secondary 

(95 percent) enrolment of students.54  However, about 18 percent of the children who 

enrolled into junior secondary education fail to complete grade 9; most of these children 

belonged to poor families from economically disadvantageous regions (including rural 

                                                                                                                                                                                
51 Expenditure on education as a ratio of GDP fell from almost 3% of GDP in 1960s to less than 2 % during 
the first wave. As a ratio of GDP this fall is as big as 50 % reduction. 
52 See, page 270 and table 5.41 of the Consumer Finance Survey of 1986/87 for a similar interpretation. 
 
53 The provision of these facilities depended more on affordability rather than merit and thus favoured the 
urban rich.  
54 Here, about 4 million children were enrolled into 9800 of the public schools by 2002. 
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hinterland, estate sector and conflict-affected zones).  By 2002 the pass rate of the GCE 

(ordinary level) was a mere 37 percent of the total candidates who sat for the examination.  

Almost 63 percent get dropped out at this level.  In the privileged Western province this rate 

was as high as 48 percent compared with North Central (31 percent), Uva (31 percent), 

Northeast (32 percent), and Central (32 percent); These are backward provinces and the 

poor examination results amply demonstrate the disparity in achievement levels. 55

 

Moreover, the average university enrolment rate for the country in 2002 was a meagre 3 

percent although it was as low as 1 percent for the North Central province as compared with 

5 percent for the Western province.  In the sphere of education, the access and outreach have 

shown very clear evidence of unequal distribution of opportunities.  It was clear that 

dispense of ‘free-education’ has become a ‘travesty’ as access and equity in terms of 

opportunities have become much more skewed towards the rich and /or  urban sectors 

during the second wave. 56

 

Thus it is important to re-establish the direction of causation to ascertain whether 

educational achievements in fact provide a window of opportunities to the poor to move out 

of poverty or whether educational opportunities as they operate today reproduce and 

reinforce the present conditions of unequal socio-economic realities.     Table 12 describes 

how income levels impact on student enrolments at different levels of educational pursuits.   

It was found that the fundamental tenets of free education are unquestionably weakened on 

account of high educational expenses at household levels.  This is especially important as 

educational success in the post secondary levels in particular were seen associated with the 

income levels of the parents; the cost of private tuition that has risen continuously during the 

past decades explained part of this nexus.   

 

For example, the percentage of students attending private tuition classes has increased from 

23.7 percent in 1986/87 to 49.6 percent by 2003/04.  This ratio ranges between 79 percent 

for the top most income bracket in the urban sector to 23.2 percent for the bottom most 

income bracket in the estate sector.   In terms of expenditure, a household in the urban 

sector spends Rs. 1342.00(US $13.4) per month for post secondary education that compares 
                                                           
55 The provinces listed were lumped together as ‘backward provinces’ in section one where poverty HC was 
found high and developmental outreach in physical and social infrastructure was low 
56 Theoretically, free education covers the components of free tuition, free textbooks, free uniforms, free 
midday meal and subsidized bus fare where applicable 
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with Rs. 385.00 (US$ 3.8) in the estate sector.  Apart from mere tuition expenditure, 

education also incurs expenses on transportation, clothing, books, etc., which intensify the 

filtering process where only the relatively rich quintiles in the privileged urban sector are 

capable of having access to higher education.   Thus educational opportunities appeared to 

have been re-adjusted to suit the elitist class of the society.  It is the rich who accrue the 

benefits of the so-called opportunities created by free education.  The low incidence of 

poverty among those with higher educational status shows how the existing socio-economic 

manifestations are reinforced by the educational system in the country.  Children from poor 

households accrue only meagre benefits as many of them drop-out before they reach the 

junior secondary qualifications.  Many others dropout at the level of tertiary education while 

those who manage to enter the universities follow ‘low-end’ courses in the Arts and 

Humanities streams for which the employment market is limited because of their poor 

working knowledge of the English  language.  Table 12 below buttressed this argument as 

the overwhelming majority of students who enter tertiary education levels are found to 

belong to the top income quintiles.  Thus education is no longer an equalizer; rather it 

reinforces and re-generates the existing class structure in the society.  

 
Table 12- Student enrolment and income distribution 

Income quintiles Net Junior secondary 
Grades 6-9 

Net secondary 
Grades 10-12 

Tertiary 

Bottom 
2 
3 
4 
Top 

61 
66 
67 
77 
76 

31 
35 
41 
47 
60 

2 
2 
4 
5 
13 

Source: World Bank (2004) based on DCS, 1995/96 

 

It is clear then that there is a significant association between enrolment in education beyond 

secondary grades of education and income quintiles.  The disparity is sharp between poor 

and non-poor households.  For example the tertiary education enrolment is about six times 

higher for the top most income quintile in comparison with the bottom income quintile. 57  

With respect to secondary education this gulf was as high as 100 percent favouring the top 

income quintile.  The benefits of free education seemed to have been disproportionately 

accrued by the affluent households.    

                                                           
57 For Junior Secondary levels the gap between the bottom and top quintiles was 25%; this increased to 93 
percent for Secondary levels and almost 650 times for tertiary levels.  As educational dividend is directly 
linked to tertiary education this gulf clearly shows that education does not function as an equalizer in its 
current form.   
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This argument is further supported by the GINI ratios pertaining to the distribution of 

education.  As shown in Table 13 GINI ratios are higher for higher educational 

achievements showing the extent of disparity in access and achievement and the capacity to 

spend on education.   As usual, income disparity is lowest among the low income groups.  

Stemming from this fact, income distribution is lowest among those having primary 

education only.  However, as one climbs up in the ladder of education, income inequality 

measured in terms of Gini ratio widened, where, for instance in the case of those belonging 

to the tertiary education group it jacked up to 0.44 points.   It appears that the prospects for 

differentiation are much higher among the educated lot.  This may be due partly to the 

higher income earning capacity of those who are educated.  However, it is no doubt that the 

initial level opulence of the parents too should contribute to this situation substantially. 

 

Table 13- Gini Ratios pertaining to educational achievements 

Public education spending 

by households 

Gini ratios (%) Coefficient of values (%) 

Primary 

Junior Secondary 

Senior Secondary 

Tertiary  

0.004 

0.05 

0.16 

0.48 

0.1 

0.3 

3.1 

44. 
Source: World Bank, DCS data 1995/96. 

 

The following sections will attempt to examine the conditions of the broader aspects of the 

economic divide as defined earlier.  It covers aspects of malnutrition, and other deprivations 

arising from inaccessibility to educational and health infrastructure and poor hygienic 

conditions that impair human development in the deprived sectors and regions.  However, 

unlike in the case of income poverty and inequality, comparable time series data are not 

available to ascertain how the reform impacts are differently felt on people during the 

periods of ‘pre-reform’, ‘first wave’ and the ‘second wave’. This section therefore will adopt 

an eclectic approach to evaluate the impact of reforms on the economic divide.  The areas 

covered herein will include different aspects of malnutrition, educational attainments and 

health conditions.   
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Malnutrition  
One of the main criticisms against the pre-reform period was the severe shortage of essential 

food items in the country.   The change of political and policy regimes was justified mainly 

on the basis of food shortages.  The election manifesto of the UNP which won the 1977 

election specifically pledged eight measures (roughly eight kilos) of food grains to the 

people who underwent difficulties to purchase food grains.58   Quite predictably the reforms 

opened up the country’s market for imported food grains, pulses and other commodities 

making the markets stocked with essential and not-so essential foodstuffs.   By 1977 the 

exchange crisis was over and the world food situation too was very much improved.  

Therefore, there has been an overall increase in the availability of food, which should have 

contributed to an improvement in the aggregate calorie intake of the population during the 

aftermath of reforms.  However the evidence provided in the following schedule contradicts 

this conjecture.  

Schedule1- Comparison of conditions of malnutrition  
(pre reform and first wave periods) 

Source Data Aspect covered Major finding 
Marten as quoted by 
Gooneratne (1983), p. 259  
 
Gooneratne and Gunawardena 
(1983) p.258-59 
 
 
Anand and Harris (1987) 
 
 
Sahn (1987) 
p.810 
 
 
 
Edirisinghe (1987) 
pp.38-39 

1978/79-
1981/82 
 
69/70, 78/79 & 
80/81 
 
 
78/7 & 81/82 
 
 
78/79 &81/82 
 
 
 
 
78/79 &81/82  
 
 

Calorie and protein 
deficiency  
 
Energy and protein 
intake  
 
 
Calorie intake 
 
 
Calorie intake / 
adult 
 
 
 
Calorie intake for 
the poorest 30% 
  

About 66.5 % of the population rated 
as calorie deficient 
 
Both energy / protein intake possible 
from food stamps halved between 
1989-1982 
 
Calorie intake of the lowest 3 deciles 
falling 
 
An increase of undernutrition among 
all groups less than 2000/day; fall of 
45% or more for those below 
1600/day group.  
 
Malnutrition among the poorest 30 % 
increased sharply 

Source: As per studies listed above. 
 
It appears that the aggregate pertaining to ‘import’ and food stocks in the country have 

masked the distributional aspects of food; like in most famines shortage of food is rather a 

function of ‘entitlements’ than the total availability.59

 
                                                           
58 This should partly be due to the global food crisis in 1973/74 and the foreign exchange crisis of the 
government during this period; however, most of these constraints were over by 1976. 
59 In this context it has to be noted that famine as described by Sen is not a problem of overall availability of 
food but a failure of entitlements arising from defective distributional arrangements and lack of purchasing 
power.   
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An attempt has been made to collate the findings of different studies on the effects of 

reforms on calorie and protein intake and consequently how the nutritional aspects of the 

poor were affected by the changes of economic policies.  As summarized in the table above, 

the nutritional conditions of the poorest deciles have seriously deteriorated and the sectors 

that have had the worst effects were the rural and the estate sectors.  It is shown that both in 

terms of energy and protein intake the poor have suffered disproportionately during the first 

wave of reforms.   The relative fall of energy intake in particular and the resultant effects on 

undernutrition makes the post-reform period worse than the food deficient pre-reform 

period.   

 

These conditions did not improve during the second wave of reforms. This was specially so 

for children under 5 years of age.    This anomalous situation pertaining to malnutrition 

among children has to be studied in the context of the importance attached to child nutrition 

as a fundamental aspect of human welfare.60   It is well known that malnutrition results in a 

variety of harmful social, economic and biological consequences on children who are 

affected.  In Sri Lanka quite amazingly the incidence of child malnutrition is very high 

despite its spectacularly low rates of infant mortality and relatively high per capita income 

in relation to its other South Asian counterparts.61    The rate of malnutrition in terms of 

moderate or sever under weight was 29 percent while stunting and wasting lingered around 

14 percent for children between the months of 3-59 by 2000.62  Accordingly, Sri Lanka’s 

malnutrition measured in terms of child underweight rate was about three times as high as 

the predicted rate as per its infant mortality.63

 

This disconnect between infant mortality and malnutrition may be explained only in terms 

of the initial advantages in better preventive and curative health care in Sri Lanka; it has 

lowered the mortality rates amidst poor dietary intake of children who belong to households 
                                                           
60 Reducing child malnutrition has been identified as one of the key items of Millennium Development 
expectations 
61 The infant mortality of the country has reached a low level of 13 deaths per thousand births by 2000 while 
the GDP per capita for 2006 was US $ 1355.   However, the intra-regional trend in infant mortality has shown 
that in five  (Central, Southern, North Central, Uva and Sabaragamuwa) out of the nine provinces of Sri 
Lanka,  the infant mortality rates have increased between 1991 and 1996 
62 A child is considered underweight when her weight for age is more than two standard deviations below the 
NCHS/WHO reference while severe underweight occurs when the measured weight for age is three standard 
deviations below the reference.  While underweight is a manifestation of short-term acute food deficit, 
stunting and wasting reflects long term chronic under nutrition. 
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of low income quintiles.  However the paucity of food in the right quantity has exacerbated 

the incidence of malnutrition.64    The following chart and the regression line with an R2 of 

0.8858 supports this view that the incidence of malnutrition increases sharply among those 

who belong to lower income quintiles in Sri Lanka. It is seen that the incidence of child 

underweight in particular has been more than 38 percent for the bottom quintile of the 

population.  This has fallen sharply to reach almost 20 percent for the top income quintiles.  

The argument that malnutrition in terms of child underweight is a manifestation of food 

habits as posed by some quarters is therefore incomplete.(See for instance, World Bank, 

2004 and 2007).    

Figure 6 –The Relationship between Child Underweight and Income Levels 

% children underweight by income quintiles y = -5.4x + 45.8
R2 = 0.8858
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  Source: Computed using data from the Department of Census and Statistics. 

 

This was further supported by the fact that the pattern of malnutrition measured in terms of 

child underweight coincided with data on poverty incidence by provinces.  For instance, 

while the Western province with the lowest incidence of poverty recorded the lowest level 

of underweight (21 percent), Uva province, which is the poorest, has recorded the highest 

level of underweight (39 percent).    Similarly, a sector-wise comparison shows that the 

estate sector has reported the highest rate of malnutrition (43 percent) in comparison with 

the urban sector recording the lowest rate (20 percent) of malnutrition.   This pattern is 

supported by international data where it has been found that there is an association between 

income levels on the one hand and public action on the other on the status of nutritional 

                                                                                                                                                                                
63 This is when underweight is plotted against infant mortality and average per capita income of the country: 
For details see, World Bank, 2005, p 20) 
64 Some of these initial advantages as disclosed at the beginning of this section fizzled out in the aftermath of 
reforms.  
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attainments pertaining to children in developing countries (Haddad, et al., 2003: Stifel and 

Alderman, 2003).  In Sri Lanka, although the GDP growth became relatively faster during 

the post liberalization era, state interventions to ensure distributional equity and improve 

social welfare suffered substantially.65 The trends of malnutrition data disclose the adverse 

implication of economic liberalization on the backward areas and low income groups of the 

population in particular. 

 

Educational and health infrastructure 

The following sections will briefly outline some of the deleterious effects of reforms on 

educational and health infrastructure and consequently on the human poverty related 

manifestations of the socioeconomic divide. Here again, data problems have compelled the 

researcher to depend exclusively on case data to support this contention.   The following 

section presents a few stylized facts pertaining to the delivery of educational services.  

 

Paradoxically the Gini coefficient of 0.04 for primary levels presented in Table 13 masks 

the innate problems of inequality with respect to the quality of education received by 

children belonging to different income groups even at primary cycle.   Although educational 

achievements by income levels are not available, there are proxy data to show how the 

levels of achievements vary distinctly by sectors and regions.  Table 14 below summarizes 

this data on the quality of education, which definitively favours those from the relatively 

endowed urban sector at the expense of the rural sector and estate sectors.66   It shows that 

the attainment levels vary substantially between urban and rural schools.   These differences 

are common to all the three subject areas, namely, first language, English language and 

Mathematics.  The differences in attainment as stated elsewhere arise from school related 

snags such as the non-availability of qualified teachers and lack of basic infrastructure such 

as class rooms together with  problems at household levels such as non-availability of 

parental support and recurrent problems of absence due to economic and health reasons.    

 

 

 

                                                           
65 With per capita income crossing the US $ 1000, in the year 2004, Sri Lanka now belongs to the club of 
lower middle income countries 
66 The quality of education purveyed was measured using a common test conducted island wide to test 
comprehension, and numeracy among children who have completed 48 months of schooling, that is 
completed grade 4 in primary education. 
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Table 14- Mastery of educational skills by sectors 
Domain of skills  Urban Rural Sri Lanka 
First language (Sinhala or Tamil)  
English language 
Mathematical skills  

51 
23 
52 

34 
7 
35 
 

37 
10 
38 

Source: Compiled using data from the National Education Research and Evaluation Centre 
(2003), University of Colombo. 

 

Similarly, table 15 summarizes the provincial distribution of educational quality with the 

Western province recording much superior performance in comparison with the backward 

provinces.  The overall pattern appears to be very much similar to the table on urban-rural 

divide although the ratios change slightly.  These variations were attributed to differences in 

the availability of teachers: teacher qualifications, capabilities, attendance, and classroom 

practices; differences in physical facilities and quality of inputs; variations in socio-

economic conditions of children including parental education, school attendance, and 

nutritional status etc.   

 
Table 15- Mastery of educational skills by sectors 

 First language English language Mathematical skills 
Western province 
Backward provinces  
Sri Lanka  

51 
31 
37 

20 
6 
10 

50 
33 
38 

Source: Compiled using data from the National Education Research and Evaluation Centre 
(2003), University of Colombo. 

 

Improvements in the quality of education is badly stifled by the poor deployment of 

teaching staff favouring urban schools or schools located in not-so-difficult areas; 

absenteeism of teachers especially in the remote areas, and shortage of specialized teachers 

to teach English, Mathematics, and Science subjects again in the remote area; lack of 

infrastructure such as school buildings, class rooms, basic furniture and equipment; drinking 

water and sanitary facilities; and electricity.   

 

As stated by the World Bank, ‘Sri Lanka although has already attained the numerical goals 

relating to universal primary enrollment and completion it…experiences sharp regional 

disparities in learning outcomes  (World Bank, 2005, p EI).   The differences in the quality 

of education were pronounced in senior secondary education on account of the virtual 

absence of facilities for science education and commerce streams.  This includes lack of 

qualified teachers, laboratories, equipment, and books.  It has been found that only 200 
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schools have labs to teach science subjects for advanced level classes where as educational 

norms set by the GOSL stipulates that about 900 schools should have these facilities.  The 

inequality loop has its long term route in which those who are benefited from higher 

education of quality are offered employment opportunities faster and also at relatively 

higher wages rates  When only the rich enjoy better access to higher education it is the rich 

who manage to secure better paid jobs.67  This situation reinforces the process of 

differentiation.   Accordingly the direction of causality shows that the rich have an access to 

better education, better job opportunities and hence higher wages. 
 

Part Four  
 
 

A brief resume of the channels of inequality 
 
The data streams for the entire period presented in the preceding three parts have shown that 

economic inequality that encompassed both the income related divide and other broader 

aspects of inequality arising from maldistribution of educational and health infrastructure 

and social welfare have shown signs of widening divide between income groups, regions, 

and sectors.  These aspects covered the increasing gulf in terms of the incidence of poverty 

and income inequality that had shown a few unambiguous trends of widening economic 

disparities in respect of regions and sectors.  There is some evidence to show signs of the 

deceleration of the pace of these trends during the second wave especially in relation to 

income inequality as per CFSES data series.68    This series was conspicuous as it showed a 

trend of deceleration of income inequality after 1986/87.  Tables 1, 2, and 3 covered these 

trends extensively.  The mild dip in income inequality in 1996/97, although it may be a 

‘statistical puzzle’, is particularly relevant in this regard.   However, this trend was reversed 

in the years 2003/04 where the inequality level of Gini ratio of 0.46 was re-established.  In 

contrast, the HIES series showed that conditions of income inequality deteriorated in the 

second wave.  The euphoria that the country has reached a stage of reversing inequality 

trends to confirm Kuznet hypothesis was thus shattered with the data trends of 2003/04 of 

CFSES and 2002 of HIES.     

 

                                                           
67 Most schools in the remote areas do not have the facilities nor do the parents have funds to give them 
private coaching.  
68 HIES data series does not support this idea as Gini ratios computed using HIES data have continuously 
increased in the second wave too.  
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On the whole maldistribution of income and related trends in widening the economic divide 

in Sri Lanka have continued to degenerate the gains in social well being she recorded in the 

1960s and 1970s.  The economic reforms that were specifically meant for addressing ‘mass 

structural poverty’ and inequality in the economy appeared to have been a nostrum sans any 

positive impact on the reduction of inequality in the country.  Instead income inequality by 

deciles, sectors and communities have worsened while the overall picture of the divide 

pertaining to the distribution of social and economic infrastructure too has deteriorated.   

These trends and patterns portray an image that is totally different from what is painted by 

the reform orthodoxy. The following sections present a brief discussion on the channels of 

economic inequality in Sri Lanka.  It has classified them into two groups of proximate 

determinants namely, macro and micro channels.  Given the space limitations the treatment 

here would be brief and tentative. 

 

The paper conjectures that there are four macro channels of inequality; these channels have 

directly contributed to the transmission of inequality at personal, regional and sectoral levels 

as discussed in the previous sections.  With respect to the macro channels four proximate 

determinants of inequality have been identified in this paper.  They include the pace and 

dimensions of GDP growth, employment creation, inflationary pressures, and tenor of the 

fiscal policy of the government.     The micro channels cover some of the specific aspects of 

sectoral policies including the safety net policies, poverty alleviation programmes, and 

micro-finance schemes initiated by the state and different agencies.  

 

Macro determinants 

The rate of growth of GDP and its structure are two important proximate determinants of 

income inequality and poverty.   It is argued that a sustained and rapid rate of growth of 

GDP is favourable for income redistribution especially when such growth rate is 

distributionally neutral. On the contrary, a growth rate that is pro-rich tends to increase 

inequality.  It is therefore important to ensure that income growth is made pro-poor where 

the poorer income quintiles gain at a faster rate than the upper income quintiles. It should be 

emphasized that the standard expectations of ‘trickling down’ effect is not sufficient to 

make economic growth pro-poor.  It has been the general pattern during the past decade to 

exacerbate income inequality in those countries that reported faster rate of GDP growth.  

India, China, and the Eastern European countries provide examples for this trend of 

worsening income inequality despite high rate of GDP growth.  It was also found that 
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conditions of economic boom are generally favourable for the upper income deciles, while a 

condition of economic slump in the GDP growth is bad for the lower income deciles.  In 

other words, as revealed in the case of the East Asian Crisis, it is natural for the poor to lose 

disproportionately during times of economic crisis.   In this backdrop it is useful to examine 

the trends of economic growth during the past 36 years to ascertain how GDP growth fares 

specially after the reforms in 1977.  

 

Figure 7 – The trends in the GDP growth rate 1970-2004 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Source: Annual Reports, CBSL, Various Issues. 
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Figure 7 above shows that the although rate of growth of the GDP per capita increased in the 

first wave of reforms (1978-1988), the rate of increase was neither comparable with the 

countries of old East Asian miracles nor with the current trends of Vietnam, India or China 

(Chandrasekhar, 2004).  In fact the GDP growth rate of less than 5 percent per annum for Sri 

Lanka lagged far behind the rates recorded by these countries.    

 

Secondly, the incidence of boom-bust cycles in the GDP in the second wave (1989-2004) 

seemed to have made economic performance extremely volatile.  In the context of the poor 

losing disproportionately during economic depression, the intermittent conditions of 

volatility hurting the poor extremely is quite understandable as they are not at all protected by 

insurance and other financial market instruments.    Arguing that any situation that hurt the 
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lower income quintiles are bad for income inequality, these trends in the GDP appear to 

provide part of the explanation to the widening income inequality during the post reform era. 

 

However, a much more inexorable implication of GDP growth stems from the structural 

composition of GDP.  This in other words questions the inclusiveness of GDP growth in 

relation to its structure and composition.  Unfortunately it is found that those economic 

sectors that are generally beneficial to the majority of the population are virtually left behind 

in the growth process.    One such area is the agricultural sector in which the growth rate 

declined from 2.95 per annum during the first wave, and declined further to a mere 1.48 in 

the second wave.  This is significant not only in the context of its contribution to GDP and 

employment generation but also due to the simple fact that it provides shelter to about 80 

percent of the country’s population.69   Over this period the GDP share of the traditional 

agricultural sector fell from 37 percent in 1970 to 18 percent in 2004.  Why has the 

agricultural sector shrunk in relative terms during the post reform period?  One of the major 

reasons espoused by the liberalization orthodoxy is that the production of food grains which 

is the main economic activity in terms of land area and employment generation is 

uneconomical and hence it should be replaced by commercial crops such as fruits, 

vegetables, floriculture etc., for which there is an expanding market internationally.   Another 

reason was the slowing down of the growth potential of the traditional plantation sector of the 

country. 

Figure 8-Trends in Paddy GDP at constant prices 

Agricultural GDP at Constant Price (1974=100)

y = 0.0335x + 1.6636
R2 = 0.3924
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Source: Annual Reports, CBSL, Various issues. 

                                                           
69 Specially when both the rural and the estate sectors are put together.  
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The first claim is founded on two major assumptions.  Firstly it claims that the food grains 

sector in the country is inefficient in terms of resource allocation.  On the contrary, the CBSL 

data for the past 34 years have shown that the yield levels of the paddy sector in particular 

has increased persistently despite the dispiriting policy environment governing the 

agricultural sector in the face of contractionary fiscal policies of the state.  This aspect of 

policy environment will be discussed later.   In respect of the performance of the paddy 

sector, the average yield of paddy has increased from 2372 kg per hectare for 1970-77 to 

3589 kg per hectare for the second wave (1989-2004).70   Regrettably, the GDP of this sector 

has not grown in tandem mainly on account of the falling real prices of the government’s 

guaranteed price scheme which influenced the market price level for paddy.   

 

This situation has to be compared with the substantial reduction of poverty and sectoral 

inequality in China in the early 1980s, for which, one of the main contributory factors was 

the sharp increase in the government’s procurement prices (Ravallion and Chen, 2004).71   In 

Sri Lanka, the situation has been the exact opposite as will be shown in Figure 9 below.   In 

the same vein, the subsidiary food crop sector too collapsed immediately after the 1977 

reforms, displacing the thousands of small holders who were dependent on these crops.  As 

argued by some writers this collapse was indirectly attributed to the unrest in the Northern 

province which provided a breeding ground for the insurgency in the late 1980s (Lakshman, 

1997).   

 

Figure 9- Falling real prices of GPS prices for paddy purchases 
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Source: Annual Reports, CBSL, Various reports. 
                                                           
70 These figures compare very well with the yield levels of Thailand and Pakistan.  
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The picture of the secondary sector was not much different.  Suffice it to say that, much of 

the domestic industrial base faced a process of ruination immediately after the reforms which 

were reflected in the employment and industrial performance in the early 1980s.   Some of 

the industrial sub-sectors that suffered the most in the initial period of five years included 

non-metallic chemical products, handloom textiles and food and beverages.   Although, the 

secondary sector picked up in the second wave in particular, much of this resurgence was 

ascribed to the expansion of the textile and garment sector which can be labeled as a 

‘commodity’ rather than a manufacture in terms of the terms of trade effect.72  In this 

backdrop it was the tertiary sector that captured the lost share of the agricultural and the 

industrial sectors.  It is imperative to state that much of the tertiary activities are urban based 

and the benefits of these activities too are concentrated in the urban sector.  Second this 

sector recruits skilled labour that cut-off job opportunities to the unskilled workers who 

represent the lower income quintiles. This change of composition explains why the urban-

rural dichotomy widened during the recent years.   It is precisely the same conditions that 

helped worsening the regional disparity in which the Western region grew at the expense of 

the backward provinces.  

 

The second most important proximate determinant of income inequality is employment 

generation.  In reality it is the pace of employment creation and the types of employment 

opportunities produced that engender income equality in a country.  Paradoxically, in terms 

of aggregate data, unemployment rates fell during the post-reform period except for its mild 

surge in the mid 1980s.  However, much of this reduction stemmed from the changes of the 

definition of unemployment and the nature and composition of employment opportunities 

created.73  More over, the implications of employment on income distribution arise not only 

from the number of jobs generated but also from the nature of jobs, terms and conditions and  

changes in real wages.  

 
                                                                                                                                                                                

 

71 The other major reason is the land reform policies.  
72 Although textiles and garments are manufactured goods their market power is much less and hence they are 
akin to primary commodities.  
73 It has been found that the definition of employment has changed from ‘a stringent’ status to a much relaxed 
status.  For example the definition of ‘employed’ as per CFSES-1971, was ‘those with gainful employment at 
least one day during the two months preceding the survey’.  The  CFSES-2003/04, changed this definition to 
read  ‘a person during the reference period of 7 days prior to date of the first field visit had worked for pay, 
profit or unpaid family gain with at least one day requiring a minimum of one hour of work’.73   Another 
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Table 16 –Data on the elasticity of employment 
Year GDP (1996  

factor  
cost 

 price) 

Total  
Employment

%  
Change 

of  
GDP 

% 
Change 

of 
employ
ment 

Employment 
elasticity of 
agricultural 

GDP* 

Employment 
elasticity of 

GDP* 

1971 229 3649 4.09 1.08   
1978 321 4647 40.1 27.34 1.77(0.22) 0.68 (0.08) 

  
1987 462 5271 43.92 13.43 

0.09(0.008) 
0.30(0.03) 

2004 929 6947 101 31.79 -0.16 (-0.01) 0.31 (0.02) 
* These are not annualized values and to compute annualized values each of them should be divided by 8, 11, 
and 16 to obtain relevant pre-reform, first wave, and second wave periods. Source: Computed using data from 

various issues of CFS, QLFS and CBSL Annual Reports 
 

In the above table above computations were made only for four selected years that 

corresponded to the three periods of the study.  These computations illustrate the variations in 

the employment elasticity of the agricultural GDP and also the GDP of the entire country.  

With respect to the employment elasticity of agricultural GDP, the trend was quite crucial 

where the ratios of elasticity declined continuously from an annual positive value of 0.22 in 

the pre-reform period to an annual negative value of –0.01 by the second wave.  This means 

that during the pre-reform era an increase in agricultural GDP accompanied a growth in 

agricultural jobs at a rate of 0.22 jobs per every one (1) point increase in agricultural GDP.   

Although employment elasticity during the first wave was positive it was at a much slower 

pace of 0.008.   In contrast by the second wave, in spite of an increase in the agricultural GDP, 

the employment elasticity became negative for the first time in the contemporary history.74   

 

This negative value of employment elasticity is despite the substantial incidence of 

underemployment in the agricultural sector that is not accounted for these computations.  

These figures suggest that there is an enormous burden on the secondary and tertiary sectors 

of the economy to absorb the backlog of unemployed and the new entrants to the labour force; 

the two sectors have miserably failed to absorb these increasing numbers. The fall in 

employment elasticity of income was not confined to the agricultural sector alone. The ratios 

of employment elasticity for the entire country confirmed the fact that the same process was in 

operation although at a slower pace in the other sectors of the economy as well.    While the 

agricultural sector appears to have been shedding workers, the so-called dynamic sectors have 

not been doing justice by providing additional jobs.   
                                                                                                                                                                                
important condition of change included shortening the reference period (two months to one week), reference 
time (one day to one hour) and including those unpaid family workers as employed.   
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This fall in employment elasticity gave rise to a phenomenon of ‘jobless growth’ in Sri Lanka 

during the post reform era.  When economic growth has a ‘jobless’ character, it fails to 

transmit the benefits of GDP growth to the low income groups.  This happens when economic 

growth is characterized by increasing productivity of labour on account of excessive use of 

capital.  This exacerbates the process of engendering economic inequality and poverty.  This 

is particularly so as the poor, unlike the rich, are endowed with mere unskilled labour.  They 

do not posses sources of income other than the compensation they receive for their labour.  In 

this context the manifestations of unemployment, under-employment and low real wages 

provide an ideal breeding ground for the incidence of inequality.   

 
Fourthly, and perhaps more importantly, there has been a massive change in the structure and 

form of jobs created in the post reform period, which also are not properly accounted for in 

the computation of employment.  These structural changes include the emergence of a 

remarkably high share of ‘causal jobs’ and the preponderance of the ‘unorganized sector’ in 

the job market.   With respect to the ‘casualization of jobs’ it was found that the volume of 

casual engagements increased from about 25.6 percent in 1978/79, to 35.8 percent by 

2003/04.  The casualisation of jobs was evident both in the urban, and rural sectors, while in 

the estate sector causal jobs started appearing dominant only after 1996.  Three parallel 

developments in the job market accompanied this ‘casualization’ process.  Firstly, the 

importance of the state as a provider of employment opportunities declined during the second 

wave of reforms.  The acceleration of the process of privatization of state corporations in the 

1990s signified this process.75  Secondly, quite a sizable proportion of those jobs which earlier 

provided mainstream organizational functions were outsourced and this was a common 

feature for both private and public sector ventures.  Thirdly, people who could not secure 

regular jobs in the organized sector ventured into causal jobs or self employment both in 

urban and rural areas.  These were primarily ‘distress driven’ engagements for which low 

wage rates and poor conditions of work that adversely affect their overall welfare.  These 

three processes have replaced ‘regular jobs’ with low paying casual and contractual jobs.  

 
                                                                                                                                                                                

 

74 This means that the sector has commenced shedding workers. This is not necessarily a bad thing so long as 
those laid-off in the agricultural sector are absorbed into the secondary and tertiary sectors.   
75 The number of ventures privatized included 31 state owned enterprises during 1990-96, another 18 in the 
years 1996-199 and 21 more enterprises during 1997-2004.  The recipe of structural adjustments includes a) 
privatization, b), retrenchment by way of down sizing and c) a combination of both (a) and (b).  The problem 
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In this backdrop the informal sector expanded at a rapid pace as a major source of 

employment.  By the year 2003/04, the contribution of the informal sector to employment 

generation reached 70.9 percent of the total share of employment.  This was about 66 percent 

in 1986/87 and had a still lower stake during the pre-reform era.  The expansion of the 

unorganized sector too became a predominant feature during the post reform period.  In terms 

of the distribution of jobs by sectors, it was found that unorganized / informal sector jobs were 

predominant in the rural areas where employment opportunities were limited. 

 

Table 17-Percentage employed by status of employment 
Category of 

employment 

1973 1978/79 1981/82 1986/97 1996/97 2003/04 

Regular 

Casual* 

Employers 

Self employed 

Unpaid family workers 

60.9 

-- 

1.4 

30.9 

6.7 

36.5 

25.6 

1.5 

23.0 

13.5 

30.4 

36.2 

2.2 

22.8 

8.5 

29.7 

28.6 

1.6 

30.0 

10.2 

22.8 

35.3 

1.3 

30.0 

10.6 

20.9 

35.8 

1.7 

32.9 

8.7 

*This category was not available in 1973, and since 1996 it includes a relatively  
negligible sub category known as contractual workers. 

Source: CFS, various issues. 
 

There was also evidence of a symbiotic relationship between the employment structure and 

educational levels where informal sector jobs are mostly held by those workers who are 

illiterate (82%) or with only primary education (86%).   Thus inequality is reinforced by the 

twin evils of lack of jobs in the organized sector and absence of educational qualifications.   

 

Table 18- Employment, gender and regional divide 
Earnings for a 

week 

Urban male Urban female Rural male Rural female Mean value for 

the island 

Below 300 

3001-600 

601-1000 

1001-2000 

2001-3000 

Over 3001 

9.3      (9.3) 

16.5    (25.8) 

28.1    (53.9) 

30.5    (84.4) 

8.4      (92.8) 

7.2      (100) 

13.8   (13.8) 

27.9 (41.9) 

24.5 (66.2) 

28.2 (94.4) 

4.4 (98.8) 

1.2      (100) 

15.4 (15.4) 

28.2 (43.6) 

28.1      (71.7) 

23.0 (94.7) 

3.6 (98.3) 

1.7        (100) 

26.9      (26.9) 

29.0 (55.9) 

25.1 (81.0) 

16.6 (97.6) 

1.8 (99.4) 

0.6          (100) 

17.9 (17.9) 

31.2 (48.3) 

25.6 (73.9) 

20.2 (94.1) 

3.3 (97.4) 

1.6        (100) 

                                                                                                                                                                                
became specially acute when the state closed down or down sized some of its ventures that gave rise to a 
situation where a bout 25000 jobs disappeared within a time span of three years.  
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Total sample 

Mean weekly 

income (Rs) 

Medium weekly 

799 

 

2738.00 

1625.00 

325 

 

1631.00 

907.00 

4304 

 

1520.00 

1119.00 

1813 

 

953.00 

687.00 

8159 

 

2186.00 

1531.00 

Source: Table 4.13, CFS, 1996/97, and computations based on Table 5.1. 

 

Yet another perspective that is relevant at this stage is the sectoral and gender related 

dichotomies that caused an increase in the incidence of divides.  A salient feature here is the 

widening gap between the income levels of rural and urban workers by gender.  As indicated 

in table 8 above as much as 15 percent of the urban males reported a mean income of more 

than Rs. 2000.00 in 1996/97, which compared with a dismal 5 percent in the case of the rural 

sector.   In fact the mean income of the urban males was about 80 percent higher than that of 

the rural males.   Although hard data is not available to identify the underlying reasons for this 

dichotomy it is safe to conjecture that gender specific discrimination alone side with skewed 

the distribution of job opportunities favouring the urban sector and the differences in wage 

rates underlie this divide.  Table 18 shows that more than 71 percent of the rural males and 

almost 81 percent of rural females receive a weekly income of less than Rs. 1000.00.   This 

has to be viewed in the context of the mean weekly income of Rs. 2186 for the entire country.  

It is also important to consider that the income poverty line for 1996/97 was around Rs. 1000 

per month.  
 

It is evident from table 19 that the dichotomy in the organized private sector vis-à-vis 

unorganized private sector is sharp.   For example, when more than 85 percent of the 

employees in the unorganized private sector earn less than Rs.1000.00 per week, the relevant 

ratio for the organized private sector is a much lower 66 per cent.  This difference is very 

severe for the female workers in both sectors where about 90 percent and 97 percent of the 

workers in the organized and unorganized sectors respectively earn less than Rs. 1000.00 per 

week.  One reasons for these low earnings in the unorganized sector is the visible 

underemployment- where those who work less than the 35 hr norm per week is as high as 87 

percent in the unorganized rural sector.  The relevant figure for the unorganized urban sector 

is 73 percent.   
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Table 19-Dichotomies in weekly earnings by organized and unorganized sectors 

Earnings for a 

week (Rs)* 

Males in the 

organized 

private sector 

Females in the 

organized 

private sector 

Males in the 

unorganized 

private sector 

Females in the 

unorganized 

private sector 

Below 300 

3001-600 

601-1000 

1001-2000 

2001-3000 

Over 3001 

9.3 (9.3) 

30.9 (40.2)

26.4 (66.4)

23.1          (89.7)

5.5 (95.2)

4.8            (100)

14.2 (14.2)

47.1 (61.3)

28.6 (89.9)

8.6 (98.5)

0.8 (99.3)

0.7            (100)

22.3 (22.3) 

35.2 (57.5) 

27.4 (84.9) 

13.3 (98.2) 

1.1 (99.3) 

0.7             (100) 

51.8 (51.8) 

33.5 (85.3) 

11.9 (97.2) 

2.6 (99.8) 

0.1 (99.9) 

0.1          (100) 
Source:  CFS, Table 4.14, 1996/97. 

* Rs. 1000 equals 18.09 US $. 

 

Inflationary pressures  

The third channel of inequality is the rate of inflation.  It was found that inflationary pressure 

has reduced the real income of wage workers, peasant farmers and workers in the unorganized 

sector who suffer tremendously on account of the spiraling inflation.    Table 4.10 below 

presents a comparative analysis of changes in the exchange rate and the rate of inflation which 

epitomized the immediate impact of reforms on the internal and the external stability of the 

economy.   

 

Table 20- Changes introduced in 1977 and their impact on price levels 

Index Before reforms 

(average for 1977) 

After reform 

(average for 1978) 

Rate of change

 (%) 

Interest rates 

Exchange rates 

Inflation (CCPI) 

5.5 

8.83 

203.2 

7.2 

15.56 

227.8 

30.9 

76.2 

12.1 

Source: Annual Report, CBSL, 1978. 

 

The liberalization orthodoxy presupposes that once the market is opened up and liberalized, it 

would generate its own thrust to economic growth on the one hand and self-correcting and 

stabilizing mechanisms on the other.  Accordingly, the conditions of free market should 

precede the establishment and the maintenance of economic fundamentals.  However, this 

prophecy was never realized and the rate of inflation, budget deficit, external reserves and 
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debt servicing continued to deteriorate in the post reform era.   The behaviour of the 

fundamentals was apparently more volatile and the depth of variance also seemed to be more 

pronounced during the first wave.  Ironically these changes in the exchange rate and rate of 

inflation never reconciled during the subsequent years.  The annual average rate of inflation 

that was 5.73 during the pre-reform period galloped to 12.7 percent per annum during the first 

wave of reforms.76   This was a huge jump and its ill effects were felt disproportionately on 

the underprivileged segments of the population.  For instance, the non indexed Food Stamps 

Scheme of 1979 saw a massive reduction of its buying power and within a period of four 

years its unit value halved lowering the entitlements of food stamp recipients.77   This 

reduction in purchasing power signified the adverse impact of inflation on the poor.  On the 

whole, inflation had its effects on the wage earners palpably. 

 

Some of the worst hit categories were the estate workers and the government servants such as 

school teachers.  Another category that was fatally hit by inflation was the peasant farmers 

whose income declined on account of falling real value of the floor prices and the increasing 

cost of production that resulted in cost-price squeeze in peasant agriculture.78   The effects of 

the so-called ‘scissors crisis’ are not something that is peculiar to those small holders in the 

rain-fed areas alone.  The agricultural workers are further handicapped by the fact that they do 

not enjoy any social protection such as pension or right to organized agitations.  Even with 

right to organized agitations the real wage rates of the private sector workers did not increase 

adequately to meet the inflationary pressures.79    
 

Thus the working class of the country on the whole was effectively cut-off from whatever 

dividends of reforms.  Here again those who belonged to the rural and estate sectors were the 

worst hit in comparison with their urban counterparts.80   The unimpressive increase in the rate 

of employment and real wages in all the major sectors thus created a sizable distress in the 

economy.    
 

                                                           
76 This is about an increase of 122% in the rate of inflation.  
77 As the Food Stamp Scheme was not indexed to changes in the cost of living its purchasing power fell 
sharply and consequently helped the government secure millions of rupees through an inflation led saving.  
78 The terminology of ‘scissors crisis’ as coined by Gunasingha (1985) outlines how the cost of production 
changes outpaced agricultural revenue that reduced the producer margins persistently. This is also referred to 
as cost-price squeeze.  
79 The real GDP of the country grew at more than 4.66 percent during the post reform era.  The benefits of 
this growth were denied to both the agricultural peasantry and to the working class 
80 However, a major strike action of July 1981 by the public sector unions was brutally crushed and more than 
50000 workers who joined the strike action were laid-off by the government. 
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Figure-10-Behaviour of real wages 
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Source: Department of Labour, as reported in the Annual report of the Central Bank of Sri Lanka, 2002. 

 
Fiscal policies  

This is the last of the four major channels of income inequality.  This channel of inequality 

arose from the reduction of budgetary allocations for soft targets such as social welfare, 

education and health in the first wave of reforms and the contraction of allocation for 

infrastructural developments in the second wave.  The deceleration of the pace of new 

development projects on the one hand and the run-down of the existing infrastructure on the 

other formed important components of fiscal cuts on infrastructure.   The diminution of the 

budgetary flows into the agricultural sector and its detrimental effects were discussed earlier.   

When the irrigation system was run-down, the reservoirs got silted and water canals became 

dilapidated thus reducing the command area of reservoirs.  Resulting from the lowered 

carrying capacity of the irrigation system, cropping intensity too fell from around 140 in the 

early 1980s to 115 by 2002.81   A similar predicament was noticed with respect to the lowered 

public investments to develop and expand the road network, electricity and 

telecommunication infrastructure.   A classic example of the reduction of public expenditure 

on agriculture is presented in Figure 11 below.  
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Figure 11- Changing pattern of public expenditure on agriculture 
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It is evident that public expenditure on agriculture was pruned sharply since the early 1980s 

and the flow of funds became unusually low since 1990.  This reduction marks the introduction 

of the second wave of reforms with a strong structural adjustment input which advocated the 

closure of seed farms, withdrawal of the fertilizer subsidy and many other changes that had a 

harmful impact on the poor who depended on farming.  In fact it should be noted that the rural 

sector houses about 90 percent of the income poor in this country and the effects of the above 

reduction of public funds impede their limited capacity to move out of poverty.  Accordingly 

the reduction of public investments on agriculture symbolized the adverse impact of 

contractionary public policies on income inequality in Sri Lanka.  In Part 3 it was shown how 

the education and health sectors suffered on account of similar cuts where the social 

expenditure fell from about 8 percent of the GDP in the early 1960s to less than 5 percent in 

the second wave.  The public and social policies of the country changed its original pro-poor 

stance of the pre-reform era to an anti-poor stance during the post-reform period.  These four 

channels together made income inequality rather an irrevocable condition for Sri Lanka during 

the past 27 years.  On top of them there were another series of micro channels that exacerbated 

the condition of income inequality in the country.  

 

Micro channels of poverty alleviation and inequality reduction.  

The incidence of chronic poverty and indebtedness in developing countries like Sri Lanka has 

led to the emergence of an assortment of social security and safety net programmes to help the 

poor.  Some of the most frequently adopted safety net programmes include cash transfer 

                                                                                                                                                                                
81 The ideal rate of cropping intensity for paddy has to be 200 and the current level shows the extent of under-
utilization of agricultural lands due to systemic deficiencies. 
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programmes, food based safety nets, supplementary feeding programmes, food for work 

programmes, food stamp programmes, and food subsidy programmes (Basu, 2003, pp.1-6).   

Osmai (1990) classified social security measures into four broad categories namely, those 

providing control over land and its produce, provision of avenues for self employment, 

security through employment and finally provision of basic public needs (Osmani, 1990, 308).   

All these four categories were in operation in different order of success in Sri Lanka, India 

and Bangladesh; the Sri Lankan case was particularly acclaimed for its success through the 

provision of basic needs in the 1960s and 1970s.     

 

A salient characteristic of the rural labour force is that a vast majority of them depend almost 

singularly on wage labour as their principal means of livelihood.79  Their low real wages and 

irregular flow of employment opportunities compound their low-income status and make them 

ultra poor.80   Therefore one of the most widely used means of providing income security to 

the rural poor across South Asia is ‘public work’.  To accomplish this objective, Bangladesh 

commenced a scheme in 1975, which was known as Food for Work (FFW) while in India one 

of the most acclaimed programmes has been the employment guarantee scheme (EGS) of the 

Maharashtra State, which was started in 1978.   In both countries the schemes have been a 

remarkable success in terms of providing minimum work opportunities to help the poor to eke 

out their basic consumption needs during the lean periods.  Dandekar (1986) argued that the 

type of programmes such as ‘food for work’ best suit the conditions in India, as most of the 

poor do not possess any marketable skill to find employment or to start self-employment.    In 

Sri Lanka public work option is only sparingly resorted to in drought-prone areas during the 

dry seasons.  However, the type of schemes that are in operation may be suitable only as a 

short-term stop-gap measure of providing some temporary relief to a smaller section of the 

low income group.  Such a prognosis precludes employment guarantee schemes as the 

principal means of providing a sustainable form of social security to the poor in Sri Lanka.81  

 

The most widely followed social security provision in Sri Lanka was the universal provision 

of food distribution, free health and education that have produced immense benefits to the 

people.  If social well being is defined in terms of providing functionings and capabilities 
                                                           
79 According to Osmani, the relevant figures for India is about 35 percent while in Bangladesh it is as high as 
50 percent.   
80 Micro studies have shown that during the lean periods they hardly get any work sometimes for weeks that 
causes the male workers to migrate to other areas of the country in search of jobs.     
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(Sen, 1985), minimum functionings required to ensure social security should stem from either 

the indirect provision of entitlements (growth mediated entitlements arising from sustained 

economic growth) or the direct provision of food rations, health and education by the state.  

The experience of Sri Lanka showed that the latter approach could produce enormously 

superior social security outcomes (Osmani, 1990, 338).   For instance, Rasaputra indicated 

how Sri Lanka achieved the comparable status of social well being of India in 1985 as 

measured in terms of life expectancy, crude death rate and infant mortality as far back as 

1940s (Rasaputra, 1986, Tables 8 & 9).   

 

Kerala state achieved similar results as early as early 1960s.  All this was possible despite the 

failure of land reforms and employment guarantee schemes as spelled out earlier.  The secret 

of these achievements depended on the performance of the food distribution system that had a 

universal coverage in both Kerala and Sri Lanka.82     Until economic reforms of 1977 these 

provisions together with free health and education were made available to all Sri Lankans 

irrespective of their rural urban or income differences.  This contributed to Sri Lanka’s oft 

acclaimed ‘outlier status’ in social well being as measured in terms of reduced death rate, 

improved life expectancy and literacy rates.  Many authors argued that the contribution of free 

health and free education were complementary as together they increased health awareness 

among the public (Osmani, 1990, 346).   

 

However, poverty incidence increased substantially in Sri Lanka in the mid 1980s, on account 

of the shift from the pro-poor protectionist policy stance to the growth oriented free market 

policy stance. As discussed in Part three of this paper, with the withdrawal of the food subsidy 

in the late 1970s, the incidence of poverty and malnutrition increased substantially because 

the value of non-indexed food stamps halved within a short span of three years (Edirisingha, 

1982).   In this backdrop, an extensive poverty alleviation programme popularly known as 

Janasaviya (Jana-people’s; saviya- strength) was launched in 1989 together with the second 

                                                                                                                                                                                
81 Since 2005, the Indian government introduced a nationwide employment guarantee scheme to assure 100 
days of work per family member to those who belong to the poorest class of the population.  
82 In Bangladesh and the rest of India public distribution is highly urban centered.   
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wave of reforms to address this menacing problem.83  Janasaviya was a special poverty 

alleviation project, which had an island-wide coverage. 84  

 

The programme was directly under the President of the country and it was initially designed 

as a massive income transfer of about 20 per cent of the GDP for two years to cover 50 

percent of the country’s population.  However, due to the gigantic financial commitment 

needed for its execution, the programme was subsequently staggered to 11 rounds, through 

which costs could be maintained at less than 2 percent of the GDP per year.  A new round was 

expected to commence annually to cover an additional group of the poor until it covered the 

entire poor population by the end of the 11th round. The beneficiaries were to receive Rs. 1042 

to meet consumption needs (US $ 26) and an investment component of Rs 1458 (US$ 36.45), 

which was to be made available to the households at the end of two years to start an economic 

venture.  The total investment thus gathered was expected to be Rs. 25000 (US $ 625) per 

beneficiary household.   It was expected that the poverty level would decline by about 9 

percent annually throughout this project.  However, the scheme was scrapped abruptly after 

the forth round by the new government (1994), which introduced its own anti-poverty 

programme known as Samurdhi (prosperity). 85

 

This programme too had a similar coverage (50% of the population), though its financial 

commitment was much less.86  Its’ consumption grant was scaled down, and the investment 

component was totally scrapped.  A four-tier monthly allowance that ranged between Rs. 

1000 (US $ 18.5) and 200 (US $ 3.7) was arranged to meet the consumption needs of the poor 

depending on their poverty levels as identified by the Samurdhi officials.87  The majority of 

families received a monthly allowance of less than Rs. 600 (US $ 11.10).  This resulted in a 
                                                           
83 This programme too came as one of the major components of the election manifesto of President R 
Premadasa who considered it as one of his two pet projects, the other pet project being the village re-
awakening programme. 
84 As spelled out in the Janasaviya Act No 4 of 1989, its objectives covered, ‘making provisions for the 
administration of relief with a view to maximizing the utilization of human resources, promoting social 
stability, and alleviating poverty’.   
 

85 This abrupt change was another classic example of the politicization of poverty assistance programmes of the 
country.  Janasaviya was under the direct control of President Premadasa because he knew that the project 
assures him a vote bank.  Samurdhi on the other hand was politicized to such an extent where it had an army of 
more than 30,000 officials who were not accountable to the other public administration regulations and norms.  It 
was alleged that their main job was political propaganda for the ruling party.   
86 Accordingly, the Samurdhi Act No 30 of 1995 had the objective of, ‘integrating youth, women and 
disadvantaged groups into economic and social development activities and for promoting social stability and 
poverty reduction’.  
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huge saving to the government.  But the largest share of saving came from inflation, as the 

monthly grant was not indexed to the cost of living.   

 

Both Samurdhi and Janasaviya programmes belong to income transfer category of safety nets, 

meant to tackle ‘private destitution and conjunctural poverty’ (Lal, 1999:149).  The question 

however, was that conjunctural poverty seemed to have had the features of ‘mass structural 

poverty’ in Sri Lanka as it covered about 50% of the population.  Such a situation according 

to Lal, can only be addressed by structural reforms aimed at ‘generating rapid economic 

growth’ as recommended by the BWI orthodoxy (Ibid).   Yet, while structural reforms in Sri 

Lanka failed to generate rapid growth to reduce mass structural poverty, income transfer 

programmes too have been unsuccessful in the context of achieving its declared objectives of 

alleviating the so-called ‘conjunctural poverty’. 

  

It is interesting to note that both Janasaviya and Samurdhi programmes suffered from almost identical 

weaknesses.  One such defect was the non-indexation of the monetary assistance offered to the poor.  

As a result the subsidy element of the programme diminished annually in the face of creeping 

inflation.  In fact by 2006 the Samurdhi budget became much less than 0.1 percent of the GDP.88    

Another serious drawback of the scheme was the ‘inclusion error’ where a large number of those who 

did not deserve poverty assistance were in fact receiving poverty transfers under these programmes. 

For example, according to an estimate made by the Department of Census and Statistics, about 13 

percent of those who belong to the top three deciles of the income structure received Samurdhi 

benefits in 1995 (DCS, 2000, 14).   This was one reason why almost 50 percent of the population was 

in the pay roll of poverty assistance when the country’s poverty head count was less than 30 percent.89  

On the contrary, many others who really deserve poverty assistance did not receive them.  This 

incidence is known as the ‘exclusion error’.  One of the fundamental reasons for these two errors is the 

excessive politicization of the poverty alleviation programmes in Sri Lanka.  The third major problem 

with poverty alleviation programme of the country was its change of focus from channeling poverty 

assistance to the poor to building a bureaucratic arm specifically meant for political propaganda work 

of the ruling party.  In fact about 60 percent of the Samurdhi budget is now allocated to meet its 

organizational needs including salaries, transportation etc., when the existing public administrative 

                                                                                                                                                                                
87 In 1989 the exchange value of the rupee was US $1=Rs 40 which had depreciated to US $1 = Rs 54 by 1995 
88 This compares with the more than 2 percent of the GDP originally earmarked for the Janasaviya programme.  
The purchasing power of whatever offered fell precipitously making it effectively ineffective.  

89 This does not mean that 30-25% poverty head count estimates are correct and sacrosanct.  In fact many 
micro studies have pointed out that poverty head count in the remote areas in the Dry Zone and the war-torn 
areas to be more than 50 percent.  It only means that a countrywide 50% poverty head count seems rather 
exaggerated. 
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structure can handle it with much less additional cost to the state.   On the whole, Sri Lanka failed to 

reap the professed benefits of reforms or income transfer schemes with respect to poverty reduction.   

 

The findings of this paper as implied earlier are subjected to serious data related limitations.  

One of the most fundamental among them is the non-availability of consistent and comparable 

data for the country on a long term basis to undertake a comparative analysis of this nature.  It 

is by now evident that, the data streams of the two major quinquennial surveys are not 

comparable on account of the differences in the definitions, periodicity and coverage.  More 

importantly, since mid 1980s, these sample surveys have not been consistent in their coverage 

as a number of districts in the Northern and Eastern provinces have been left out due to 

security reasons.  However, there is a greater likelihood that these districts too suffer the most 

in terms of ‘non-inclusive’ growth in the country in the backdrop of the on going civil unrest.  

Nonetheless, the available data are complete and conclusive to show that the post-reform 

changes in the country have been non-inclusive in terms of the narrow income inequality 

definitions as well as the broader aspects of economic inequality that cover a wider space of 

educational, health, and nutritional status of the population.  Over this period inequality has 

widened both temporally and spatially.  Although there has been some surge in the GDP 

growth in the country during the post reform era, it appears to have been at a huge cost of 

exclusion, inequality, and related socio-political tensions that marooned the island nation that 

was considered a model democracy in the 1960s.     
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	Part One
	The extent of relative benefits accrued by the top two quintiles (40 percent) and the costs to the bottom two quintiles are graphically presented in Figure 1 below.  It is evident that the gains to the top 40 percent have increased from about 64 percent in 1973 to almost 72 percent by 2003/04.  The mild decline in this pattern in 1996/97 was almost insignificant in relation to the massive trend of accumulation of income by the rich.  Using the classification of Mishra, it is evident that the income inequality level of 19.3 for the first 40 percent in 1973 can be considered permissible (low in terms of inequality) while the inequality level of the remaining five years of the post reform period was unacceptable (Mishra, 1988, p.81).  
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