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Publlc Expenditure Reforms and Rural Poverty
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Abstract

Reducing the role of the state under the Structural Adjustment
Programmes (SAP) has been subjectto
to itE high social cost. Based on the
Expenditure Surveys (HIES) in 1990/9
1975 to 2005, and qualitative evidence
public expenditure reform
article argues that SAPS
social and economic pub

estimated poverty elasticities with respect to different expenditure
caiegories based on the simultaneous equation system which allows to
appraise direct and indirect effects to get a clear picture of public spending
on rural poverty. This article concludes that the poverty reduction effecls
of government spending on rural roads and education is particularly high

compared to other socio-economic expenditure categories. lt is worthy to
note that targeting government spending is more important to reduce
poverty in era of fiscal adjustmentwhen the government is under pressure

to cut its budget deficit from various fronts.

L This paper has been developed based on the PhD thesis'A study of rural
povedy of Si Lanka : With special emphasis on reducing the role of the state

u nd er stru ctu ral adiu stne n t'.
t senior lecturea Depaiment of Economics, University of Ruhuna, Matara, si
Lanka
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lntroduction

Fiscal and public sector reforms were designed and
performed as a part of structural adjustment programmes (SAP)
with the aim of achieving macroeconomic balance.2 In the late 1970s
Sri Lanka undertook a radical reform programme which principally
followed the SAP blueprint designed by the IMF and the World Bank;
including elimination of subsidies, opening up to trade and capital
flows, floating the exchange rate, and reducing the role ofthe state
in the economy. Originally, this wide range of policy reforms was
accompanied by high foreign exchange inflow through both grants
and loans. lt has been the subject of much controversy (lMF, 2003)
because it imposes increasingly high social costs.3 The component
of public expenditure reduction of fiscal adjustment has generally
attracted greater attention as its effects are both more direct and
more visible than other adjustment measures (Woodward, 1992).
Szekely (2001) argues that SAPs resulted in the dismantling of the
previous social development strategy, whilst the restraints of
government spending, the removal of subsidies, cost based pricing
for publicly provided goods and services and cuts in social spending
disproportionately affected the poor.a However, based on African
experience, some scholars hold views against the widely accepted
proposition that the poor have suffered from cuts in public spending
in line with adjustment programmes (Sahn, 1992; Ferroni and Kanbur
1991).

2. "... A sound fiscal position is key to achieving macroeconomic stability, which is
increasingly recognized as a critical ingredient for sustained grcMh and povefty
reducilon. Good quality fiscal adjustment can also mobitize domestic savings,
increase the efficiency of resource allocation, and help to meet development
goals..." IMF ( 2006:4).
3. Based on middle income Latin American countries some claimed that drastic
cuts in government spending had a deleterious impact on the poor (See Cornia,
et al. '1987; Helleiner, 1987).
4. lt is apparent that many countries with adjustment programmes have reduc€d
public expenditure on social services. See Zuckerman (1989).
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The main aim of this paper is to explore the impact of public

exoenditure cut under the banner offiscal adjustment of liberalised

economic reform on the rural poor. Accordingly, this paper deals
with the matter of government expenditure cuts and their impacts

on social and economic infrastructure and thereby on the well-being
of the rural poor in Sri Lanka during and the post adjustment era.5

The social implications of, especially on the poor, have

received increasing attention over the past period. ln any case, the

government expenditure rationalism under the structural adjustment
needs to be explored with a closer scrutiny of all the aspects of

these imolications

Like most of the developing countries, even in Sri Lanka,

agriculture and poverty are closely interlinked. Consequently,
changes in public policy and expenditure on agriculture can make a

substantial impact on poverty, in particular rural poverty, because a

larger portion of rural poor are engaged in agriculture for their
livelihood. Meanwhile, agriculture is also dependent on non-
agricultural policy and decisions; for instance, spending on rural

infrastructure (roads, irrigation), land development, health and

education services, which can exerl an influence on agricultural
development (Akroyd, 2004). Therefore, curtailment of public

expenditure can have direct and indirect effects on rural poverty

through different channels

Until the mid '1980s the focal point of the International lvlonetary

Fund (lMF) was to create an overall ceiling of public spending. When

assessing the poverty impact of public expenditure reduction, we

need to consider the changes in composition of government
expenditure. lt is, generally, believed that social spending can affect
the poor far more than the non poor. In the case of Sri Lanka, public

5 The more crucial change of economic policy In Sri Lanka occurred wlth the

initiation of enhanced structural adjustment programme (ESAP) in 1989 In this

adjustment period (1989-1993) much emphasis was given to the fiscal reforms;

during this period elimination of subsidies and price controls, public sector
rationalization. and orivatisation was intensified
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spending on the social sector highly contributed to bloated
government expenditure in the pre adjustment era. In order to gain a

deeper insight into the impact of public expenditure reforms on rural
poverty, we need to establish better link between rural poverty and

different expenditure categories. During the past period, the country
exoerienced a modest decline in rural poverty (see Table 1). In this

context, it is more important to explore the magnitude of the role
played by the government to reduce the incidence of rural poverty.

In recent years, there has been increasing use of mixed

methods in poverty appraisals and poverty impact evaluations.
However, a recent study by Kanbur and Shaffer (2007) discuss the
tensions of combining quantitative (QUAN) and qualitative (OUAL)

methods on poverty analysis. They draw our attention to
epistemological differences between empiricism and critical
hermeneutics6 using units of knowledge and truth or validity criteria.

According to them the critical hermeneutic approach largely hinges
on dialogue techniques, such as focus group discussions and semi-

structured interviews in order to better understand on poverty. The
premise for using both approaches in the same study is grounded

in the fact that neither QUAN nor QUAL methods are sufficient to

capture the real plight of poverty profile (lvankova et al.' 2006).
lntegrating both QUAN and QUAL methods complement each other
and allows for a more in-depth analysis, taking advantage of
strengths of each (Green et al. 1989; Miles and Hurberman 1994).

Mixed methods play a pivotal role in assessing poverty and social
impact analysis (PSIA) of policy reformT. In this study, all the related
public expenditure and information on welfare benefits generated

by different public activities in the rural sectorwill be collected through

6. "Hermeneutics is generally deftned as the interpretative underctanding of
intersubjective meanings. Criticat hermeneutics adds fwo dimensions - - -(i)
understanding entails c'tbal assessmenl of given belieh and perceptions involving
some underlying conception of truth or validity: (ii) emancipation, enlightenment
or empowerment is essentiat paft of the process of enquiry." Kanbur and Shatfer
(2007:185).
7. PSIA refers to the analysis of intended and unintended consequences of policy

interventions on the well-being orwelfare of different income groups, with a specific
focus on the vulnerable and poor (Robb, 2003).
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relevant oublic institutions in Sri Lanka. In addition, key informant
interviews (a populartool in impact evaluations) are the main source

of QUAL data.

The Daper ls structured as follows. Section 2 reviews the

changes in the poverty profile in detail. Section 3 explains the trends

and determination of various social and economic public
cxpenditures. In Section 4, an attempt is made to establish better

linkage betvveen rural poverty and various government expenditures

rrsing an analytical framework. Section 5 presents interpretation of

the results using qualitative evidence, while Section 6 presents

r;oncluding remarks

Povcrty Dynamics in Sri Lanka

llrCrc irrc thrcc ir.tdicators of poverty that we are interested

in rr rr:;r:;ur ittr t: ir tr;trlttltt;tt ptotlttces the percentage of individuals living

Irclow llrc povt:tly littc tllis is ofton referred to as the index of
I r r r ; r r I r r r r r r I r I , t!oltllt or irt tctt s ily whiclr indicates how far each
Irorrr;cIroIr|':; oxl)ort(l ittl I cs f:rll below the poverty llne{his is called

llro l)ovorty [Jap ir]dex; and scvcrity that provides the information on

tlrc distribution of income among poor people - this is the well known

squarcd poverty gaP index.

We are interested in understanding poverty changes over

time, geographical location or socio-economic groups. Table 1 using

the Foster, Greer, Thorbecke (FGT)8 index clearly describes the
nature of poverty in Sri Lanka between 1990/91 and 2007 The
poverty rate (headcount index)e for the country as a whole is 26 1,

indicating that in 1990 about one quarter of the households lived

below the poverty line or 4.3 million people lived below the poverty

Iine. The poverty gap index and squared poverty gap index are also
quite high, with an average expenditure shortfall of rural sector equal

8 See Foster et al 1984
9 The headcou nt ratio measures the incidence oi poverty; sim ply it computes the
percentage of individuals living below the poverty line. Note ihat if a household is

identified as Door. then all members of that household are deemed to be poor
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Table 1 - povetty Indices by Sectors

Poverty lndices '| 990 1995 2002 2007

Head - Count Index

Rural

Urban

Estate

Country

ZV.J

16.3

20.5

zo. I

?no

14.0

38.4

28.8

24.7

7.9

30.0

22.7

15.7

o.l

32.0

15.2

Poverty Gap Index

Rural

Urban

Estate

Country

7.2

o.o

5.6

1.7

o-u

5.1

3.2

1.3

o.z

3.1

Squared Poverty

Gap Index

Rural

Urban

Estate

Country

2.0

1.3

0.9

1.8

z.J

no

2.5

1.8

0.5

1.8

|.O

1.0

1.3

1.8

0.9
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to 5.6 per cent of their household subsistence needs in 2OO2. We
J19 

that oy:gil eoverty diminished retativety stighiry ov"iG-"-o-"rioo
between 1990 and 2002, trom 26.1 to 22.7. 

"W"';;;;;; 
," .similar conctusion by looking at the pouerty gap anJ"qu;rJ;;*^ygap Indexes.

Ji

Source: Household lncome Expenditure
2006/07 using Officiat poverty he

-_- . U.inq.Slternative poverty lines approach, we can test therobustness of rhe above findings. using pov;rry oomi;;"i;;;il,""r.
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stence needs in 2002 We
vely slightly over the period
22.7 . We can come to a
ty gap and squared poverty

Public Expenditure Reforms and Rural Povefty in Sri Lanka

we can conclude whether poverty has increased or decreased
between 1990 and 2002.0 Figure -1 in Appendix depicts the
cumulative distribution function (CDF) of the per capita expenditure
for the fur'o survey periods." This is called the first order dominance
curve. The 1990 CDF lies unambiguously above that of 2002
indicating that there are a larger number of households at the high

real income levels in 2002 than in 1990. As Figure 1 in Appendix
shows, because consumption expenditure in 2002 dominates
expenditure in 1990, we can come to the conclusion that national
poverty in Sri Lanka has distinctly decreased between 1990/91 and

2002, but not as anticipated. lt may be that the low income groups,

rnarnly in rural areas, did not benefit from economic growth realised

du ring this perlod.

Let us turn to investigate the change in poverty at the sectoral

Ievel. lt can be seen from the data in Table 1 that the decline in
poverty in urban areas has been more impressive than in rural areas
(the incidence fellfrom 29.5 per cent in'1990 to15 7 per cent in 2007)

l.igure 2 in Appendix, the cumulative distribution function for the

rural sector, apparently corroborates this result. Surprisingly, the
estate sector in the country experienced a dramatic increase in the
incidence of poverty (the incidence increased from 20.5 per cent in

1990 to 32 percent in 2007). Moreover, the decrease in the poverty

gap arxi scvcrity indices implies that the expenditure distribution
rrrprovctl for the poor. The evidence of these poverty estimates
suggests that poverty in Sri Lanka is predominantly a rural

1O lt is obvious that povedy Vr'ill fall between two pointsof time, if thecumulative
distribution function (poverty incldence curve) for the later time lies above the

former time This dimension is identified as FirsFOfder Dominance condition

Based on depth ol poverty (poverty gap measure) we can test Second-Order

Dominance Condition Hence, the poverty deficit curve fepresents by the area

under the cumulatlve distribution, is nowhefe lower than thai of earlier date at all
points up to the maximum povedy line. Using the sensitive poverty measures,

like squared poverty gap measure we can test Third-Order Domlnance Condition

For more details of the theory of stochastic dominance, see Ravallion (1992'

1994); Deaton (1997).
'11. The cumulative distribution of expenditure in 1990 was expressed in 2002
prices.
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by Sectors

1995 2002 2007

30.9

140

38.4

288

247

79

30.0

22.7

15.7

6.7

32.0

. tc.z

7.2

2.9

7.9

6.6

5.6

1.7

6.0

cl

3.2

t.J

6.2

31

25

0.9

2.5

22

1.8

0.5

1.8

to

10

IJ

1.8

0.9

/, 1990/91, 1995/96, 2002 and
vlment of Census and Sfatsfics.

rpproach, we can test the
overty dominant conditions,
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phenomenon and rural people gained slightly from the economic
growth realized over the past reform period.

Ghange in Rural Poverty by Sources of Income

In this sub-section, we examine rural poverty dynamics by
sources of income of the household head. lt is obvious that welfare
levels of individuals are apparently correlated with their occupations.
The rural poor commonly possess multiple sources of income from
agriculture, non agricultural employment and transfers (private and
public). In the current study, the households are categorized under
four income groups, which are: agriculturalist, wage employee, self
employee, and subsidy recipients. Table 2 demonstrates that
households headed by agriculturalists have a very high poverty rate.
In fact, income of households headed by agriculturalists changed
only slightly due to the lack of substantial agricultural growth and
slow process of diversification in agriculture. poverty incidence for
these households fell slightly, from 28 per cent to 23 per cent, whilst
the poverty depth and severity measures also showed a small drop.
Yet more than 30 per cent of the workforce in Sri Lanka is known to
be agriculturalists.r: Paddy is the main peasant crop in Sri Lanra,
and it provides seasonal employment for half of the labour force in
rural areas. Real income from paddy production has stagnated over
the past period.

12. By 1990, the agricultural sector accounted for 47 % of the total employment in
Sri Lanka, while this share dropped to 35% in 2OO2 (see DCS,2OO5).
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Tabte 2 - Povefty Estimates (by OccuPation and tncome Source)

Sourcc I Au tofs Caloulatton Based on Household lncome and Expenditurc

Survay, fii ni cnd 2002, Depadnent of censas and sfatisfics'

I cent. The poverty rate for this household
g incidence declined trom 29.2 per cent in

7 in 2002. However' still a large bulk of this

soclal group falls below the poverty line. In this context, th€ question

here iJthat how effective is this measurement to move individuals

out from poverty level. Perhaps, the most serious drawback of this

food subsidy programme is that there are many recipients of food

13. The food stamp programme, implemented to satisfy the food consumption

needs oflow income families, was replaced in 1989 by a new subsidy programme'

namely "Janasaviya'. Having identified some shortcomings, this programme was

replaced by the "Samurdi" programme in 1995. This programme was expected to

cover one third at the population of the bottom of the income scale'

Occupation
and Income

Population
Share

1990 2000

HeadcOunt
lndex

1990 2000

Poverty Gap
lndex

1990 2000

Squared
Poverty

Gap Index
1999 2000

Agriculturalist 60.62 47.88 27 .98 22.90 7 .7A 5.97 3.02 2.36

Wage
Employee

27 .06 37 .O2 27 .8A 16.48 7.54 4.41 3.06 2.12

Sclf
Employ€o

11.O7 14.59 21.05 06.92 c.oc t./o 2.17 0.75

Subsldy
Reclpl€ntB

54.59 30.50 29.23 21.24 7.27 5.29 2.74 2.O2
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subsidies amongst the non-poor and many non-recipients amongst
the poor (Datt and Gunawardane, 1997).rl

Meanwhile, a substantial decline in the poverty rate can be
seen from households headed by wage employeesr5 and self
employees. In contrast to formal sector employees, however, daily
paid workers appear to be the vulnerable group of the rural sector.
The increase in non-farm employment coincides with a sustained
increased in rural wages since the 1980s. Thus, it seems likely that
rural poverty declined over the past period in question largely due
to an increase in rural wages, which in turn were induced by the
expansion of rural non-farm employment. lt is noteworthy that Sri
Lanka's small and medium scale enterprise sector can have a
positive contribution into employment generation and poverty
reduction (Chandrasiry, 2003).

Public Expenditure Reform: Agriculture, and physical and
Human Development

The impact of SAPS on the level of public spending in
infrastructure has received a great deal of attention. Before moving
to analyse the impact of public expenditure reforms on rural poverty,
it is important to explore the changes in composition of public
expenditure on social and economic infrastructure and the impact
of the presence of SAPs on the level of various infrastructure items
(all other factors being the same). This section models the
determination of public expenditure composition.

Let us move to investigate the trends in infrastructure
spending in Sri Lanka over the period in question. In this regard

14. Even though, t been implemented as a key
component ofthe g rategy, these targeting errors
influence its cost-e income transfers across the
population and poor targeting draw resources away from the most needy. See
World Bank (2002). Sinceour the poverty impact of
the subsidy, this is beyond the
15. The Wage employee categ ead working in public
and private sector and daily paid workers in irregular employment.
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Ircre we examine the changes in composition of public spending on

rrrfrastructu re, which represents spending priorities. As Table 3
s;lrows, public spending on infrastructure in Sri Lahka exhibits an

orratic pattern over the period concerned. In terms of economic
structure, the agricultural sector recelves a prominent place in the
sjri Lankan economy. Moreover, a large number of poor people in

llro rural sector engaged mainly in agriculture. Therefore the role of
llrc state is more important with respect to poverty reduction in rural
i oas

Titblo 3 - Government Expenditure on Economic and Social lnfrastructure
(Asa%ofGDP)

Source: Various lssues of Annual Repofts of Cenlral Bank, Sri Lanka

It is interesting to note that before the introduction of SAPS,
the government has been involved in the agricultural sector to a
greater extent. But we can observe apparently the sharpest cuts in
expenditure on agriculture since 1990, indicating that the adjustment
programme has made a strong impact on agriculture.

It should be noted that drastic cuts in agricultural research
and development spending can have an adverse impact on
agricultural productivity and thereby income of the farmers. The
public spending on agriculture and irrigation went up from 2.4 per

26

39

31

21

3'l

17

19

3.5

51

32

21

37

44

33

13

30

2A

12

24

09

o7

04

a2

20

?4

lll

t)
27

o2

14

2f
2tl

?/
31

2B

26

28
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cent of GDP in 1980 to 6.7 per cent in 1985. The marked acceleration
of this rate in 1980 - 1985 was mainly due to massive public sector
investment in one of the leading projects, the multipurpose Mahaweli
river project, which was involved in large scale irrigation and land

settlement, and power generation, aimed at enhancing grovvth in

the rural economy and agricultural production.16 In general, over
the post-independence period, successive governments have long

targeted the agriculture and irrigation sector as the main source for
growth and alleviation of rural poverty. Most public investments are

directed towards the construction of new dams for power generation

and surface irrigation systems. We can observe, however, that public

spending on agriculture has decreased markedly (see Table 3) to
0.2 percent of GDP in 2005 from 1.9 per cent in 1990.

Social policy and expenditure in Sri Lanka were said to have

been affected by SAPs initiated in 1977. lts general emphasis on
investment and restriction of recurrent expenditure resulted in foreign

debt and aid becoming readily available for new infrastructural
projects (Alailima, 1997). It is noteworthy that in the first phase of
SAPs (1978-1982), however, this public expenditure reform did not
create compression of social sector expenditure. The food subsidy
was the only major social expenditure category which was drastically
cut by the expenditure reform in 1977.17 For instance, public
expenditure on food subsidy dropped from 5 percent of GDP in 1977

to 2 percent in 1990. On average, as revealed by Table 5.1, there
seems to be no apparent impact of SAPs on public spending on

education and health. Government expenditure on education
remained almost the same before and after the adjustment era at

around 2.7 percent of GDP, while the proportion of healih expenditure
to GDP hovered around 1.5 percent. Note, however, that public

spending on health, and transport and communication show a slight
decrease in 1980s and 1990s.

'16. Between 1978 and '1982, this project solely accounted for 45 % oftotal public

investment. See Atiapattu ( l997).
17. In 1979, however, the food subsidy programme ofthe governmentwas confined
only to needy households and the food stamp scheme was initiated in its place.
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The decline in expenditure adversely affected the quality of
1rr rblicly provided services (Alailima, 1997). lt can be seen that repairs
irr(l nraintenance of existing services were ignored. Recurrent
r:xpcrrditure on consumables and training was limited.

Modcl Specif ication and Results

It is argued that if a rapld economic groMh is to be achieved
;[](l the level of poverty is to be reduced, adequate infrastructure
l;rr;ilities should be available. A number of studies have conducted
lo cxamine the growth effects of infrastructure facilities (Roller and
W;rverman, 2001; Fernald, 1999). So far, however, the studies to
r k:tr:nninate the composition of government spending is inadequate.
M;rirrly, fiscal condition, political and economic factors may influence
llr0 pLrblic spendlng. In this section we make an attempt to assess
ll)(-. determinants of government spending on infrastructure using a
||rodcl suggested by Fan and Rao (2003), which allows us to gain
irlsights Into whether SAPs have altered the governrnent spending
or) infrastructure (all the other factors held constant).rB In terms cf
Irftastructure (lNS) ilh category to total spending, can be formaliy
cxrrrcssed as:

lNS, = f( TEXY,,, YPCr_r, SAP,)

Here, TEXY denotes total public expenditure as a percentage
of GDP, YPC is per capita GDq SAP is the structural adjustment
programme, and "t" denotes time period. In the current study, five
infrastructure expenditure categories, which are highly related to
the well-being of the rural poor, are selected to model, i.e., agriculture
(AGRI), health (HEAL), education (EDUC), food subsidy (FSUB),
and transport and communication (TRCOIV). We estimated the
model based on the government expenditure data (annual) from
1975 to 2005.1e The investigation of the stationarity (or non-

1B Using cross country data, Fan and Rao (2003) modelled the composition of
government spending
1o Descriptive statistics of the dependent variables are presented in Table 1 in
A oendrx

(1)
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Table 4 - Unit Root Tests

Variable Lags Level First Difference

EDUC

HEAL

FSUB

TRCOM

AGRI

TPry

YPC

'l

1

)
1

1

-2.4449

-1.9587

-1.7007

-2.65r',2

-1.7150

-1.2096

-1.7756

-5.5975"'

-5.9448*'

-4.4518*-

-5.4760*'

-3.5534'

-4.0623*

-5.3693*-

Notes : Mackinnon (1991) critical values arc used for reiection of hypothesis of a

stationarity) in time series will be established by testing unit roots'

Unit root tests are important in examining the stationarity of a time

114 Sri Lanka Journal of Advanced Social Studies - Vol l-No.l

unit root.
"' Hypothesis of a
" Hypothesis of a
' Hypothesis of a

The results of unit root tests show that all of the series are

integrated of order one (1)1, (i.e., first difference stationary). Thus
a variable which must be differenced once to become stationary is
said to be (1)1. Accordingly, first differences of the variables were
used to estimate the regressions. Estimated results for model (1)

are presented in Table 5.
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Table 5 - Estlmates of DeterminanF of Soctal and Economic
Public Expendlture Categories

Notc : Flgures in parentheses are t-values.
"' indicates signifrcant at 1% levet,
" indicates significant at 50/6 level, and
' lndicates signifrcant at 10% levet.
me dumny vadable for SAP = I in 197&93(ftrst reform wave of
lhcn satlon) and

lw.Ut(sco!/td tofom wave of llberalisation), and = o in subsequent yeara.

Educatlon:
As the results show, total government expenditure is

positively correlated with education expenditure. In short, the results
showthat as the economy grows and income increases, government
spends more on education. The level of public expenditure on
education and its efficiency can have a strong influence on human
capital development. Almost every country in South Asia nas
increased their proportion of government expenditure on education
over the past two decades. More especially, pakistan and India's
public spending on education increased sharply. Bangladesh

-5.5975"'

-5.9,148'*

4.4518*'
-5.4760*.

-3.5534:

4.0623*
-5.3693*'

El)trc HEAL FSUB TRCOM AGRI

Intercept 4.1456

(-2.324)

-o.2435

c0.937)

0.2746

(1.s69)'

-1.9205

t3.164)".

-0.5804

(-2.4551.',

TEXYI.l 0.5885

(3.803)*-
o.524'l

(2.383)''

0.3069

(2.0201'

o.4274

(1.896)-

't.3025

(3.718)--

YPCr-1 o.5441

(2.317)"

0.0286

(1.165)

-2.1417

(-2.2491..

-0.0631

cr.990)' (1.804)'

SAP' -0.0038

c0.655)

-0.905

(-1.187)

-0.1461

G2.087)"

-0. t654

c1.786).

-0.0154

c0.166)

Rr

EUV

I

o.2a

2.25

6.08

0.21

2.71

4.09

0.396

1.81

3.86

0.29

1.89

o.27

2.47

7.03
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20. tn the year 2005, the defence expenditure was approximately 63 percent

greater than education expenditure.
It. tn zOOs, tos,Oag students were enrolled in 85 private schools' while 4'102'739

students were enrolled in 10464 public schools'
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Now we turn to examine the impact of SAPS on government
oxpenditure on education. In terms of the regression results, the
txrefficient for education is not statistically significant indicating that
ijAPs had no influence on education spending in Sri Lanka Although
thc adjustment programme directly or indirectly called for a freeze
or cul in social spending, Sri Lanka did not attempt to cut public

r;pcnding on education. As revealed, however, by the evidence, some
(:ountries, such as Zimbabwe, Hungary and Mexico experienced
rnarked downward trends in government expenditure on education
(SAPRlN,2002). Based on empirical study, Fan and Rao (2003)

show lhat, as a whole, education in manyAfrican and Latin American
countries has suffered from SAPs. In the case of Sri Lanka,
sLrrprisingly, during the ESAPS era (1989-1993) public spending on
cducation increased (3 % of GDP) compared with the situation
without a programme.

However. the extent to which this increase in spending
substantially improved the access to this service by the poor, who
are largely rural, will depend on how well that spending is targeted
In terms of the student enrolment over major grade cycles, this shows
llrat investment in primary and secondary education benefits by and
IiIUC students from low and middle income families" and investment
irr tertiary education tends to benefit students from rich families. As
cvidenced by government statistics, since 1990 public spending on

education slightly inclined towards tertiary education, indicating
investment in education to a greater extent benefited students from
hiqh income families.'?3

22 TheSri Lankan public education system is categorized into th ree main cycles:
primary education (Grade 1 to 5), secondary education (Grade 6 to 13), and tertjary
education (University and higher education).
23 The proportion of educahon expenditure dedrcated to tertiary education
increased from 14 4 per cent in 1990 to 15 4 per cent in 1995 and to 17 1 per cent
in 2003.
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Health:

The results show that with the increase of total government

expenditure the health expenditure share of government spending
rose (see Table 5). But the per capita income coefficient is not
significant, indicating thatthere is no relationship between economic
growth and health expenditure. lt is interesting to note that SAPS

showed no influence on health spending. Sri Lanka has achieved
dramatic improvements in health related indicators compared to

other countries in the region.21 These remarkable records in
achievement are attributed to the steady policy of government

intervention in the area of health (Anand and Kanbur, 1994). More
especially, substantial declines in mortality rates were underpinned
by an improvement in health indicato6,25 high literacy and female
empowerment (De Silva, 2004). The free public healthcare system

has made a significant contribution to improving health levels among

the poor. As revealed by the evidence, over 80 per cent of births in
Sri Lanka take place in public hospitals. Moreover, the child
immunization programme of the government resulted in considerable
reductions in diseases like whooping cough, diphtheria, polio and
measles (Alailima, 1997, Aturupana, 1999).

Food Subsidy:

Now we turn to explore the determination of food subsidy,

which is deemed to be highly beneficial to the poor households
since 1942. Food subsidy is the most crucial from the perspective

of poverty, both as the importance of food as a consumption item

forthe poor, and as the major role ofthe rural poor in food production

(Woodward, 1992). Domestic market liberalization in the form of
the removal of price distortions through removing or relaxing

24. Life expectancy is 74.7 years for Sri Lanka in 2005, while that was 63.9 years

for South Asia in a similar year. Sri Lanka's infant mortality rate (1211000) and
under 5 child mortality rate (14lIOOO) are good by international comparison (UNDe
2007).
25. For instance, persons per doctor decreased from 7176 in 1980 to 2307 in
2OO3 (an increase of 68%); persons per nurse decreased in the similar period

from 2157 to 1152 (an improvement of 47 o/ol.
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.,1lr,rt lcs can have a disproportionate effect on the poor' This section
l{ )(:urios on the effect of food public expenditure reform on subsidies
ulrlrzrxl by the poor which is considered to be a drastic cut in the
,rrllustrnent era. Admittedly, fcod subsidy plays an important role

lrr rkrrc and during the era of adjustment to attack poverty in general

,rnrl lrrral poverty in particular.

As revealed by the results, public spending on food subsidy
t( ) lotal government spending is negatively correlated with economic
(lovolopment. This is the ma.ior social expenditure component
r;:rlritulating to a drastic cut with the initiation of SAPs. The food

:,ul)sidy programme until 1979, when it restricted to needy
lroLrseholds, i.e., households with an income of less than Rs. 300

1x rr month, was put into practice universally'?6 What seems to have
lr;rppened, then, is a major component of savings for the budget

llowever, public expenditure has made a positive impact on food
:;trbsidy. lt is clear from the results that SAPS had a negative impact
on the food subsidy; the coefflcient is highly significant. lt is reported

that malnutrition in children increased markedly bewveen 1978/79

;rnd 1981/82, the first phase of the SAPS (Cornia et al., 1987)

It can be observed apparently that there was a marked
decline of government expenditure on per capita food subsidy in

real terms. lt fell from Rs,62.29 in 1979 to Rs. 20.72 in 1982; this
increased up to 29.64 slightly by 2005. ln order to get a clear picture

of the impact of this public expenditure cut on rural poverty, we
need to explore the changes in the incidence of poverty among the
rural food subsidy recipients (see Table 2).

26 With the liberalization of the economy in the post 1977 period' this radical

fationing system which has been implemented since 1942 was replaced by the

Food Stamp scheme. Since then, we can observe that some adjustments were

made to provide thts subsidy to welltargeted households with the aim of reduclng

the compression on the budget.
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lnfrastructu re:

One cf the key conduits through which public policy reforms

under SAPs can strongly impact on the rural poor households is the
infrastructure. lt is widely accepted that improved infrastructure is a

powerful tool to lift the rural poor out of poverty. During the era of
post independence, and the presence of an underdeveloped and

nascent private sector, the public sector had to play a prominent

role as the principal agent in nation-building and directing the
economy towards sustained development. Several irrigation projects

implemented mainly in the 1950s and 1960s contributed to
increasing paddy production and human settlement, and thereby
ihe level of well-being of the rural poor (Kalegama, 2006) In the
late 1970s, the accelerated Mahaweli river diversion project
contributed highly to providing an irrigation facility to some parts of
the ciry zone where largely rural people are living. Admittedly,
improved infrastructure including agricultural irrigation, transport,
communication, and electrification by massive government
investment highly contributed to economic growth realized over the
Dast oeriod in Sri Lanka.

Under 'infrastructure', public spending on agriculture and
l!'i'igation, and transport and communication to total government
spending were modelled. Table 5 shows that the share of public
soending on agriculture and inigation is positively correlated with
total government spendlng. Furthermore, as the economy grows,
agricultural spending also tends to move up, indicating that, as a
whole, over the past three decades the government made an attempt
to protect the agricultural sector even within the financial stress.
Note that in terms of the government statistics, expenditure on
agriculture related to the period '1989 -2005, during and the post
ESAPs period, recorded a considerable drop (see Table 3). ln fact,
compared to 1980s, during this period the government did not
implement any large scale agricultural projects which needed
massive investment, resulting in a significant drop in agricultural
expenditure, but we can observe a continuing use of public resources
for the provision of input subsidies (fertilizer, water, seeds). Another
irnportant finding was that SAps had no impact on agricultural
spend!nq share.
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rtllraslructure and services leads to increasing transaction costs in

llrc: rnarketing of agricultural products and purchasing inputs which

rr:sults in a lack of competitiveness and profitability of agriculture'

The results show thattotal government spending is positively

irnd communication expenditure in Sri Lanka

Measuring Effect of Government Spending on Rural Poverty

the procedure used by Fan et al (2000)

ln general, g tly affect rural

poverty through enha and Increaslng

income of farmers by ity At the same

I'ul)ltt: I til it\hltttc Rcfarnts and Rural Povefty in Sri Lanka 121

27 lt has been estimated that only 1O% of the paved foad network is in a good

condition due to a lack of maintenance This caused increased road usef costs'

and poor quality of transport services See Wofld Bank (2004)
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time, it can indirectly exert an impact on rural poverty through
expanding investment in economic and social infrastructure, such
as spending on agricultural research and extension, irrigation,
transport and communication, power generation, health, and
education. Estimating the following modelwe can quantifiTthe impact
of public expenditure reform resulting from SAPs on rural poverty.
The structure of the equation system comprises 6 equations. Note
that the major purpose of estimating this model is to capture the
direct and indirect impact of different expenditure categories on rural
poverty.

Simultaneous equation system

P = f (AGPPW WAGAG, NFEM, LAND)

AGPPW= f (LEED, RROAD, AGlREr.r, ...,AGlREm, LAND)

WAGAG = f (AGPPW LEED, RROAD, HEAE!,, ...,HEAEm )

NFEM = f (AGPPW LEED, RRoADE)

LEED = f (EDUEt_r, . . .,EDUEm)

RROAD = f (ROADE!,, ...,ROADE !. )

(2)

(3)

(4)

(5)

(6)

(7)

Where, P = rural

AGPPW

WAGAG

NFEM

LAND

RROAD

LEED

AGIRE

HEAE

EDUE

poverty rate

= agricultural production per worker

= wage rates of agricultural labourers

= non-farm employment in total employment

= cultivated land

= rural road density

= level of education

= expenditure on agriculture and irrigation

= exoenditure on health

= public spending on education
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Equation (2) models the nexus between rural poverty (P)

and its major macro level determinants. Accordingly' we assumed

that the level of rural poverty will be determined by agricultural

Agriculturalwage labourers accountfor a larger portion ofthe labour

force in rural Sri Lanka. lf the realwage rate ofthe agricultural sector

had increased, it inevitably would reduce rural poverty. Non-farm

lncome is the second most important income source of the rural

sector. In order to represent the non-farm income here we use as a

proxy the ratio of non-farm employment in total employment in the

iural sector. Since agriculture is considered as the backbone of rural

Sri Lanka, changes in total cultivated land area directly influence

the level of well-being of rural residents in Sri Lanka.

education.

Equation (4) determines the wage rate of agricultural
labourers. ln terms of the wage function, rural agricultural wages

are determined by agricultural productivity, development of
infrastructure, level of education and government expenditure on

health (HEAE). Inevitably, cheaperand beftertransportation services

would lead to market expansion, thereby stlmulating local agricultural

28. Land is the most important resource in the rural sector. In particular, the extent

of cultivated land area determines the household welfare through altering income

and employmenb.
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production, resulting in increased wages in the rural agricultural
sector.

Equation (5) captures determination of non-farm employment
in the rural sector. In the case of Sri Lanka, as evidenced by recent

develooment, non-farm sources make an important contribution to

rural households'income. Rural non-farm employments are

determined by agricultural productivity,'ze level of education and

improved rural roads. Equations (6) and (7) represent the

determination of levels of education and rural roads; these two

eouations model the relationship between lagged public spending

on education (EDUE,,,) and roads (ROADE,-r) and level of education
and length of rural roads respectively.

We can get a clear picture of public expenditure reforms on

iotally differentiating equations (2) to (7), we can quantify the poverty

elasticity of each public expenditure category'

Measuring the impact of government expenditure on

agriculture and irrigation on rural poverty :

(8)

29. This variable was included in the model to capture the contribution made by

agricultural productivity to improve the labour productivity of the non-farm sector'
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The first expression of the right hand side of the above
gquation measures the direct impact of government spending on

agrlculture and irrigation. Apart ral
productivity through changes on rm

cmployment afiect the poverty. T bY

the next two parts of equation (8).

Measuring the impact ofgovernment spending on rural roads

on rural poverty:

The first three expressions of the right hand side of the
equation (9) capture the impact of government spending on rural

roads through agricultural productivity, and the non-farm
employment, and agricultural wages. The last terms measure the
direct impact of government spending on rural roads through
changes in non-farm employment.

Measuring the impact ofgovernment spending on education
on rural poverty:

(e)

(8)

aAGPPWI

TAcrRE l

llry**)

dp I ap IPAGPPW'IPLEEDI
dEDUE LAAGPPWJL ALEED ]LAEDUEJ

(10)

.I ap lt ANFEM IPAGPPWIIaLEEDI, 
LANFEMJ LaAGPPW I I ALEED ] LAEDUE]

. t 0p \PWAGAqPAGPPWIIaLEEDI, 
IAWAGAG] LAAGPPW I L ALEED J LAEDUE]

. t 0p IaWAGAG\]ALEED\-lffiell aLEED lffiEl

. I ap lpNFEMllaLEBDl
' lirrrr-,vi I a LE E D I la E D w lto capture the contribution made by

rr productivity of the non-farm sector.
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The first three terms of right hand side of equation (10)
quantify the impact of public spending on education on rural poverty

through changes in agricultural productivity, while the last two terms
caplure the impact of changes in agricultural wages and non-farm
employment.

Measuring the impact of government spending on health on
rural poverty:

(11)

In terms ofequation (11), government expenditure on health
affects the rural poverty through agricultural wages.

Model Estimation

Prior to presenting empirical results, we turn to discuss about
the data and some methodological issues confronted in estimating
the model. The model was estimated using the data between 1990
and 2005. The head-count ratio, which measures the average
number of rural people who fall below the poverty line, was used to
measure rural poverty. The head-count ratios we employed in the
model estimation were compiled based on the poverty simulation
method suggested by Datt and Walker (2002). Basically, this
approach assumes that there is some equivalence betvveen the
microlevel household data and macro-level national account data.
Hence it is surmised that household per capita consumption grows
at the same rate as that ofthe per capita production growth rate of
the sector where the household head is employed. Accordingly, we
projected rural poverty using the HIES data for 1990. lt is interesting
to note that the simulated rural head-count ratio for 2O02 is highly
comparable with that ratio derived from HIES for 2002 (see Table-2
in Appendix). Government expenditure data on education health,
rural roads, agriculture and irrigation were derived from various
issues of the annual reDort of the Central Bank of Sri Lanka: all are

dHEAE
I ap lpwAGAGll-l
IAWAGAG] I AHEAE ]

dp
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irr rcal terms.30 Since all public expenditures are reported at the
rr;rtional level, in order to obtain them at the rural level, following
| fln et al (2000) government expenditure on health, education, and
rr lrds are scaled down by the rural population share. Nationalwage
r;rtt-' index for agriculture was used to represent the agricultural wage
rirtc. The rural road variable was defined as the length of "B" and
"(;" class roads-3l The level of education was defined as the
proportion of rural employees above grade 5. Meanwhile, non-farm
(Jrnployment was measured as the share of no n-ag ricu ltural
crnployees to total rural employment. An equation in the
r;irnultaneous equation system may be written

(12)

Where, yr is the dependent variable, Y,, Yn,, dI€
cndogenous variables, X1.t. . . Xk,t are predetermined variables, Z,is

the variable to which the polynomial lag is applied, and rr is the

error term.

A number of functional form specifications, including linear,
semi-log, and double-log forms were tested to select the most
appropriate functional form. Accordingly, we selected the double-
log functional form to all equations in the system. We estimated the
model using the flrst difference in logarithms of each variable. This
transformation of variables allows us to alleviate ootential
autoccrrelation and mulucollenearity problems (see Fan et al., 2000).
Also, in order to capture the long term impact of public spendlng a
polynomial distributed lag (PDL) model was fitted. A second degree

30. Data for real values of government expenditure was derived from deflating
the Colombo Consumer Price Index (CCPI).
31. These two types of roads receive prominent place in the rural road network:
B-class, main roads connecting another important town; C-class, other roads such
as aqricultural roads and local roads.
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polynomial distributed lag model was found to be appropriate for the

analysis.32 The appropriate lag length of each expenditure category

was derived based on the highest adjusted R2value Hence, lags

are determined as follows: 7 years for agriculture and irrigation, 4
years for health, 4 years for education and 6 years for rural roads'

biven that multicollinearity is a common problem in the PDL model,

to avoid serious multicollenearity problem here the Z variables in

the above equation are expressed in the deviation form 33

Each eouation in the model is over identified by the order

condition of identification. The results for the estimated equation
Table 6. Most of the variables are statistically
goodness of fit of the model tested by the R'z

any equations (ranging from 0.32 to 0.70)'

Turning our attention to the estimated equation (1)' it can be

concluded that an increase in cultivated land area, growth in

et a.1., 1996).

Estimated results for equation (2) show that cultivated land,

level of education of employee, and government role of agriculture

and irrigation are positively correlated with agricultural productivity.

To observe changes in agricultural productivity with respect to public

spending on agriculture and irrigation, we take the sum of the lag

32. The constant term and all the PDLS in the PDL equations are significant'

conflrming that a second degree polynomial is more an appropriate fit to model

the relationshiP.
33. Let us consider the polynomial regression modelwith one independentvariable

0 = 1.. r i..i+ i.-i: +...+ )."t0. t = 0.1, ...,m
tri tnd potynomiat model, the explanatory variables with ditferent powers are

likely to be highly correlated. Therefore, by transforming the variables are

expressed as in deviation form, multicollenearity problem can be reduced See

Bradley and Srivastava (1979).
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ound to be appropriate for the
of each expenditure category
justed R'?value. Hence, lags
r agriculture and irrigation, 4
r and 6 years for rural roads.
)n problem in the PDL model,
blem here the Z variables in
the deviation form.33

; over identified by the order
s for the estimated equation
f the variabies are statistically
of the model tested by the R,
ranging from 0.32 to 0.70).

imated equation (1),it can be
vated land area, growth in
rltural wages, and expanded
lrural poverty. In general, the
arge from agriculture directly,
urers and non-wage worKers
of agricultural prod ucts (Sahn

(2) show that cultivated land,
overnment role of agriculture
with agricultural productivity.
juctivity with respect to public
, we take the sum of the lag

:he PDL equations are significant,
s more an appropriate fjt to model

rodel \eith one independent variable.

rriables with different powers are
y transforming the variables are
rrity pfoblem can be reduced See

r:or:fficients. The sum of theAGlR coefficients is 0.0475, suggesting

0 0475 percent.

ln the case of Sri Lanka, not only a bulk of the rural poor

r;pending by government would reach the poor. This matter will be

(liscussed in the next sectlon

The estimated wage equation exposes that agricultural
productivity and improvements in access to health care have

contributed for higher agricullural wages The variables for rural

road development and level of education were not significant A

possible explanation for this result would be that a larger portion of

agricultural wage workers is employed as daily wage employees

and water supply) and increased levels of education have highly

contributed to improvement of non-farm employment Meanwhile,

the resutts of equation (5) and (6) report that increasing public

investment on education and rural road development does exert a

positive impact on the level of education and rural roads

ln sum, it can be concluded that public spending on social

and economic infrastructure can exert direct and indirect impacts

the above simultaneous equation system
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Meaeurlng Poverty Elasticity of Public Spending

This sub-section mainly focuses on the poverty elasticity of

cach ending which allows us to examine

who t n fact, whowould suffer if expenditure

were cisms of SAPs is that they compelled

elasticity values using the derivatives in equations (8) to (11)'

Let us move to investigate the results of Table 7 ln terms of

the results. we can come to a decision which public expenditure

item can have a strong impact on rural poverty. As results show the

elasticity of rural poverty with respect to public spending on

agriculture and irrigation is -0.00417, suggesting that the role of the

state in th" agricultural sector exerts only a marginal impact on

reducing rural PovertY.
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Tabte 7 - Rurat Poverty Ettect of Public Spending

-0.0042

-0.4348

-0.0017
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Agricultural expenditure can contribute to poverty alleviation
in rural sector only by addressing the problems of small-scale
farmers. It can benefit the small farmers mainly through increasing
their incomes by enhancing their yields and marketable surplus. In
reality, the improved infrastructure can play an important role in
enhancing the returns of poor agricultural households. Even in the
post adjustment eTa, we can observe that a larger bulk of public
spending was continuously directed towards agricultural subsidies,
such as fertilizer, while there was government withdrawal from
investment on prod uctivity-en hancing activities, like research and
extension services, and development of infrastructure including
irrigation. Studies show that government expenditure on rural
infrastructure and agricultural research can generate higher
agricultural productivity resllting in positive impact on the poor
(Akroyd, 2004). Fan et al. (2000) show that public spending on
agricultural research and development has provided a strong
contribution to alleviate poverty in India. In another major study,
lVosley (2004) found a strong relationship between poverty and
agricultural expenditure. Further, he showed that access to
agricultural extension services is a more important component in
enhancing agricultural productivity and thereby moving out of
poverty. Apartfrom this, lackof transparency, corruption, and political
and economic instabllity led to irrational use of public expenditure
in the agriculturai sector In the meantime the government spending
on agricultural activities was not well{argeted. Better targeted
expenditure programmes to poor farmers are more important to nerp
them raise their productivity.

As revealed by TableT, public spending on rural roads is the
most important expenditure item for rural poverty reduction. lf the
government expenditure on roads had increased by one percent,
rural poverty would be reduced by 0.84 percent. Based on a sruoy
ofAfrica, public spending on infrastructure (mainly roads) has been
identified as more prod uctivity-en ha n cing than investment in
agriculture (Diao, X. et al 2003). lt is argued that reductions rn
transaction costs in agricultural markets lead to crucial Teducuons
in consumerfood prices on the one hand and to increased producer
income in the longer term on the other (Akroyd, 2004). lt is thus

Sri L
an

ka
 Jo

urn
al 

of 
Adv

an
ce

d S
oc

ial
 S

tud
ies

 

Nati
on

al 
Cen

tre
 fo

r A
dv

an
ce

d S
tud

ies
 in

 H
um

an
itie

s a
nd

 S
oc

ial
 S

cie
nc

es
 (N

CAS) 

 



I 't tl r: I xl)ottdilLtre Reforms and Rural Povefty in Sri Lanka

r:lt:;rr that investment in infrastructure that leads to a reduction in

trr|lsportation costs has the potential to benefit a wide range of
, rrI rcultural and non-ag ricultural activities. The work by Gunasekara
(:)(x)U) states that the ratio of transportation costs to total cost ls
n()li(jcably higher in Sri Lanka than itwould be in a developed country'

I'llblic expenditure on rural roads in real terms has decreased from

lis Million 2965.4 in 1990 to 2918.2 in 2005, adversely affecting

ll)o ctfort to reduce poverty in rural areas.

Public spending on education has the second highest lmpact
orr rural poverty alleviation lf the government had increased
(|xpendrture on education by one percent, rural poverty would be

rlr-'creased by 0.43 percent. lt is the general consensus that multiple
otfects of education empower individuals to accumulate human

capital, enhance labour productivity, increase life cycle earnings and

cconomic welfare. Public investment in education is now widely-
known in the economic literature because of its higher social benefits'

Most specially, pubtic investment in primary and secondary education

which is more likely to benefit low income groups can generate more

:;ocial benefits. ln terms of the education budget, on average'
currently, of total education expenditure 32 percent and 53 percent

are dedicated to primary and secondary education respectively
(Aturupana,2004).34

In terms of the results, education expenditure reduces
poverty mainly through non-farm employment and growth and
increase in wages. What is surprising is that during the period,

between 1990 and 2005, public spending on education in realterms,
has been fairly even. The major conclusion from this analysis is
that public expenditure cuts under the adjustment programmes' have

not affected general education from which the rural poor benefit
much.

34. ry educatlon of the children in schooling age is

aDp s expenditure deciles all but first decile in 2002.

But education by children from the lowest income

deciles seems to be less than that of childfen from higher income groups'

particularly for tertiary education (See HIES ior 2002)
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Government expenditure on health in the rural sector has a

slight impact on rural poverty reduction. Note that the ratio of
governmeni expenditure on health to GDP in Sri Lanka has always
been low compared to international standards (De Silva, 2004). What
is surprising is that despite low spending on health, Sri Lanka is
cited as a success in achieving better health indicators compared
to other regional countries.35 Although government expenditure on

health has remained almost the same over the post adjustment
period, provision of some medical services, for example provision

of certain medical drugs for non-commun icable diseases to the
hospital, has been curtailed. Consequently, patients are compelled
to purchase them outside. This caused a huge financial burden on
the poor. The World Health Survey 2002 revealed that in Sri Lanka
the poorest income quintile had spent 57.2 percent of total cost for
medical drugs, whilst richest income quintile spent 36.1 percent. lt
is noteworthy that maldistrubution of public health staff,36 equipments,
and drugs have resulted in a low level of health care facilities in

rural areas. The share of medical expenditure, incurred mainly on

curative care, on hospitals in urban areas was higher than
expenditure on primary and preventive medicine services, which
are highly beneficial to the poor.

lntegration of Quantitative Findings and Qualitative Findings
on Public Expenditure Reforms

This section presents a synthesis of the findings of the study
through quantitative (QUAN) results and insights gained from
qualitative (QUAL) evidence. In the previous section, using different
OUAN methods we attempted to quantify the impact of different
expenditure items on rural poverty. Now we turn to examine the
evidence of the QUAL phase, which allows us to explore what people
see as the main trends in their lives and how they themselves
perceive issues related to household expenditures, food security,
as well as quality and access to publicly provided services. In fact,

35 Key health indicators such as, life expe ctancy rate (7 4.7 in 2005), infant mortality
rate (12 per 1000 in 2005), and undef 5 moriality rate (14 pef 1000 in 2005) are
almost at the level of developed countries
36 See IPS (2008)
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loouses on two questlons:

under the high public interventlon'

employmenlS.

Sri L
an

ka
 Jo

urn
al 

of 
Adv

an
ce

d S
oc

ial
 S

tud
ies

 

Nati
on

al 
Cen

tre
 fo

r A
dv

an
ce

d S
tud

ies
 in

 H
um

an
itie

s a
nd

 S
oc

ial
 S

cie
nc

es
 (N

CAS) 

 



-----=--r

136 Sn Lanka Journal af Advanced Sacial Studies - Vot.1-No 1

determinants of the productivity of paddy farming. Most of the
respondents claimed that hig h input prices, mainly, labour cost, seed
paddy cost, and tractor charges, and low prices for their products
caused to lower their net income. Almost everyone claimed that a
lack of government involvement in irrigatjon maintenance ano

We found a mixed response with regards to changes in publicly
provided services over the past period. public policy reforms may
affect education mainly in two different ways, either from the demand
side by influencing household income and prices of commodities or
from the upply side by reducing public spending on education. In
the previ us section we clearly showed the government education

Yes there is a school in our village but there is not enough teacners
as well as the facilities in comparison with the schools situated
in the town areas to educate our children. Our schools are
collapsing nowadays s the government is providing every
support to the college in towns. Since we do not have much
money and polttical power, we cannot get our children admitted
into the better schools in towns. However, rich parents with the

The findings of the study provided
income of households derived from self-e
non-farm sector which account for about 40
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Actually, this imposes a major
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vided evidence of increasing
self-employment in the rural
out 40 percent of employment
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ln rural areas.37 This imolies affordabilitv of education for their
children.

There is a general consensus that considerable education
attainment of rural people was completely entrusted through the
public education system. QUAN evidence showed that government
education expenditure remained almost the same during and after
the era of SAPS and it appears to have had a strong impact on rural
poverty reduction. Despite the marked disparity of quality of
education between rural and urban areas, this finding seems to be
consistent with the evidence gathered from the QUAL survey. Among
households with above orimarv educated head we observed low
levels of poverty.

From the QUAN data presented we showed that the
proportion of national income dedicated to public healthcare
remained almost unchanged over the study period (see Table 3).
But QUAN data do not reveal changes in the quality of the public
health service which resulted from public policy reforms. Public
spending on basic healthcare, such as immunizations, which can
have a relatively strong impact on the poor, generated remarkable
social return over the past period. The public health system aftained
greater control over many communicable diseases. However, a rising
trend of non communicable diseases (NCD) has been identified as
a major challenge that the health sector faces today (lPC, 2008).38
WHO (2007) confirms that NCD risk factors are highly concentrated
in low-income individuals with the least oower to reduce their risk of
falling ill. To address this issue effectively, it is important to ensure
an efiective service delivering preventive health services and primary
care.

The study found a mixed response to the public health service.
Few individuals who were interviewed expressed the view that

37. lt is estimated based on 2002-2003 Sri Lanka rural investment climate
survey. See Deininger et al- (2007).
38. In 2002, 110,700outof 145,500 deaths were due to NCDS. See DeDartment
of Health services (2004).
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government health care services had not declined over the past

period. However, the majority of individuals were of the opinion that
there had been a deterioration in the provlsion of public health
services overthe past period. The poor who have no form of medical

insurance and who totally depend on the public provision of health

care, suffered disproportionately by cuts in public health services

The system in the past was better because we had a totally free
health service. Now, when we go to hospital we have to spend

long-time in the queue. Beside this, we are unable to get certain
medical drugs from hospilal. We have to purchase them from
private pharmacies Some times we are compelled to get some

medical tests done from private medical centres. Since I have

been suffering from chronic respiratory disease, I have to spend

about Rs.350 for medicine drug per month. The poor people like

us cannot bare such a burden. Some time we have to mortgage

our belongings to get medicine. ( 70 years old-Farmer) - Hakmana

With the initiation of economic liberalization, we can see the
emergence of a private health care market in Sri Lanka, especially,

as consequence of permitting government medical officers the
opportunity for private practice in their off-duty hours. lt is noteworthy
that individuals not only from high income groups but also individuals

from low income groups have tended to use costly private medical
service because of the perception of people that private health care
services are better than the government health care service This

resulted in a massive financial burden on the rural poor.

The picture we got from our QUAN and QUAL analysis is that
health protection to the rural poor has not been prevented by cuts
in health spending. Butthis service has worsened by a deteriorating
quality of services. The financial constraints of the government
adversely affected primary health care provision.

__-----.--------
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Concluding remarks

In ihis paper, we analysed trends, determination and the

rnpact on rural poverty of government spending on different social

and economic services in orderto capture the social impact of public

cxpenditure reforms under the banner of SAPS. As revealed by the

QUANT finding SAPs do not seem to have made a decislve
clifference to social and economic public spending except to food

subsidy. The food subsidy was drastically cut in compliance with

the IMF and the World Bank sponsored SAPS However' there is

little evidence of a shift in the composition of social spending towards

primary level services, which is more beneficial to the poor' For

instance, the portion of public spending on tertiary education which

is most beneficial to the rich tended to increase; as well as the larger

share of public spending in the health sector going to hospitals and

administration, while relatively less was dedicated to primary health

care which is more likely to reach the rural poor. The picture obtained

from this analysis is that the government generally made an effort

to protect social spending with the heaviest cuts falling on some

capital expenditures. We found mainly from QUAL evidence' that

there has been a substantial deterioration in publicly provided

services over the past period (for example' schools without facilities

and insufficient teachers, and clinics without medicine).

Despite the increasing importance of income from wages

and self - employment, agriculture remains the most importani

income source for the poor. The sharpest cuts in agricultural capital

expenditure made a strong negative impact on productlvity of
agriculture and thereby the level of well-being of farmers Even

though the government continued the agricultural subsidy
programmes, like fertilrzer and water, there is Iittle evidence that

they have reduced the incidence of poverty among the rural farmers

Instead of the universal welfare strategy, ie. provision of

subsidised foods and inputs by the government, practised in the
pre-adjustment era, the government attempted to implement market-

friendly and a production-oriented welfare strategy emphasising on

the building of self-reliance capaciV ofthe poorthrough the operaiion

of the private sector and NGOS. But private sector commitment in
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the domestic food crop production sector was less successful' At
the same time, NGOs played an important role in poverty alleviation
intervention through the special self-employment creation and

microcredit programmes.

To sum up, as far as the impact of public expenditure reforms

on social and economic sectors in rural areas are concerned' one
of the significant findings emerged from this analysis is that the
poor have been inadequately targeted by all of these changes
because of the fact that most of the public services were not well-
targeted.
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Note: * Per capita income in tocal cuffency (Rs.)
Source: Central Bank, Annuat repod (vaious) '

Table A-2 Simutated Rurat poverty Rates (alsing Sectoral Growth Rates,

Note: Headcount rctio was simutated based on the l ggo/g1 HIES suNey data,
Depanment of Census and statistics.
' Estimate fron 2002 HIES suNey data is shown for comparison purpose.

Table A-1 Desc ptive Statistics for Variabtes in Modet 1

TEXY
AGRI
HEAL
EDU
FSUB
TRCOM
YPC-

0.3013
0.0835
0.0520
0.0882
0.0539
0.0826
33039.77

0.0494
0.0812
0.0101
0.0141
0.0402
0.0230
34188.48

0.2280
0.0059
0.0337
0.0628
0.0165
0.0437
1969.25

0.4267
0.3133
0.0767
0.1107
0.1577
0.1495
124709.3

1990
1991
1992
1993
1994
1995
1996

1998
tooo
2000
2001
2002
2003
2004
2005
2002*

29.50
26.40
27 .75
25.88
at,oY
24.35
29.50

29.56
22.49
20.67
20.47
22.77
20.05
18.08
16.40

21.78
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