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Summary. — Beginning in 1977, Snt Lunkiomoved away from its welfure-oriented cconomy
characterized by extensive government intervention in controlling prices and expensive consumer
subsicies toward i more market-onented, outward-looking hberalized cconomy. Investment
increased due largely to dramatic mcreases i the inflow of foreign capital combined with greater
deficit finencing. Unempioyment declined and the rate of growth of GDP incieased. The major
increase - foragn assistance, coupled with deficit spending, enabled the government to
undertake the ambitious infrastructure projects that stimufated demand. However, this policy
change had deleterious consequences for the poor. Rupid inflation which resulted in i decline of
real wages, coupled with dramatic decreases w the value of the food stamp scheme, brought
about a Jechne in cilorie consumption for lower expenddure grodps. In addition, levels of

malnutrition, as measured by acute wasting, were higher after the policy change.

1. INTRODUCTION

Many developing countries will not resofve the
problems of poverty and malnutrition during this
century (Reutlinger and Sclowsky. 1976 p. 7).
This may be ctribuiable to a combination of
factors, some of which emanate from the con-
flicts embuodied in prorroting short-tern welfare
at the expense of economic growth. It has been
observed thatin the course of economic develop-
ment, there is initially an increase in the disparity
between the rich and the poor (Kuznets, 19700
Even in countries that have successfully raised
per capita inceme, the welfire of individuals in
the lower deciles of the income distribution has
sometimes  detenorated  (Adeiman,  Adelman,
and Taft, 1973; Cline, 1975, p. 359). Therefore,
the question remains as to what strategies can
potentally lead countries out of the trap of
poverty and malnatrition.

One model for aadressing the problem of
undernutrition has variously been described as
the basic human needs  or  equity-orieated
strategy to cconomic development. The fun-
damental tenet of this approich is to place
priority on a macro-policy set concerned less with
growth in the apggregate and more with the
assuranee of access to education. food, health
care. and so forth. This cmphasis on social

development at the expense of growth in the
GNP was perhaps best embodied in the case of
Sri Lanka from 1960 to 1977. That year marked
the ascendancey of a newly elected government
which abandoned what Lal (1983) refers to as the
dirigiste dogma, characte:ized by the goverument
centrolling wages, trade. prices, and distribution
of productive assets, in favor of promoting a
more market-oriented, outward-lookin, c¢con-
oy, While the details of the policy change are
discussed below, the shift from a welfare to a
more growth-oriented macro-policy set raises the
question s to what has been the effect on the
nutritional status and levels of consumption
among the poor. This will be addressed, without
attempting to distinguish to what extent the basic
needs accomplishments of Sri Lanka in the 1970s
were facilitated by the initial conditions inherited

*The author gratefuily acknowledges the Department
of Census and Statistics and the Food and Mutrition
Policy Planning Division of the Ministry of Plan
Implementation, and the Central Bank of Ceylon for
making available the raw data tapes used in this
analysis. Special thanks is given to Neville Edirisingne
for his gencrosity in making avadable data sets which
he prepared. Also, thanks is offered to Carol Levin and
Jean-Michel Doublet for their research assistance,
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from the pre-independence period or from the  context of the time in which the daty were
policies of post-independence yovernment., ! collected,
Chronologically, the first survey in the series
reported on in this paper is the 1969/70 Socio-
2O THE SURVEYS Economic Survey.” From the food production
imdices, it can be seen that rice production was at
Results from fous consumption and expendi- @ peak at the (me al the survey, although this
tures and two mitiitional st 1y surveys conduc- - performance was not matched by production of
ted at various points in time g compared inother crops, such as coconuts and tea, whose
order to wain insight meo the changes which have  production was below trend levels in 1970) (see
occarred monuaition . comumption.and poverty Table 1), Therefore, totad agricuttural production
in Sri Lanka, In pertormimg any static compara- - was not outstandingly high as compared to the
tve analysis, it Important o recognize thar dne vears which followed. The arregate figures on
to i comblation of covermnent policies (for the wanlabiliny of total food and calorje intake
example, those concerning subsides,, pricing,  (detived from FAO food balance sheets) indicate
exchange rates. budget deficits, and amporsg, that this survey was performed wt a culmination
mternational cconomic forees Ouch asthe terms inthe trend of increase that oceurred mn these
of trade) and climatic vartabiliov, there are variables daring the 1900y, The real value of the
year-to-vear instability and avelical patterns i food subsidy program, however, was in fact
consumption and poverty (Mellor and Desarc lower than the years which followed the survey
T985). This serves as o warning that interpreting— period (see Table 25
survey findings requires that they be placed in the The second survey reported on s the 1975/76

Table L. Sr Lanka volume indices ot total ug:ieultural production and njor components and per capita calorie

mtake, [960-82 (1970 - 106)
—_—— T
Other Total Calorie
domestic agricultural intiake
Year Tea Rubber Coconul Paddy tood crops  production (per capita)
\_M“‘Nﬂh_“_wx_ﬁxﬂﬁ__
1960 929 623 R7.0 355 04.0 723 2183
1961 97.2 ol.o 797 R 08.3 738 2,168
1962 100.0 654 1120 621 63.3 T8.8 2.012
1963 103.8 66.1 1018 63.5 .3 840 218
1964 n2y 70.4 1195 652 781 86.4 2086
1965 107.5 71.8 6.8 6.4 744 0.9 2154
1966 104.7 824 98.0) 9.0 12.4) 5.7 2229
1967 4.3 bR 06.3 711 85.8 89.1 2,184
1968 106.1 93,7 103.6 810 87.7 9.0 2169
1964 1038 95.0 97.2 bR 3.5 949 2179
1%70 100.0 100,01 100.0 100 1640.0 190.0 2.371
1971 1029 88.7 104.0 863 105.5 99.2 2,231
1972 1005 88.0 HS.0 81.2 1.6 101.4 2,158
1973 99.5 97.5 77.0 81.2 121.8 99.9 20609
1974 6.3 83.0 80.9 99, 128.3 104.2 2,136
1975 i00.9 93.7 95.5 714 136.1 105.0 2,127
1976 929 95.0 PAR 775 141.7 10S.9 2,172
1977 8.6 91.8 72.5 103.8 1548 1141 2,343
1978 EARY) Y8.1 87.49 7.0 1550 LIK.4 2,325
1979 97.2 96.2 05.3 125.0 150.2 122.7 2,317
[ORN0 9.1 83.0 80,7 132.0 163.5 1210 2169
o8] Y9 i 780 890 138.0 176.6 129.5 2,200
1YR2 8S8.7 78.06 0.0 133.4 I88.5 131.3 2,189
] —_—_—

"The overall agricultural outputindes s the weighted average of the five component indices, using as weights the
estimated share of cach group in ihe value of tota) agricultural output in 1969-71 (itverage), ie., tea (0.2406),
rubber (0.080), coconut (0,133, paddy (0.207). und demestic food products (1.328).

Sources: Thorbecke and Svepnar (1984): Ministry of Plan Implementation (1982); Staristical Abstract (1982) and
FAO Food Balunee Sheets.
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Table 2. Macroeconomic statistics, 1970-84 (in Rs (00,000)

Budget Public debt Bualance of Foreign linancing Percent Pereent
GDP deficits outstanding trade of cashdefient Totlaid  Price of current current
commit-  terms of expenditures expenditures

GDP Reual rate ments trade Savings  on healthand  on food

Year deflator Nominal Real® of change  Nominal Real Nonmunal  Real Nominal  Rceal Nominal  Rceal ) (1978 = 1Y) ratiot cducation subsidics
1970 1.00 13187 13187 . . Y3n 936 7237 7.237 =316 -3l6 233 Y2.2 106 158 S o
1971 102 13,674 1.7 1OS3 1062 NA08 7y ~287  -281 230 125.6 98 L 28 1o
19728  1.06 14,7200 13, REY) 1,636 977 TSSO T30 =285 =241 268 1329 4 S 28 17
1973 1.28 17.920 14330 3.2 Y92 794 10.251 223 —299 =239 143 NT.S 82 S 24 3
1974 1.60 22,300 13,938 2.8 1.599 Y9 11.027 ) -1.207 =792 236 Inlw 2 S 22 16
1975 1.73 25,691 14850 65§ 26099 1360 12960 7401 =138 -762 413 3768 Rh 8.1 21 17
1976 1.83 28.032 15318 32 3576 105y IS.621 N33 170 93 RIS N 13.9 22 11
1977 216 34684 16,057 4.4 2074 1423 22434 10386 631 292 1. b3 2495 102 18.1 2 16
1978 2.33 479 17373 K2 7.165 3078 27746 11908 -LASE 636 kR 1697 40 LX) 15.3 13 12
1979 z.69 49.7582 18506 6.5 8791 3268 RIS U B Bl K =T287 =27 3, P390 5687 72 13.8 15 4
980 3.8 62240 19,574 SH 16,274 5118 0779 14700 - 16,347 ~5 14 6. 1.930 6275 SN 11.2 14 7
1981 3.83 79,337 20.715 58 14,866 3881 SRShY s 202 - 15,539 - 4,057 7. USRS 8153 46 11.7 15 7
1982 4.2, Y2398 21,947 S 20081 4772 L2800 16924 -20492 -4 K67 821 1,929 8544 3N 1.8 17 5
1983 4.87 H2173 23,033 4.9 2Le6 3436 86,423 177460 20461 —4 201 Q785 2UMmM o 3683 44 13.8 16 4
1984 5.72 I3RS 24158 3.9 16,543 2892 95741 16,738 =194 — 1,782 10,653 1862 . ] 20.0 3

Souice: Central Bank of Cevlon, Annual Reporis and Departmen. of Census and Statistics, Economic and Social Siatistics of Sri Lanka, 1978-84.

*Real values are calculated using the GDP deflator reported by the Central Bank of Ceylon.

tThe ratio of gross domestic savings to GDI. It is noteworthy that while domestic savings actually declined. national savings actually increased by a small amount,
the difference being net private transfers from abroad and net factor income from abroad.

tRefers to 197(/71 since prior to 1973 data were not available by calendar vear.

§Refers to 1971/72 since prior to 1973 data were not available by calendar year.
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Nutritional Status survey.' It ook plice at the
time of an upturn in the ceonomy folfowing the
first il shock and world food crises of 1972 74,
This improvement beginning 1975 repre-
sented by a moderation i food prices, improving
terms of trade. higher fevels of food production,
mereising vidue of food subsidics, and penerally
better cconomic performance than that which
characterized the period 197274 (see Table 2
and Figure 1)

The third survey discussed in this paper s the
1975779 Consumer Finanee Surves (CFSE Tt was
conducted subsequent 1o the change in povern-
ment which oceurred in late 1977 and during a
period of rapid increase in piaddy production
which had begun in 1976, Togal agricultural
production was growing at i slowe pace than the
paddy sector due o the continued lethargic
performance of the estate secto crops tea,
rubber, and coconuts. The amount of subsidized
rice provided o consumers had also begun 1o
decline." and the quantity food rattoning scheme
was retargeted in 1978 toinclude only the lower
hall of the income distribution. The pereent ot
current expenditures on health and  edueation
dropped from 227, which had prevailed for the
previous few vears, (o 4% in 197879, The
upward trend mconsumer prices, which con-
tinved in carnest for the next three vears, had
also begun. But most important was the con-

tinuance of the aceelerating rate of economic
growth which had begun in 1976 and 1977 before
the change in government. This reflected the
factors such as improving terms of trade. a rise in
foreign investment mostly in the form of aid, and
the increased domestic food production that was
recorded during this survey period,

The TOR/8T Socio-Economic Survey.” as well
as the TUN0/S2 Nutrition Status Survey,™ were
conducted amidst a period of rapidly rising food
prices. The terms of trade were also deteriorat-
ing. and the government began (o curtail public
spending and adopt other austenty measures to
reduce budget deficits and a negative balince of
trade. Nevertheless, GDP growth continued to
be strong. Paddy production continued o in-
crease although there were actual declines noted
in per capita food avatlability. The tea sector's
stagnant level of production was in keeping with
that experienced from 1970 through 1982, as was
the case of the other major export crops. rubber
and coconut. The cuts in the value of food
subsidies in the form of the food stamp program
were by now severe.

Ihe mest recent consumption survey was the
T9S1/82 Consumer Finanee Survey.” Inflation
and the consequent erosion in the value of food
subsidies continued. The rather high rate of GDP
wrowth was slowing, and the precipitous increase
in net receipts of foreign assistance had leveled
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Figure 1. Retail prices — Colombo anntial average. Source: Mumistry of Plan Implementation (1982),
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off. The terms of trade continued to decline, the
traditional export sector failed 1o exhibit in-
creased levels of output, and public debt grew to
over Rs 70 million in the face of increased
borrowing o sustain domestic spending pro-
grams. New austerity measures, meluding ex-
change depreciation, were adopted.

3. RESULTS OF COMPARISONS
(2) Nutritional status surveys

Malnutrition in & population is  usually
measured using two indiciators derived  from
anthropometric data on the weight and height of
children. The first. height-for-age, indicates
whether growth has been stunted and how muny
children suffer from chronic undernutrition due
to previous periods of inadequate dictary intake
and/or episodes of infection. The second. weight-
for-height. indicates the degree of wasting. It 15
used to estimite the extent of acute malnutrition.
Weight-for-height measures present nutritionas
status; children who suffer from wasting are
usually in need of fmmediate attention In
addition. the percentage of the population whose
weight-Tor-height and height-for-iage are both
below standards is an indicator of concurrent
chronic stunting and acute wasting.

The anthropometric data collected from the
1975/76 and 1980/82 surveys were analyzed in
accordance with the recommendations of the
World Health Organization (WHO, 1983) using
the reference population of the National Center
for Health Statistics as a standard of comparison
(US Public Health Service, 1976)."

The comparison or the two surveys in Table 3
distinguishes between rural arcas and estates, in
addition to the more customary distinciion be-
tween urban and rural arcas. No data on urban
arcas were collected in 1975/76. In Sri Lanka, the
estates that produce export crops, such as tea, as
well as rubber and coconut, are worked primarily
by ethnic Tamils.!" These agricultural laborers,
who live in communities attached to their work
places, comprise 7.3% of the houscholds in Sri
Lanka. This is in contrast to other workers in
rural arcas, who produce primarily food and fiber
for the domestic cconemy.

The two survevs show that the problem of
stunting on the estates s most severe, and
increases rapidly with each age cohort. This
reflects the accumulation of previous episodes of
growth failure due to undernutrition. Wasting is
most severe among children 12-23 months,
reflecting their vulnerability to discases such as
diarrhea during the weaning period, when breast

813

milk is no longer adequate for growth, There
were fewer stented children found in 1980/82
than in 1975/76. This reflects that the height-for-
age data from the 1975/76 survey would have
captured the effects of the stunting that resulted
from dictary shortfalls in 1972-74 which, as
discne . d below, is when domestic harvests were
poor, faad prices were high, and the world food
crisis oceurred. The data on stunting from
19R(/82, on the other hand, reflect the relatively
better denree of food seeurity tor the poor in Sri
Lanka during 197679, At that time, the quantity
rationing food subsidy scheme was still in effect,
th ~vatue of food transters had not eroded, and
the prices of important food crops had yet to
increase dramatically.

The percentage of children suffering from
acute malnutrition was higher in 1980/82 than in
1975/76. Overall, there was a 64% increase in
wasting in the rural sector from one survey to the
next. The inerease was especially high among the
6-11 month-old age cohort. This undouabtedly
reficets o combination of a decline in dictary
intake, more episodes of infection, and less
favorikle birth outcomes conditioned by the
mother's  health and nutritional status. The
prevalence of concurrent wasting and stunting is
also higher in 1980/82 than in 1975/76, although
the difference is less than for wasting alone due
1o the countervailing effect of the lower levels of
stunting in the latter survey period.

(b) Income, expenditure and consiempiion
surveys

Four national surveys collected food consump-
tion data over a seven-day period, with expendi-
tures on semi-durables and durables reflecting
purchases during either the last month, Tast six
months or last year, depending on the item. In
addition, information on income and employ-
ment as well as a variety of demographic data
were collected. Allsurvey data were cleaned and
analyzed using identical procedures. Data collec-
tion employed a nearly identical questionnaire to
gather the food consumption data, although
there were slight differences in the definition of
some minor food items and changes in units of
measurement from one survey to the next. The
sampling frames were all based on the existing
census blocks, as determined by the most recent
population censuses. So although the 1969/70 and
1980/81 surveys were conducted by the Depart-
ment of Census and Statistics, and the 1978/79
and 1981/82 by the Central Bank. the findings of
the consumption data are indeed comparable.

As a measure of changes in consumption,



Table 3. Malmurition anong children, by age and secior, 1980-82 and 1975176

Age of children

-_
Measure of 6-11 Months 12-23 Months 23-35 Months 367 Months 48-60 Months Average
malnutrition/ -  — e —
Sector 1980-82 197576 1980-82 197576 1980-R2  1975/76 1980-82  1975/76 [980-82 1975776 1980-82  1975/7¢
_-_— -
Percentage stunted®
Urban arcas 15.8 R 32.9 S 3401 S 38.0 R 40.8 L 33.6 ..
Rural areas 15.8 19.3 339 38.6 348 43.2 42.5 50.3 8.5 60,1 36.3 4.0
Estates 41.5 443 59.6 67.4 643 74.2 62.6 79.0 680 85,1 60.6 72.0
Allisland 17.7 L 35.3 S 36.6 S 42.7 S 45.0 R 373
Percentage wasted+
Urban areas 12.4 S 14.2 S 10.5 R 4.5 S 4.7 - 10.5 ..
Rural arcas 13.4 5.2 243 18.1 16.1 9.8 6.7 4.4 5.9 31 13.8 8.4
Estates 14.2 3.8 24.6 23.6 18.0 12.6 6.7 8.1 5.1 4.6 143 1.2
All island 13.2 R 23.1 - 14.9 C 6.2 L 5.6 . 13.1
Percentage stunted
and wastedi
Urban areas 1.1 . 7.9 L 5.6 . 2.4 C. 1.4 4.1 ..
Rurai areas 1.4 1.8 8.8 8.8 8.3 6.7 4.2 4.0 23 1.9 5.5 4.9
Estates 4.7 2.9 16.9 17.7 12.5 1.1 5.6 0.8 3.3 0.5 9.4 7.1
Allisland 1.5 9.1 - 8.0 R 3.9 22 . 5.4 R
-

Notes: A Z-score s the standard deviation of a given indicator for an individual. Children with Z-scores less than =2 are classified as mal-
nourished. Z-scores are calculated as
Z, = (W, - M),
where
W, = the measurement (for example, hcighl-for—agc or wcigh(-for-hcighl);
M, = the median value of the measurement in the reference population. Ji and
S, = one standard deviation above the median for the measurement. derived from the reference population, i
Ellipses (. . -) indicate that dara were not available.
*Percentages based on height-for-age < -2 Z-score cutoff point,
tPercentages based on weight-for-height < -2 Z-score cutoff point.
$Percentages based on height-for-age and weight-for-height < -2 Z-score cutoff point; the children in this Category are a subset (i.e.. inter-
section) of the sets of stunted and wasted children.
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calories are employed in this analysis. This is
done because of the interest in nutrition as well
as to avoid the problems with cmploying cost-of-
living defiators required 1o generate income-
determined poverty lines. as will be discussed
below.

There are a namber of patterns and trends that
emerge from the comparison of calorie intike per
adult equivalent, by expenditure groups in the
four survevs (see Tuble ). Fist, for a piven
expenditure decile, calorte consumption is high-
estin the estate sector. and lowest in urban areas.
This reflects that urban houscholds have a
preference for luxury commaodities (e.g., meat,
milk) that provide fewer calories per rupee spent.,
coupled with the tact that uiban houscholds
aflocate a smaller share ot their total budget o
food (Sahn, [987). Sceond. calorie intake s
markedly higher m 190970 than i any other
survey  vear. More interesting is the steady
dectine from one surves period to the next in
calone intake among lower income households,
especially for the bottom three deciles of the
population. This decline. especial'y - between
TO78/79 amd 1981782 Central Bank  Surveys.
oceurred while the intake among higher expends-
ture groups was generally rising, resulting in little
net change in agpregate inteke among all house-
holds (see Figure 2). In fact, the same data by
sector indicate that in the rural, urban, and estate
sectors, calore intake was higher in 1978/79 than
1981/82 tor the bottom three deciles. Concurrent-
ly, the ngher intake n the upper two deciles in
1981/82 is largely driven by increases in the rural
sector.

Table 5 shows the cumulative pereentage of
the individuals and households consuming betow
certiin levels of calories per adult equivalent
unit. In [978/79, 7% of the individuals lived in
households where the intake of food energy wiss
less than 1,600 calories per adult equivalent (AL)
per day. This figure increased in the subsequent
two surveys. In 1981782, 10.2% of the individuals
lived in houscholds consuming less than 1,600
calories per AL This represented a 453'% increase
over the 197879 figure,

There is an important distinction to be made in
the interpretation of the decline m food encrgy
consumption among the lower expenditure dec-
iles between 1970 and 1978, as juxtaposed with
the unambiguous picture of the declining trend
between 1978 and 1982, To amplify, there is
evidence that the high calorie intakes of 1969770
partially reflect a transitory component in con-
sumption due to a combination of imports and
domestic production of foodgrains, especially
rice, exceeding trend levels. Bhalla and Glewwe
(1980} argue that for this survey, unlike the

others, the deviation from trend levels of food
avatlability, and  presumably  consumption, s
sufficiently targe to warrant statistical adjust-
ments.

This transitory component of food availability
may affect consumption in two important ways:
through lower prices and higher incomes. Given
that prices were adnunistered, and retail rice and
wheat prices in 1970 were not below tiend levels
(see Figure 1), and that the rice equivalents of
subsidized food distributed by the Food Commis-
stoner wis fower than the amount in the three
sacceeding years, it draws into question how
much the tramsitory component of food avatlabil-
ity transhated into higher consumption | especiaily
for the poor. Nevertheless, on the basis of the
rough estimates derived from food balance sheets
data (see Table 3). one observes that calorie
consumption per capita was at i pinnacle.

There are several wavs of statistically adjusting
for this transitory level ol food availability.
Bhalla and Glewwe (1986) fitted a trend line and
estimated e value of the transitory component
of income w equal 4% of the average total
houschold experditures. If one assumes that the
marginal propensity to consume is the same as
for other income, one can simply apply estimated
expenditure elasticities' 1o predict that  the
transient component of incomes raised calorie
intake by 2.0 above trend levels, or approxi-
mately 05 calories per day per adult equivalent
anit. M

As an alternative, a centered moving average
can be applied to actual calorie consumption data
derived  from FAO  food  balance  sheets.
Although imperfect, they are the only source of
yearly estumates of calorie intake. This technique
cian smooth out any major deviations, such as a
four-year electoral cyele, while not dramatically
altering the picture revealed by the survey data,
I was used to estimate that, in the aggregate,
consumption was Y3 calories (nearly 4%5) above
trend during the 1969/70 survey data,

While estimating the transitory caloric intake
on the average is thus somewhat subjective, a
more vexing problem concerns how to distribute
the quantity of calories above trend level in
FIO70 among the various expenditure groups.
For example, it could be distributed in propor-
tion to the actual indke, or simply distributed
equally among all households. But repardless of
how one adjusts the 1969/70 data (i.c., based on a
moving average of food balance sheet data or
transitory component of income based on ticnd
lines), and how one distributes that transitory
value across houscholds, the net effect on con-
sumption will be such that calorie intake during
the 1969770 survey penod remains markedly



Table 4. Per adulr equivalent calorie consumption by expenditure decile by sector. 1969770, 1978/79. 1980/81, and 1981782

[1969/70) 1978779 [980/81 TUK /82
Per capita -_—
expenditure All All All All
decile Urban Rural Estate islan:d Urbun Rural Estate island Urban Rural Estate island Urban Rural Estate island

—_—_—

(calonevadult cquivalentday)

1 L84S 20183 2209 2156 1.650 PTHOOLTI2 17300 1477 1613 . 5ed LAST O LS21 1570 1617 1.566
2 20192 2482 2691 2500 2089 2,142 2432 2147 L8533 2076 2088 20147 L7710 2.062 2186 2.031
3 2361 2760 3009 2774 2213 2366 2764 2374 S92 3K 2320 280 | gxD 2.3260 20384 2,305
4 28T 2969 3,178 2904 2,340 2566 2063 2 575 2282 2528 2 217 2325 2316 2574 2836 2562
S 2012 3015 3499 3034 D 408 2761 3206 2783 2375 2600 2864 2660 2asn 2778 3.047 2768
6 2770 3232 3608 3279 2a8n 2078 3515 2983 2517 dujg 3 M4 2S00 2624 309 3377 2,983
7 2804 3322 3864 339) 0797 307003822 3018 2678 3211 3272 3928 27 3202 2748 3,175
8 3010 3.666 3.000 3656 3037 3309 3908 3353 2816 3339 3935 3080 3002 3320 4.084 3.494
9 3210 3,728 4302 3 798 3317 3.603 4756 3.6090 3082 3765 12600 3627 3.2601 3806 3546 3.760
10 3625 4,194 5442 43160 3589 3,797 4.000 3,762 3372 4248 10109 3877 3550 1153 1,394 3.905
Average 2913 3021 3452 3080 2,755 2,784 3.546 2850 =629 2807 2094 2791 2796 2823 3344 2855
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t Q 3 4 5

Mean 6 7 8 9 10

Figure 2. Percentage change in calosies consumed daily per adult equivalent by income decile: Sri Lanka, 197879 10
1981787

higher than subsequent surveys. This is ilus-
trated by the fact that removing i transitory
component of Y3 calories equally from all house-
holds will have only & minor overal effect on the
high food energy intakes recorded. For eximple,
the towest expenditure decile would have con-
sumed 1755 calories per AE. which is still
considerably higher than the 1,056 calories con-
sumed in 197879,

There is a second important issue that arises in
mterpreting the calorie consumption data be-
tween 196970 and 1978/79, cven when adjusted
for the transitory component in 1969770, Specific-
ally, while the decline in calorie intahe among the
bottom quintile is quite marked. it is not likely
that a straight line conneets the two points in
time. Rather. a trough in consumption in [973 js
hypothesized. This contention is supported by
food price. rice production. and food balance
sheet data,

To amplity, 1973-74 was characterized by low
levels of domestic food production. high inter-
national rice prices which discouraged  food
imports. and overall low levels of food avatlabil-
ity according to food balance sheets, From
houschold survey data, it is also known that
unemployment soared to unparalleled levels in
1973 (see Figure 3). In addition, Anand and
Harris (1985) use cell mean data to compute
incume-deterniined poverty lines. They em-
ployed two ditferent income-determined poverty
cutoff levels. When the higher one was used,
poverty declined between 1973 and 1978, When
the lower poverty line was used. poverty in-
creased between surveys. One can also infer from
the nutritional status data presented carlier that
the high percentage of stunting in 1975/76 reflects

low levels of consumpt on and food stress which
resulted from higher food prices, poor harvests,
and deteriorating terms of trade in 1973-74.
Thus. it s likely that there was a trough in
consumption oceurring sometime between the
19689/70 and 1978/79 surveys.

In considering the decline in calorie consump-
tion and the increase in the percentage  of
houscholds consuming diets low in food cnergy,
much of this is attributable 1o the skewing of
calorie intake and consumption expenditures.,
The share of food energy consumed by the Jowest
expenditure deciles has fallen steadily (see Table
0}). In 1969/70, the bottom decile of the expendi-
ture distribution consumed 6.5% of the calories.
This fel! to 5.1% in 1981/82.

The shares of calories consumed by expendi-
ture deciles is only one of many niwcasures of
cquity. In fact, measaring the degree of in-
cquality is somewhat subjective. Choices include:
() whether one uses the household or individual
a5 the unit of analysis; (2) which variable is
employed (income, expenditures, or calories);
and (3) what indicator is seleeted (c.g., shares of
incomes or calories, Gini coefficients, Theil's
incquality measure, Theil's alternative inequality
measure, variance of logarithm of incomes).
While it is not possible to detail the divergence in
the results from the different techniques  of
measuring inequality, this point is illustrated in
Table 6. Both Theil's indices indicate that income
cquality declines steadily from one survey period
to the next. ‘The same general pattern of declin-
g equity wiih time is presented by the log of
income and Gini coefficient indicators. The data
on income shares show no trend, aithough there
is an exceptionally low share to the bottom two



Table 5. Cumnulative percentage distribution o calorie consumption per adult equivalent (AE,
1 / I

818

Cumclative pereent of individualvhouseholds consuming less than:

Year of survey/ i.600 Calories 1800 Calories 2.000 Calorics 2.200 Calories 2406 Calories
Subject of data per AE per day per AE per day per AL per day per AL per day per AE per day

1969/70
Individuals 2.6 58 11.5 19.2 20.5
Houscholds 2.0 4.5 3.8 149 228
1978/79
individuals 7.0 12.6 20.8 31.1 109
Houscholds 59 10.6 17.5 26.5 35.2
1980/81
Individuals 9.8 16.1 24.2 324 42.8
Houscholds 8.2 13.5 20.5 29.0 38.4
1981/82
Individuals 10.2 15.5 22.7 31.1 40.5
Houscholds 8.4 12.9 1€.2 26.8 35.3
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Figure 3. Unemplovment ay percent of labor Jorce. Sourees: 1963 — Reported in Centrat Bank of Ceylon,

Consumer Finances and Socto Economic Survey, 1973 (Colombo, Sti Lanka: n.d ). Caleulated from the 1963
Conswmer Finance Survey. 1969/70 — Cateulated from tie 190970 Socio Economic Survey. 1971 — Reported in
Department of Census and Statisties, Labour Force and Socto Economic Survey [980:81 (Colombo, Sri Lanka:
1982). Calculated from the 1971 Censas of the Population. 1973 — Reported in Central Bank of Cevlon. Consume:
Finances and Socio Economic Survey 197879 (Colombo, Sri Lanka: 1983). Caleulated from the 1973 Consumer
Finance Survev. 198081 - Caleudated from the 198081 Socio Feonomie Survey, 197879 and 1981782 — Reported
in Central Bank ot Cevlon, Report on Consiener Finances and Socto Econome Survey, 1981182 (Colombo, Sri
Lanka: 1984). Caleulated from the 197879 and PSIUS2 Consumer Finance Surveys.

Table 0. Changes in level of inequality, by ranking of household by per capita incomes and expenditures

By income ranking By expenditure ranking

Measure 1969/70  1978/79  T980/81  1981/82 1969/70  1978/79  198(0/81  1Y81/82
Theil's 0.213 0.315 0.321 0.409 0.181 0.289 0,289 1.225
Theil's alternative 0.177 0,241 0.274 0.289 (.1582 0.200 0.200 0.182
Log of inc./exp. 0.303 0.382 0.480 0.430 .259 0.301 0.301 0.307
Gini cocfficient 0.400 0.398 (1. 408 0.4360 (.33 0.372 (0.332 (364
Income sharces

Bottom 10% 2.8 30 23 2.8

2nd Deaile 4.2 39 4.0 4.0

3rd Decile S.1 4.8 4.9 4.8

4th Decile 5.8 4.8 5.7 5.7
Expenditure shares

Bottom 10% 4.0 3.4 3.7 3.3

2nd Decile 5.3 4.5 5.0 4.6

3rd Decile 6.3 5.4 6.0 5.6

4th Decile 7.1 6.3 6.8 6.5
Calorie shares

Bottom 10% 6.5 5.6 S.4 5.1

2nd Decile 7.5 7.2 7.1 6.8

3rd Decile 8.4 8.0 8.0 7.8

4th Decile 9.1 8.7 8.8 8.8

Sources of Theil’s index and log cf income: Glewwe (1986).
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deciles in 1980781, Concerning the expenditure
distribution. all indices POrtray an increase in
inequality between 1969/70 andd 1978/79. Three of
the four indices show an tmprovement in cquity
between the 1978779 ap TISESY survey period.
the exception bemg the log of income., Cancur-
rentiy, the expenditure shiros show Tiule change
between 197879 and TUSTS2.

A number of explanations can be posited for
the divergenee among the measures of oxpendi-
ture distribution. and betweon the mcome and
xpenditare distribution tigures. The former
reflects the fact that cach mdex is constructed
differently and would theretore, for example.,
give adifferent weight to incquality at the botfom
(or top) end of the expenditure distribution,
Concerning the dissonance between ihe cquity
indicators of income und expenditures, one
reason may be that errors iy sumpling and the
extent of misreporting of income o expenditures
may differ irom one survey to the next. Another
compelling hypothesis is (ha subscequent o
opening up the ceonomy. there s g surge in
consumption in 1978/79. especially for upper
expenditure deciles, ncreasing the disparity in
expenditures between the rich and the poor. By
T9S1/82, the pent-up demand for consumer goods
was large!  relieved, and SAVENES increased
among the rich reducing the extent of nequa'ity
in the expenditure distribution relative ;o the
income distribution. This explanation finds sup-

WORLD DEVELOPMENT

port in the fact that the survey data indicate that
there was less per capita savings reported by the
upper c,\lp’cmlmu'c deciles in 1978/79 than in
[981782 140

IEis not possible 1o isolate the precise explana-
tion for the dissonance among  measures of
cquity. Nonetheless,  the tinding of  trend
toward greater or lesser nequality in consunip-
tion, exp nditure and income distribution, in and
ot itsell, does not necessarily explain the decline
m food energy intake. espectally given the rate of
growth of GDP reported for Syi Lanka between
T975-82. Therefore, chinges in real expenditures
cin beestinnted.,

Such an exercise, however,
the diserepancy among the avatdable consumer
price dndexes for S Lanka, The tirst s the
Colombo Consumer Price Index (¢ ‘CPh tfrom the
Central Bank of Cevlon (Aonual Report, 1984).
The second s (he alternative  indey (ACPI)
developed by Bhall

is limited Jdwe (o

aand Glewwe and  the
Department of Census and - Statistics. ' This
alternative index (ACPI) indicates a much more
rapid increase in the cost of living. It is more
aceurate because it s based on actual prices in
markets, rather than on administered prices oy
was the case for the Central Bank index.”
Employing the CCpy, real expenditures in-
creased markedly between 1969770 and 1978/79
for the bottom 407, of the expenditure distriby-
tion (see Table 7). Between 1978/79 and 1981/82,

Table 7. Leeal and nominal prcaptia monthly expendires (gs).
Al island

Expenditure

decile 196970 1978/79 198078 TY81/82

.\__“\_\_««_m‘“

! Real (CCPh 243 30.8 37.1 360.6
Real (ACP) 243 213 218 19.3
Nominal 243 66,4 97.1 109.0

2 Real (ceen 328 49, 5.6 51.5
Real (ACPI) KRN 28.9 288 27.1
Nominal 328 Y0 132.3 153.3

3 Real (ceen 379 59.5 603 01.9
Real (ACPL 37.9 4.5 344 2.
Naomina! 37.9 107.5 157.7 '84.5

4 Real (CCPy 433 08.6 08.6 71.9
Real (ACPI) 43.3 IR 39,1 8.0
Nominal 43.3 1239 177.5 214.3

Mean of poorest 407,
Real (CCPL 3.6 53.6 53.9 55.5
Real (ACPI) RENS RID| M7 29.3
Nominal RENY 96.9 14,9 165.3

Deflator — cCpt 1.000 1.808 2.616 2.979

Deflator — ACP] 1.000) 3115 4.580 5.047

-
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the CCPI indicates that aggregate real expendi-
tures increased only slightly, with a drop w the
intervening survey period. The CCPL shows no
loss in real expenditures among the poor between
1978/79 and 198182, When the ACPL s em-
ployed. a ditterent story emerges. Thereis adrop
in real expenditures between 1909770 and 1978/
79, and 197879 and T9SES2. Overalll real
expenditures fall 9420 between 197879 and
TOS1/S2 for the Jowest expenditure decile, and
8% for the fowest 40% of the household
capenditure distribution. "

he divergence 1o the preture of growth i real
expenditures has important implications tor this
analisis. 1 draws 1nto guestion the validity ol
GDP growth figures based on Central Bank GDP
deflatois. To the extent that deflators
sutfer from the sarmie understatement of price
increases found in the CCPL the real growth
rates in Table 1. both tor the pre- and post-
liberalization period, are overstated. This serves
to partially explain why calorie intake has not
mereased despite the reported inereases in GDP,
The related lesson s that the discrepancy in
detlators commiends the use ot calories as an
indicator of actual changes m levels of consump-
tion and poverty as weil as nutition,

There is also a need o reconcile the lack of
fercase 0 mverage calorie consumption and the
fall in real expenditures among the poor with the
data that the unemplovment rate has aciually
dectined from 7% o 1177 between 197879
and T9SI/E2 (see Foure 2)0 The stimulative
effects of spending associated with the Targe
externally tunded mvestments n construction,
coupled with the growth in cmployment 1 the
Middle East and improved output in the paddy
sector. clearly generated new jobs i the post-
liberatization period. The explanation, however,
for the decline in consumption among the poor is
fargely found Dy exanining how real wage rates
hav: fallen between 1978 and 19840 This is
pronounced for workers in the orginized sectors
- government employees, school teachers and
trades in the private sectors governed by Wage
Bourds (see Table 8). For the peor i the
unorginized sector, wage rates ol agncultural
workers in paddy and coconut also showed no
increase between 1979 anu 1984, Wages of
plantation workers in tea and rubber also fell,
while workers in construction showed no gains.
Similarly. it has been suggested that Lindiess
laborers and small farmers are especially hard hit
by the type of rapid inflation that occurred during
the early 1980s, even if income per head remains
constant (Sen. 1985). Thus, possible explanations
for the disparity between the aggregate growth
figures and the calorie intake of the poor parallel

these

those postulated by Bardhan (1985) for the
inverse relationship between poverty and agricul-
taral performance in rural india. They deserve to
be the subject of further rescarch.

4. DISCUSSION

Prior to 1977, the weltare-oriented approach to
development attracted  much acclaim in Sri
Lanka. According to proponents, it contributed
to achieving “remarkable social progress for a
country with a very modest economic base and
relatively low per capita income™ (Gavan and
Chandrasekera, 1979, p. 11). High literacy rates,
low infant mortality, and long life expectancy
were among the most visible manifestations of
the . . veneral governmental political commit-
meot to the poor majority™ (Gwatkin, 1979, p.
3y, Morns” (1979, p. 104) work on the Physical
Quality of Life Index (POLID. based on these
three indicators, singled out Srii Lanka as the
~most dramatic example of a country which was
able to achieve remarkable life quality results at
startlingly low levels of incorae.™

Despite this acclaim, others have not been so
sanguine about the accomplishments of the pre-
1977 welfare state. Specifically, it has been
shown that the roots of Sri Lanka's accomplish-
ments s measured during the 1970s indeed are
deep. They date back to before independence.
Isennum (1980, pp. 237-238) notes the import-
ance of the predominantly Buddhist heritage and
ample endowment of natural resources, the latter
of which enabled the British colomal government
to develop the foreign exchange-carning export
crops of tea and rubber which were subsequently
o finance an expensive social welfare system.
But at what cost? Myint (1985) and Bhalla
(1980a) suggest that Sri Lanka’s economic and
social position at the time of independence was
more comparable to what are now the middle-
income countries of Southeast Asia. 1t has also
heen asserted that the pursuit of inappropriate
welfure policies did not have exeeptional results
in terms of Living standirds and precipitated the
decline whereby Sri Lanka's economic standing
as measured in terms of GNP is more hke its
low-inzome South Asian neighbors (Bhalla and
Glewwe . 1086). While the contention by Bhalla
and Glewwe (1986) that Sri Lanka's welfare
expenditures did not yield marked basic needs
achievements has provoked considerable con-
troversy and refutation (Sen, 1986; Isenman,
forthcoming; Pyatt, forthcoming), the fact
remains that the central pillar of Sni Lanka's
cquity-oriented policies and social achievements,
its much heralded food subsidy scheme,' was



Table 8. Minimum wage rate indices and average daily wages, Ali isiand, 1978-84

Government cemployees Workers in wage boards frade Laborers in the unorganized sector
_—— '\\\\\
Non-executive officers Waorkers in:
- Construction Construction
All non- Paddy Coconut Tca {Carpenter) (Mason)
Cterical Skilled  Unskilled exceutive Al minor Industry & - e -
Period  empicyces employees emplosees  officers employees  Agriculture commerce - Services Male Female . Male Female  Male Femule Male Male
x\%&~\ -
................... Minirmum wage rare mndex {December 1978 = 1oy S - Average daily wages (1974 = 1) e
Nominat
1978 P .. . 100.0) 100 ) 942 088 - . . S . . A N
1979 1124 133 117.9 156 118.7 1231 1113 1139 1682 177 671 vas g3 AV 27.51 27.08
1980 121.0 1221 129.5 126.0 132.0 153.6 138.8 1305 223059 2108 1250 1789 1267 36,95 3585
1981 133.4 135.2 1462 140.9 15101 153.9 1510 16,4 7TN IV 2701 10T 20050 4517 46.85 45.910)
1982 164.5 1658 1918 180.6 194.7 I81.2 161.0 169.7 MLNE 2T 32 24 gy eN 2ET79 ISy 5381 52.42
1953 184.3 1898 218.2 L6 226.2 198.7 163.1 177.8 o6l 2hud 3778 ARSI Y 59,94 S8.31
1984 207.1 2134 2484 2314 2609 250.2 1683 1707 .19 2068 3N 2% 230 2761 2147 6541 63.57
Reat*
1978 RN L . 100.0 1000 4.2 Y88 . S . R B BN
1979 94.4 4ys.2 99,1 97.1 9.7 103.4 u3.3 9s.7 1403 ysu 1404 793 L3S 797 2311 2275
1980 77.5 752 83.0 80.7 84.6 Y84 88.9 836 1432 94> 1387 Nl e s12 2368 22.98
1981 68.7 69.7 75.3 72.6 77.8 79.3 77.8 754 311021 1392 sox .56 782 2415 23.65
1932 77.9 80.0 .9 8S.6 ©2.2 858 75.3 804 14.59 10,49 1528 N.on 10,32 7.33 2350 RERS
1983 72.5 4.7 K5y 8.5 89.0 782 64.2 70.0 HJAL 106l 1987 s47 .37 660 23.59 22.95
1984 69.4 71.6 83.3 77.7 87.5 839 50.4 ). 3 348 998 1283 778 926 720 2194 21.33

_— —_—
Source: Central Bank of Ceylon,
*Based on Alternative Consumer Price Index.
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paid for largely out of rents extracted from the
export sector. Thus. the egnitv-oriented policies,
consisting argely of the food subsidy. adminis-
cered prices and health and educationai services,
which were to command widespread acclaim,
were implemented coincident with policics which
discriminated against and discouraged growth of
exports and. in general, impeded  cconomie
vitality (de Melo, JUS1).

Nevertheless, claims that have postraved Sri
Lanka's cconomic porformance between 1970
and 1977 as dismal, and ataibutable primarily to
the recurrent expenditures on basic needs. s
opposed 1o the plethora of other government
interventions in the ceonomy, require carefu!
serutiny. For example, the work by Sen (1980)
shows that growth of GDP during the 1970y
would have been two or more times greater than
that observed, contingent upon the unrealistic
scenmario of totally climinating the entive health,
welfare, eduvcation. and lood subsidy budget
which had already dropped from 11.8% of GNP
in 1900-61 (0 8.7% in 1977 (Sen. 1986). In
addition, the externadities o1 weltare achiceve-
ments. such as the drop in fertlity, improved
education bringing about increased productivity
and withingness to adopt new agricultural tech-
noltogy. hetter health leading to more productive
workers, and so forth cannot beignored.
Furthermore, o senes of events outside of the
government’s control, such as the insurgency in
1971, series of poor harvests and the oil shock
of the early 19705, the deterioration in the terms
of trade from 1970-75 und the low levels of
toreign assistance all contrinuted to u leve! of
cconomic pertorminee which was lesy  than
expected.

So while itis bevond the purview of this paper
to resolve the debate over the extent to which
spending on basic human necds contributed 1o o
poor ceonowaie performance during the 19705, it
is clear that the high levels of unemployment, the
shortage of formal sector employment for the
highly cducated population. and the frustration
of the Tarje capitalist class whose activities had
been hmated due o the plethors of stie controls
over foreign currency and the general expansion
of the government into economic activity, coliee-
tively contributed to u change in government in
1977 (Moore, 1985 Nelson, 19847 Sahn and
Edirisinghe, 1930). The clectoral victory of the
United National Party (UNP) over the Sri Lacka
Freedom  Puarty (SLFP) was  also partially
attributable to the disintegration of the coalition
of left-of-center parties that helped the SLEP
come to power, coupled with the UNP's promises
of cconomic prosperity and an end to shortages,
queues, and state controls which has character-
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ized Sri Lanka during the 1970s. Even though the
country wis not facing the type of econonuc crisis
characterized by severe  balunce-of-pavments
problems which precipitate a major structural
adjustment program, the election was 10 have
far-reaching implications in terms of dismantling
the welfare state.

In 1977 the new government hrought about a
myniad of changes in policies. They centered on
liberahizing markets and reducing social welfar-
ismas measured by current expenditures on
health. education, and food subsidies, in order to
achieve more rapid aggregate cconomic growth.
The most visible were devaluation of the cur-
rency. reduction in the value of food subsidies,
interest rate reform, lifting of most price con-
trols, liberalizing import restrictions, establishing
a free trade zone o promote exports, and
reducing  public  sector  monopolies.  These
~hanges took place in stages beginning in 1977,
commencing with a more than 40% currency
devaluation in November of that year. There-
after, aseries of devaluations ensued in the years
which followed. In addition, spending on health,
cducation and food subsidies declined from 38%
of current L\[)Lll(llllllc\ in 1977 to 22% during
the years 1980-82. The overall stated purposes of
ddjuslmcnls n llu value of the currency changes
in capital markets, removal of price controls,
reducing welfare expenditures. and so forth were
to increase private sector involvement in the
cconomy, increase competition by promoting an
outward-looking  cconomy,  and  encourage
budgetary savings 10 be used for productive
investment

Despite these palicy changes, which have been
detailed elsewhere (Central Bank of Ceylon
Annual Reports,  1979-84: Morrison  and
Arreage Rooaas, 1981 UNICEF, 19853), the fiscal
management by Sri Lanka's new government
came into conflict with the shift to a market-
oriented economy. Specifically, such economic
reforms are generally  characterized by less
governmuent intzivention and monetarists’ pre-
scriptions whereby budgetary restraint is central.
The UNP tollowed an expansionist monetary
pohw pdrlmllv paid for by deficit financing (see

Fable 1).7' But more striking was the response of
the international community to the adoption of a
freer market policy. Specifically, there was a
voluminous increase in foreipn aid (see Table 1).
Between 1977 and 1978, net receipt of foreign
assistance to finance the deficit trebled from Rs
581 million to Rs 1.697 million. In addition, an
increased percentage of these funds was in the
form of outright grants. At the same time, the
total aid commitments to Sri Lanka increased
approximately two and one-half times between
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1977 and 1980, from $250 million to $628 million.
This rise in exiernal resources bolstered by inflow
of remittances from the growing employment of
Sri Lankans working in the Gulf, rather than an
increase in the national savings rate, facilitated
the increased rate of prowth in GDP and the
UNP’s ambitious investment  program.  This
included dramatic increases in capital-intensive,
infrastructurc-oriented public investient such as
the accelerated Mahaweli irrigation scheme™
and construction of housing and a free-trade
zone. Thus, despite cutbacks in government
outlays on food subsidies and other health,
education, and welfare expenditures,  budget
deficits and public debt grew, and the balance of
trade deteriorated after liberalization, reaching a
high of over Rs 16,000 million in 1980 (sce
Table 1). In 198t partally in response to
pressures from the International Monetary Fund
and the donar community, Sri Lanka instituted
some austerity measures which included further
devaluing  the  currency,  reducing  current
expenditures,  and  cutting budget  deficits
(Herring, 1985). These partially tempered the
expansion of the cconomy,

While it is not possible to put forth a counter-
factual argument as to what would have been the
consumption and nutritional consequences if a
change in policy regimes had not taken prace in
1977, the data available on employment and
wages, like the information on nutritional status,
caiorie intake, and real expenditure levels show
that the four lowest expenditure deciles have
seen i decline in their food energy intake. In fact,
the decline in calorie consumption. especially
between 1978 and 1982, fails to reflect the
aggregate GDI' growth rates reported for the
period in official statistics. It can thus be inferred
that subsequent to the policy changes in 1977, a
combination of only limited growth in carnings
among the poor coupled with real income losses
duc to the reduction in food-related subsidies.
resulted in an overall decline in the levels of
consumption of the poorest expenditure deciles.
Therefore. despite the economic performance in
the aggregate between 1978 and 1982, there has
been increasing inequality in levels of consump-
tion, and the benefits of the economic growth
have not trickled down to the poor. In the face of
the changes in government policies which began
in 1977, further consideration of how to preclude
dislocation among the poor is warranted.

First, the process of liberalizztion must not
become  distorted  toward  policies  which
discriminate inplicitly against the poor. For
example, the present policy in Sn Lanka whereby
domestic prices of imported wheat and sugar are
being kept above world market prices needs to be

reconsidered. The justification for following a
high wheat price policy is to discourage its
consumption, in licu of rice. in order to contain
foreign exchange costs and support the paddy
scetor. This implicit subsidy benefits directiy
producers with o marked surplus, most of which
are in the upper expenditure groups (Sahn,
1987). Concurrently, the policy has potentially
serious nutritional implications for the bottom
20% of the expenditure distribution who, as a
result, face w higher price for the wage goods -—
wheat and bread — which in combination com-
prisc 7.2% of houschold calorie intake among
the rural poor, around 16% for the urban poor,
and over 20% for the lowest quintile of the
expenditure distribution on the estates. Simi-
larly, the stated purpose of taxing sugar imports
18 to provide a subsidy 1o domestic production
and make it more competitive so that a greater
levelof seli-sufficiency is achieved. Unfortunate-
ly. a high sugar price policy lowers the real
incomes of the poor, given that it represents
6.2% of the budgetary expenditures of house-
holds in the lowest quintile of the rural expendi-
ture distribution. Domestic factory production of
sugar s approximately 10% of the national
requirement. The Ministry of Finance and Plan-
ning (1984) makes clear the need for protection
for this industry as well as expatriate expertise if
itis to develop. There is a aced to carefully assess
any policy  which promotes  domestic sugar
production given low international prices, and
thereafter examine how the required protection-
ISt measures can be designed not to implicitly tax
the poor,

Sceond, intervention through wage policy to
seeure adequate income for the poor can help to
raise their calorie consumption and should be
considered further. The expansive infrastructure-
oriented lead projects undertaken by the govern-
ment between 1978 and 1982 were cffective in
creating jobs. However, inflationary pressures
from removing price controls coupled with the
rapid increase in the money supply needed for
deficit financing resulted in a coincident loss in
terms of real wages which offset the positive
impact of the modest decline in unemployment.
This suggests the persistence of under- and
unemployment. and/or structural problems in
labor markets whereby the urban and rural poor
who are concentrated ia the nontradable sector
fave not benefited from the improvement in the
performance of the puaddy sector, and the estate
workers have continued to suffer the conse-
quences of the poor performance of the tradi-
tional export crops and the vagaries of inter-
national commodity prices. The need to adopt
investment choices and construction practices
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that more effectively create jobs for the urban
and rural poor, and the potential of instituting
Jlabor and wage polices 1o counter the trend of
declining real wages and increase mobility of
those poor workers deserves consideration. in
addition, increasing the flow of resources to
arrest the decline of the traditonal export sector
must form the basis for rasing emplovment
opportunities, wages, and services to the estate
woeckers who have also seen o decline in their
levels of food energy intake during the past few
vears.

Enhancing transfer programs to increase tood-
energy int ke among vulnerable groups s also
worth exploring. The share of the value of food
subsidies as a percent of total expenditures by
sector and expenditure class i found in Table .
It shows that the value of the tramsfer to
houszholds fell by neurly one-half in the three
years following economic poliey changes. This is
&4 consequence of the fixed nominal budget
allocation to the new food stamp scheme. In the
face of the rapid inflation between 1979 and
1982, the real value of these transfers has eroded
rapidly (Ldirishinghe, 1986). This had the largest
cffect on houscholds residing in the estates
where, for example, the contribution of food
subsidies as a pereent of total expenditures fell
from 20% to 10% in just three years.

Increasing the value of food-related income
transfers to the poor can be achieved either
through increasing the actual budgetary alloca-
tions to welfare payments or through improving
the operations of the present food stamp pro-
gram. Concerning the former, the decision not to

index food subsidies, i.e., food stamps, has
brought about marked budgetary savings (see
Table 1). Spending on food subsidies us a pereent
of recurrent expenditures declined from 16% in
1977 to only 5% in 1982, The questions remain as
to how these savings were spent and to whom the
benefits accrued. It is noteworthy, for example,
that there have been large increases in capital
transfers to public corporations concurrent with
the dectinz in transfers that take the form of food
subsidies. The nominal vidue of food subsidies,
including food stamps, declined shightly from
Rs 2,163 million to Rs 1802 million between
1978 and 1984, while the capital transfers to
public  corporations increased  six-fold  from
Rs 2,070 million to Rs 13,334 nutlion in the same
period. Judging to what extent the subsidies to
public corporations yield @ rate of return high
cnough to compensate for the short-term welfare
losses and long-term human capital losses of
reducing health and education expenditures, and
food subsidies, is a question beyond the scope of
this paper. However, the figures amply serve to
tlustrate the type of trade-offs that governments
may face in allocating scarce resources.

It 15 also noteworthy that regardless of the
budgetary  allocation o food-related  income
transfers, policymakers still can strive 1o better
target the existing stock of food stamps. [n 1978,
approximately half of the houscholds participat-
ing in the old quantity rationing scheme were in
the top 60% of the expenditure distribution, This
declined such that only one-third of the recipients
were in the upper three quintiles in 1981/82, two
years after the switch to food stamps (Ediri-

Table V. Subsidicy as a percent of total expenditures by sector and expenditure class, YYT8/79 and 1981/82

Expenditure quintile

I 2 3 4 S All

Allisland

Ruce ration recipients (1978/79) 24.58 18.53 14.98 1180 8.67 17.99

Food stamp recipients (1981/82) 15.09 9.55 6.56 1,96 i 9.60
Urban sector

Rice ration recipients (1978/79) 20.18 17.74 14.14 11.07 7.73 17.76

Food stamp recipients (1Y81/82) 13.27 3.80 6.17 S0 3.03 8.21
Rural sector

Rice ration recipents (1978/70) 24018 18.57 14.97 1101 892 17.99

Food stamp recipients (1981/82) 15.41 v.67 6.06 4.9 3.34 9.92
Estate sector

Rice ration recipients 1978/79) 2592 20.50 18.68 16.71 9.20 19.22

Food stamp recipients (1981/82) 10.17 7.86 4.82 4.53 2.67 7.14

Source: Edirisinghe (1986).
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singhe, 1986).°" While a recent act of the Sri
Lankan parliament was designed 1o further refine
the targeting of the food stiamps in order to rse
the intake of the most valnerable households.

the scheme was thwarted tor & combination of

political and administrative reasons, Theretore,
selecting among possible targeting criteria de-
serves further study.” This should involve care-
fully weighing the costs of such trgetng against
benetits, recognizing the trade-offs between leak-
age to non-needy households and an inordinately
expeinive screening proceduse,

3. CONCLUSION

The promotion of & mere market-oriented,
outward looking cconomy, which followed re-
forms begun in 1977, wus designed to and
succeeded i spurting investment. This wis
primarily due to the generous response ot the
international aid and financial community to S
Lanka’s move toward o liberatized ceonomy,
Domestic savings as i percentage of GDP, on the
other hand, did not show anyancrease over fevels
observed in the previous ceonomic regime. This
reliance on-external finance 1o fuel ccotomic
prosperity after the policy change in 1977 was
accompanied by othey developments in (he
domestic cconomy that were not so tavorabie,

Specitically. kev aspects of economic adjust-
ment and stabilization were not implemented,
and many of the desired results not realized. For
example, there iy evidence that the chunges in
tarifts and exchange rate poticies of the original
liberalization nlan have not been maintained -
Thus, the original objective of the “neutral trade
ragime” has not been realized and In maost
sectors, the effe tive protection inereased follow-
ing the immediate post-policy reforms. Similarly,
the data suggest that the performance of the
manufacturing sector has been sluggish, declining
as ashare of GDP from 14.7°, 16 13.8% The
strecture and volume of exports have witnessed a
decrease in the share contributed by tea. cubber,
and coconuts. Nevertheless., they still dominate.,
comprising 63% of the total value of CXPOIts
between 1978-84, as compared to 77% in the
period 1971-77. This has left Sri Lanka subject o
the vagaries of production and prices of the
tree-crop sector whose performance since 1977
has been disappointing. -

But the most pronounced were the repercus-

sions that emanate from the fact that after the
UNP was empowered in 1977, government
spending was not curtailed. Rather, the share of
gavernment expenditures on subsidies and wel-
fare programs was reduced. in licu of promoting
farge infrastructure development projects. This
shift to investment in physical, rather than
human capital represented o policy change which
was most visibly manifesied in the Kevnesian
stimulus to the ecconomy whereby imemplovment
declined and rupid rotes of GDP growth wese
realized. However, the extremely rapid pace of
the externally funded capital-intensive  invest-
ment program did little to reduce poverty in the
short term. This. coupled with other moves such
as the huge increase in subsidies given to public
corporations since {977, espectally the rapidly
growing national thay carrier. Ail Lanka,”™ has
resulted inacontinued drain on the country’s
balance of payments, exacerbited the budget
deficit, and increased the debt burden. The result
was that despite the reduction in social expendi-
tures, espeetaly the food stamp program. prices
inereased rapidly. The inflation., however, was
notaccompaned by commensurate increases in
wages and the real value of the food stamp
transfer eroded precipitously. In combination,
this represented a threat 1o the welfare of the
poor, whose real income declined. In response to
the high rates of inflation and the growng budget
deficits, further AUSLETIY measures were adopted
in T9S0- 81, which curtailed some of the cconomic
expansion. This further imperited those in the
lower expenditure deciles,

So while the theoretical basis for fucling
development  through  cconomic reforms s
sound. the policies followed in Sri Lanka have
resulted in palpable losses for the poor. It s
bevoid this paper 1o put torth counter-factual
arguments as to what would have transpired in
the ceconomy it, for example, o monctarily
contractionist policy had been followed after
1977, or foreign assistance maintained atits low
pre-1977 level However, et it suffice to say that
the expectation and realization of rapid cconomic
growth i Sri Lanka suggests that there is a need
to decouple the process of getting prices right
from the process of reduaing targeted subsidies.
This can be accomplished by combining siruc-
tural change with further support for targeted
efforts 10 insulate the nutritionally vulnerable
houscholds from short-term dislocation,

NOTES

Lo This issue has been debated in the lollowing:
Bhalla (1986a; 1986b); Sen (1986). Pyatt (forth-
coating): Isenmaun (forlhmming).

2. Ehis survey was conducted by the Department of
Census and Statisties of  the Ministry  of  Plan
Implementation, Colombo. §ri Lanka.
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3o This survey was conducted by the Ministry of
Henlth, Colombo, Sri Lanka, and the US Center for
Discase Control, Atlanta, Georpia.

401t was during this peniod  of poor cconamic
performance. largely reflecting the world food crises,
that the 1973 Consumcer Finance Survey was condue-
ted, The raw dats [rom this survey are 0 longes
avatlable and there is no published cell mean data by
expenditure groups.

S0 Thissurvey was conducted by the Central Bank ot
Ceylon, Colombo, Sri Lanka

0. The budgetary outlay tor subsidized tood by the
government trom 1977 to 1979 does not retlect aceu-
rately the actual quantity o subsidized tood received by
the populition because the badget values capture the
cllect of carreney adjustments and decontrot of prices.
For example. between 1977 and 1978, the reported
vilue of the government budgetary subsidy o nee
increased trom Ry 9430 nulhon to Rs 1.06n.1 nullion.
Nevertheless, the tice ssued by the Food Commission
declined trom 070,364 10 431,783 metnie tons., The
reason fer the dramatic increase i the budgetary costs
of the subsidy in the face ot @ smaller amount of Hee
distnbution was that e metric ton of
iported ree inereased rom R 1742 1o Ry 3,730
mamly due 1o curreney adjustments. Therefore, the
high budgetary allocation o subsidies i 1978 and 1979
does not imply that the actual quantities distributed
were outstandmgly Lirge.

cost per

7. This sarvey was conducted by the Department of
Census and Statisties, Minstry of Plan Tmplementa-
tion, Colombo, Sti Lanka.

8. This survey was conducted by the Food and
Nutrition Policy Planning Division ot the Minsary of
Plan Implementation. Colombo, S Lanka,

9. Thiswurvey was conducted by the Central Bank of
Ceylon, Colombo, St banka,

16 Wiile the method ot analysis emploved lor the
two survess was kentical, the sampling friame was not.
The two most important differences concern seasonal
coverage of the samples, and the sampling umits
employed. The former problem will introduce i bias in
the compurisons to the extent that there is o marked
scasonal pattern an lincar growth or leanness in Sri
Lanka. Tt has been established from the houschold
survews analyzed in this paper that there is no season-
ality in consumption, although the guestion remains
whether there are scasonal patterns in anthropometric
indicatars i order (0 address this issue. multiple
regression analyss was employed with height-for-age
and weight-for-height as dependent variables, and
scasonal dummy variables in addition to other par-
ameters such as income. birth order, and mother's
cducation included as explanatory varahbles. The sca-
sonal dummices all proved msigificant. [t is therefore

unbikely that @ significant bias s introduced by the
scasonality of data collecuon. The latter problem of
difterent sampling units is considered minimal because
the SHS arcas (administrative regions used by the
Ministry of Health), which tormy the sampling unit for
the 1975770 sarvey. correspond nearly identically to one
or two districts which form the sampling unit for the
LUROARY survey. As long as comparisons are limited to
the aggrepated sector leved, this Tatter problem is not
likely to mtroduce @ serious bias. See also World
Health Orgamzation (1983) and footrotes on Vable 3.

I 1eis important 1o distinguish the estate Tamils,
whose nugration from India oceurred Largely during the
past two generations, from the Cevlon Tamils, who
have hived on the iskind for 2,000 vears or more. The
estate Tamils are poor and Fargely uneducated and have
been predominunty without citizenship and the right to
vote until recently. The present communal violence is
between the Cevion Tands and the Sinhalese whose
cducational and incore Levels are roughly comparable.

120 The expenditure elisticity of demand for calories
at the mean Jevel of cxpenditures is 0.65. See Suhn
(Y87},

13 One major problem with such an approach is that
using i trend line assumes that there is a lincar
refationship between consumption and time. A second
problem s the difficulty of predicting how this transient
component ol income affects consumption expendi-
tures. I one adopts the theoretical perspective that the
marginal propensity to consume (MPCY out of transi-
tory income iy equal w zero, then one would not expeet
an clfect on cdorie intake (Friedman, 1957).

14, 1t should be renterated that although real Gross
Domesue Savin, - per capita declined between the two
survey periods, using the ACPL as a deflator, this was
not the case for National Savings. The main reason for
this discrepancy is the larpe net privaie transfers from
abroad which mainly reflect remittances from migrant
workers in the Middle East. These remittances are
captured an - houschold survey data, offsetting  the
decline in real per capita Domestic Suvings.

15, Similarly, there is a plausible explanation for
cilorie consumption becoming less equitable between
197879 and 1981782, while this was not the case for the
expenditure  distribution. Specifically,  Edirisinghe
(198¢: has shown that for the poor, the increase in the
cost of their food basket lagged behind non-food! price
increases. This is coupled with the fact that Sahn (1987)
has shown that the poor face certain non-food expendi-
tures which are not compressible, such as sheleer or
transportation to work. Consequently, when incomes
are squeezed, the poor may not substitute away from
non-food expenditures as their prce rises, as juxta-
posed with the rich who may reduce discretionary
non-food  purchases. The end result is that food
expenditures decline at the expense of maintaining
non-food expenditures for the poor, while the rich may
actually substitute away from non-food to food expend-
itures. Thus, the calorie consumption distribution may
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become less equal but the total expenditure distribution
does not. At the same time, the income distribation,
like the calorie distribution, may become more skewed
while expenditures do ot becinse of the potential tog
SIVIngS.

to. See Bhailia and Glewwe (1980) o mlarmation og
how the ACPL indes s constinered

17 There s also s thurd mdes avanlable presented by
Nimuai Sanderatne. the direcor of rescareh w the
Central Bank, which supgests prices rose even more
rapidly than according 1o the NCPT (see Samderatie,
1985). Tt is noteworthy that these costs of Ivinge and
mdexes are not expenditurs - cas speaitic: Fdmisnghe
(1980} constracted expeadituze -class speaitie detlators
based on survey databetween 1978779 and Jus s He
lound the level of price mcreases o he greater for the
poor than for houscholds in upper axvpenditure deales
This sugpests that the use of an ACage cost-ob-hvan g
index Tikely understates the dechne m welfare of the
poar.as compated 1o changes mreal expenditires
among the nich.

I8 Tt noteworthy that chanyes e the sum of the
real vilue of Posate Consumprion plus tood subsidies
out ot Pubhe Consumption as denved lrom natonal
accounts data, do not cortespond to (h.lll}!c\ dernved
from the surves. For esample, between 197579
TONTAR2 there was w370 real metease m the sam of
prvate consumption plus tood subsidics accordime o
the natronal accounts. wane the ACPL while the
surveys indicate vitually no mowth [he Lk of
correspondence can be explamed by o aumber of
factoes Most importan:. household eapenditure sor-
veys donot measire the same thing s cousumption i
natonal sccounts For example, subastience consump
ton s not captured by national acoounts data, and
expendituies of corporations which e reflected
natonal accounts are oot included e househoid -
vevs. The dissonance hetween svey and national
accounts fipures mav also retlect the methodological
ditticulty of compiling nutional acceunts of problems of
reportng avcatacy ot houschold surnvews

19 See Berg (1981 p 37y and Isenmuan (1980, P2
who provide empisical support tha gher mortabiy i,
in fact, related o ceductons in the subsudy program. as
mediated through higher food prices Teading o fower
consumption among the vulnerable OIS

20 See Sahn and Alderman (1986) who discuss the
returns o human capital investments in Sri Lanka and
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